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The Nonprofit World

ÅA For-profit enterprise is concerned with 
making a profit to provide a return on the 
owners investment
ÅNot for profit organizations exist to 
fulfill a mission and are concerned with 
obtaining resources necessary to 
accomplish that mission



The Nonprofit World ς
Financial Operations

ÅVery similar to for-profit enterprise
ÅAll organizations need to be financially 
healthy to function effectively
ÅNonprofits should seek to eliminate any 
operating deficits because they cannot 
fulfill their mission with inadequate 
resources
ÅUse άǇǊƻŦƛǘǎέΣ ƛΦŜΦΣ (increase in net assets) 
to provide resources for future periods



The Nonprofit Environment

http://www.bridgespan.org/

άCƻǊ ǘƘŜ ƴƻƴǇǊƻŦƛǘ ǎŜŎǘƻǊΣ ǘƘŜ ŎǳǊǊŜƴǘ ŜŎƻƴƻƳƛŎ ŎǊƛǎƛǎ ōǊƛƴƎǎ ǿƛǘƘ ƛǘ ǘƘŜ 
Řǳŀƭ ŎƘŀƭƭŜƴƎŜ ƻŦ ǊƛǎƛƴƎ ŘŜƳŀƴŘ ŦƻǊ ǎŜǊǾƛŎŜǎ ŀƴŘ ŘŜŎƭƛƴƛƴƎ ǊŜǾŜƴǳŜǎΦέ

άCǳƴŘƛƴƎ Ƙŀǎ ōŜŜƴ ŎǳǘΣ ƛƴ ǎƻƳŜ ŎŀǎŜǎ ǎŜǾŜǊŜƭȅΥ рн ǇŜǊŎŜƴǘ ƻŦ ǎǳǊǾŜȅ 
respondents reported that they have experienced cuts. Nearly half of 
these organizations have had their funding cut by 10 to 20 percent, and 
ŀƴƻǘƘŜǊ ǉǳŀǊǘŜǊ ƘŀǾŜ ƘŀŘ ǘƘŜƛǊ ŦǳƴŘƛƴƎ Ŏǳǘ ōȅ нм ǇŜǊŎŜƴǘ ƻǊ ƳƻǊŜΦέ

ά²ƘƛƭŜ ǎƻƳŜ ƻǊƎŀƴƛȊŀǘƛƻƴǎ ƘŀǾŜ ƛŘŜƴǘƛŦƛŜŘ Ŏƻǎǘ-cutting measures, 
it appears that many are being slow to take action on this front. 
LƴǎǘŜŀŘΣ ǘƘŜȅ ǎŜŜƳ ǘƻ ōŜ ǎǇŜƴŘƛƴƎ ǘƘŜ ƭƛƻƴΩǎ ǎƘŀǊŜ ƻŦ ǘƘŜƛǊ 
ŀǘǘŜƴǘƛƻƴ ƻƴ ƛƳǇǊƻǾƛƴƎ ǘƘŜƛǊ ŦǳƴŘǊŀƛǎƛƴƎΦέ

http://www.bridgespan.org/Default.aspx
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The Mission of the Financial Accounting Standards Board

The mission of the FASB is to establish and improve standards of 
financial accounting and reporting for the guidance and 
education of the public, including issuers, auditors, and users of 
financial information.

Our financial reporting system is essential to the efficient 
functioning of the economy. That is because it is the means by 
which investors, creditors, and others receive the credible, 
transparent, and comparable financial information they rely on 
to make sound investment and credit decisions. 

http://www.fasb.org/home


FASB Statement No. 117

ά¢Ƙƛǎ {ǘŀǘŜƳŜƴǘ ŜǎǘŀōƭƛǎƘŜǎ ǎǘŀƴŘŀǊŘǎ ŦƻǊ ƎŜƴŜǊŀƭ-
purpose external financial statements provided by a 
not-for-profit organization.

