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Today’s Agenda

Looking Forward:

— Budgeting 101

Looking Back:

— Financial Statements Tell a Story

Clarity Counts:
— The New IRS Form 990

Who's Watching:
— Making the Most Web Resources & Watchdogs



The Budget



Standard Budgets



Budget Presentations

Functional Expense

Expense Category




Functional Expense Presentation

Revenue

» Donations (Individual & Institutional)
* Program Revenue
* Interest

Expenses

* Personnel (Salaries & Benefits)
« OTPS (Everything Else!)




Often the single
largest expense
a charity has

SEIEERR:S
Benefits can be
70% of total

eEXpenses

Salaries

More than half
of all expenses
IN:

Health (60%)

Human Service &
Religion (60%)

Education (55%)

Significant
expenses Iin
other orgs:

Arts (42%)

Public Benefit
(37%)

Housing

Development
(28%)




Fringe Benefits

Insurances Perks Taxes

 Health - Paid  State

- Life Absences Unemployment

» Long Term « Bonuses » FICA/Medicare
Disability - Pension Plans (employers

« Workers Comp portion)



Full
Time

Fringe Rates Vary

18-23%:
Mandatory
Insurances &
Health Care for
employees only

23 -32%: if you
add pension
contributions and
family insurances

Part
Time

10 -13%:
Mandatory Taxes
and Insurances,
no healthcare or
other benefits



OTPS

Occupancy * Professional Fees
Utilities — Legal
Telephone/Internet — Financial
. — Fundraising
Supplies 5 -
e Depreciation
Travel P
.  Reserves
Printing

Administrative Fees



Category Presentation

Program Expenses Supporting Expenses

* Donations * Major Programs * Fundraising
* Individual
* |nstitutional * As listed: * Administrative &
» On Website General
* Program Revenue * In Grants
» Sales * Promotional Materials
» Contracts * Public Filings

* Other Public Materials
« Earned Revenue
* Interest

» Earnings on
Investments



ldeal Budgets



Financial Statements



To Audit or Not?




Unaudited

Should follow
standard GAAP
presentation

Should look
‘professional’




Compilation

Good Unaudited Limited to
Statements are as presenting provided
good or better than financial information

a mediocre In the form of
compilation financial statements

CPA firm provides
“no assurance’




Review

Includes some
Inquiry into analytical

Less than an audit procedures and
iInterviews of key
personnel

CPA firm provides Required in some
only limited jurisdictions for
assurances smaller organizations




The Audit Process

i Now
Provides an :
independent provides for

review of Inquiries into
significant ?ggéféilrigs
transactions = ;
and and any
orocedures | —opPICIONS

of frauds




Audited Statements

Must Include: Should Also Include:
e Audit Opinion o Statement of
« Balance Sheet Functional Expense
e Statement of
Activities Be Accompanied By
o Statement of Cash A Management
Flow Letter

Notes



Opinions

o Disclaimer of

* Found to be in * Have one or more * Do not conform  Auditors offer “no
accordance with material issues with GAAP opinion”
GAAP

* Attention is called * Provides no » Auditors were

* Present the to these issues in assurance with unable to apply
financial condition the opinion letter regard to the auditing standards
fairly and without validity of the
any material numbers « VERY rare

misrepresentation



Negative Opinions

If the an organization has a qualified
opinion, It is Important to understand
what, if any, corrective actions have
been taken and/or the reasons why

they may have elected to deviate from

GAAP



Statement of Financial Position



Terms

o Assets e Liabllities
— Any resource, object, — Any outside claim on
or right of assets:
measurable financial  Accounts payable
value: « Accrued expenses
 Liquid assets (cash, e Outstanding loans

cash owed, and
negotiable instruments)

* Non-liquid assets
(buildings, supplies, etc.
not easily turned into
cash)



Thinking it Through




Net Assets

Should match the excess or deficit identified
at the close of the year on the Statement
of Activities



Balance Sheet Information

How
Can the dependent How does
org cover IS the org this

its on compare to
liabilities? borrowed last year?
money?




Can the org cover its liabilities?

Quick Ratio:
Cash and
accounts

|deally, for A ratio of less
most orgs, than 1 may
you want a mean that

receivable Quick Ratio the org is

divided by
current
liabilities

of 1 or facing cash
greater flow Issues




How dependent Is the org on
borrowed money?