Its objective is to enhance the relevance, 
understandability, and comparability of financial 
ǎǘŀǘŜƳŜƴǘǎ ƛǎǎǳŜŘ ōȅ ǘƘƻǎŜ ƻǊƎŀƴƛȊŀǘƛƻƴǎΦ  έ

http://www.fasb.org/home


How are Nonprofits
Meeting that Objective?

ÅAndrew C Holman C.P.A., Adjunct Professor
(Partner-Ritz,Holman,Butala,Fine LLP)
ÅDouglas M. Ihrke, Associate Professor
ÅNathan J. Grasse, PhD Candidate

The Analysis of Key Financial 
Ratios in Nonprofit Management

University of Wisconsin-Milwaukee

This study concluded:

άLǘ Ƙŀǎ ōŜŜƴ ŜŀǎƛŜǊ ǘƻ ƎŜǘ 
financial data averages 
for a car wash than the 
ŀǾŜǊŀƎŜ ƴƻƴǇǊƻŦƛǘΦέ



How are Nonprofits
Meeting that Objective?

Rep. Bachmann calls for a 'strong 
investigation' into non -profits needed
By Jordan Fabian - 10/06/09 12:44 PM ET 

Rep. Michele Bachmann (R-Minn.) called for a "strong investigation" 
into a variety of nonprofits in the wake of political corruption allegations 
at ACORN. 

http://thehill.com/


How are Nonprofits
Meeting that Objective?

'It doesn't seem right'
A group plagued by service, cost complaints is awarded 

$4.5 million. How?
By Debbie Cenziper

Monday, October 19, 2009

But the nonprofit group (Miracle Hands), which became one of the most 
heavily funded AIDS organizations in the city, has been racked by complaints 
from city monitors, former clients and other AIDS groups about a lack of 
services and supplies, missing records and questionable expenses, The 
Washington Post found. 

Included was $420,000 in housing funds for a highly anticipated job 
training center that more than three years later has yet to open.



FASB Statement No. 117

άLǘ ǊŜǉǳƛǊŜǎ ǘƘŀǘ ǘƘƻǎŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ǇǊƻǾƛŘŜ 
certain basic information that focuses on the entity as a 
whole and meets the common needs of external users 
of those statements.

This Statement requires that all not-for-profit 
organizations provide a
ÅStatement of Financial Position, a
ÅStatement of Activities, and a 
Å{ǘŀǘŜƳŜƴǘ ƻŦ /ŀǎƘ CƭƻǿǎΦέ

http://www.fasb.org/home


FASB Statement No. 117

άLǘ ǊŜǉǳƛǊŜǎ ǊŜǇƻǊǘƛƴƎ ŀƳƻǳƴǘǎ ŦƻǊ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ 
total assets, liabilities, and net assets in a statement of 
financial position;

ǊŜǇƻǊǘƛƴƎ ǘƘŜ ŎƘŀƴƎŜ ƛƴ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ƴŜǘ ŀǎǎŜǘǎ ƛƴ 
a statement of activities,

and reporting the change in its cash and cash 
ŜǉǳƛǾŀƭŜƴǘǎ ƛƴ ŀ ǎǘŀǘŜƳŜƴǘ ƻŦ ŎŀǎƘ ŦƭƻǿǎΦέ

http://www.fasb.org/home


The Nonprofit World ς
Bookkeeping

Profit or non-profit, the primary goal of 
bookkeeping is the same:

To capture each transaction one time in 
a way that is fully documented, 
completely traceable, and fully usable by 
every person within and outside the 
organization who has a stake in the 
organization 



Accounting Fundamentals -
Accounts

ÅAccounts are used to track transactions
ÅChart of Accounts is the complete list of 
all accounts used by your organization
ÅTransactions are posted to accounts to

1. Create a snapshot of current 
finances

2. Develop a financial history
3. Manage and plan future actions



Accounting Fundamentals -
Assets

ÅAn asset is something that we have or 
control that can provide some future 
economic benefit
ÅA non profit may have
ÅCash in the bank
ÅA van
ÅPrepaid insurance 

ÅMost things owned are assets, but assets 
are not limited to things owned



Accounting Fundamentals -
Liabilities

Å(FASB) A liability is the probable future 
sacrifice of an economic benefit arising 
from a present obligation
Å(Real World) A liability is what the 
organization owes to others, like
ÅAccounts payable
ÅBorrowed money
ÅA future service  
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Financial Statements ς
The Accounting Equation

Financial statements are constructed on 
ǘƘŜ ά!ŎŎƻǳƴǘƛƴƎ 9ǉǳŀǘƛƻƴέ

Assets = Liabilities + Net Assets

or

Assets ςLiabilities = Net Assets



Financial Statements ς
Statement of Financial Position

ÅThe Accounting Equation becomes the 
basis for one of the main financial 
statements, the Statement of Financial 
Position
ÅIn for profit companies, this is known as 
the Balance Sheet
ÅThe Statement of Financial Position gives 
the condition of the non profit 
organization at a point in time   



Financial Statements ς
Statement of Financial Position

We Care Organization
Statement of Financial Position

As of December 31, 20XX

Assets
Cash $  200,000
Other Assets                      300,000

Total Assets                        $   500,000

Liabilities and Net Assets
Liabilities                              $  250,000

Net Assets                            $  250,000

Total Liabilities and
Net Assets                        $  500,000



Financial Statements ς
Common Assets

ÅCash and cash equivalents
ÅPledges or Grants Receivable (Net) 
ÅPrepaid Expenses
ÅInvestments
ÅFixed Assets
ÅLand
ÅOther Physical Assets (net book value)



Financial Statements ς
Common Liabilities

ÅAccounts Payable
ÅRefundable Advances (or deferred 
revenue) ςitems not recognized as 
revenue because conditions have not 
been met)
ÅLong Term Debt 



Financial Statements ς
Net Assets

ÅUnrestricted  - Contributions given 
without any restrictions or limitations
ÅTemporarily Restricted ςcontributions 
given for a specific use or during a 
specific period of time
ÅPermanently Restricted ςlimited use by 
donor-imposed stipulations, endowment











Financial Statements ς
Statement of Activities

ÅDesigned to present how or why assets, 
liabilities and net assets change over time
ÅExplains the change in net assets from 
one date to another
ÅCalled the Income Statement in for profit 
organizations



Financial Statements ς
Statement of Activity

Net Assets increase when revenues are 
recorded and decrease when expenses 
are recorded as shown here:  

ÅFor Profit term for difference is net profit
ÅNon-profits carry forward the surplus or 
deficit resulting from the change in net 
assets

Revenues ςExpenses = Change in  Net Assets



Nonprofit Accounting Terms  -
Revenue & Support

ÅRevenues are income earned from 
services performed or merchandise sold

ÅSupport are monies donated to the non-
profit
ÅContributions
ÅGrant money



Key Accounting Concepts
Materiality

ÅMateriality ςA threshold amount below 
which special analysis is not warranted
ÅThis concept applies to the analysis of 
the financial information, not the 
recording of the transaction
ÅExamples could be using a percent of 
total revenue or a flat amount for assets  



Key Accounting Concepts
Realization and Matching

ÅRealization  means to recognize income 
in the period that it was earned

ÅMatching is the concept of recording 
expenses incurred in generating revenue 
in the same period that the revenue is 
recorded



Key Accounting Concepts
Accruals

ÅAccruals are a way to shift financial 
activity between periods
ÅTransactions may occur in one period, 
but Realization and Matching may require 
the effect of the transaction to occur in 
another period
ÅAn accrual entry is made to record the 
transaction in the period  where it 
belongs



Financial Statements ς
Common Non Profit Revenues

ÅContributions 
ÅDocumentation to verify
ÅNet Amount

ÅProgram Service Revenue ςexchange 
between a Non Profit and another to 
provide a service
ÅMembership Dues
ÅSpecial Events revenues
ÅInvestment Income



Financial Statements ς
Non Profit Expenses

ÅExpenses are divided into three 
functional categories:
ÅProgram Expenses
ÅFundraising Expenses
ÅAdministrative Expenses