Debt
: However, an over
_Debt to Net management s a reliance on loans

tnnl that ~ran ha

by et assets wpowe wie ity making
y greatest amount ends meet

of services



How does this compare?

Most statements include “Prior Year” figures to
the right of the current year

Note any significant deviations

Aincrease in liabilities and a decrease in assets
may be a red flag

An increase in cash and a decrease in hard
assets may indicate the organization is selling
off its valuables for one time cash infusion




Statement of Activities



Revenue Format

Broken into three categories:

« Unrestricted
« Temporarily Restricted
« Permanently Restricted

\ 4

These categories may be presented in columns
across the page or sequentially down the page,
after the expenses for each category



Unrestricted

Unrestricted revenues are those funds the
organization earns or receives for which
no donor-imposed stipulation has been

made



Temporarily Restricted

Temporaryrestricted revenues include those
contributions for which a donor has specified a
particular use or time period. Temporary
restricted contributions are released from
restriction when the stipulation is met

For example, if an organization receives a grant
for a particular program, the restriction is met

when the organization incurs expenses for that
program



Permanently Restricted

Permanently restricted funds are made to an
organization’s endowment. These funds may not
be used for any other purpose and are never
released from restriction, generally speaking

Quasi-endowments and/or Board Designated
Funds are not permanently restricted and may
be released for use at a later date according to
the organization’s spending policy or board
discretion



Expenses

Management &
General

» Related to the » Related to the  Directly related
actual pursuit of administrative to bringing funds
the orgs mission management of Into the

the org organization
* Anecessary cost * Include
of doing development
business functions and
 Includes salaries, direct
financial & HR mail and special
functions and events
board

communications



The Activities Statement
Tells Us

How reliant is this How does this
org on org spend its
contributions? money?

How efficient is
the organization’s
fundraising
strategy?




How reliant Is this org on
contributions?

Other
revenue
schemes are
becoming

Over reliance
on Many
Divide the contributed organizations
contributed support may remain

Increasingly

: 0
Income by pose nearly 100% common

total income problems in contribution
a down supported
economy

among
Innovative
nonprofits




How does this org spend Its
money?

Calculate the Most Watchdogs
Program Expense require a
Ratio by dividing minimum of 60%

program to be spent on
expenses by total program related
expenses activities




How efficient is the organization’s
fundraising strategy?

New
organizations,
those with
controversial
missions, or
those

Any one
fundraising
activity may yield
less .65 on the
dollar, but the
combine efforts
for the year
should not

Calculate the
Fundraising Ratio
by dividing

Watchdogs say
that in a given
year, the ratio
should be no

fundraising

expense by total _
expenses higher than 35%

transitioning from
government
funding to other
sources may
exceed this 35%
for a short period




Statement of Functional
Expense

Required for all health and welfare organization
Recommended for other nonprofits

Provides a detailed break down of expenses by
category and function

Very useful in reviewing an organization’s
priorities

Look for those items which amount to more than
20% of expenses




Notes: Last but Not Least

Read note 1a first, as
The notes are an It details the
essential part of the organization’'s
statements mission and major
activities

Look for:

Significant issues and |
accounting practices » Related Transactions

will be disclosed in * Subsequent Events

the notes




IRS Form 990



IRS Form 990

Must be filed by
any 501(c) having

normal gross
Exempt from receipts of

Income Tax $25,000 or more

Return of
Organizations




Parts |, Il &Il

| — “Revenues, Expenses, and
Changes in Net Assets or Fund
Balances”

Summarizes the non-profit’s
sources of revenues, types of
expenses, and changes in net
assets for the year.

Il — “Statement of Functional
Expenses”

ltemizes the non-profit’s
expenses, especially its
overhead.

Il — “Statement of Program
Service Accomplishments”

Describes what the non-profit
aims to accomplish (its program
goals) and itemizes those
programs’ expenses.




Parts |V, V, &VI

IV — “Balance Sheets” Summarizes the non-profit's
Assets, Liabilities, and Net Assets
at the beginning and end of the

fiscal year.
V — “List of Officers, Directors, | Itemizes the salaries of the non-
Trustees, and Key profit’s officers, directors,
Employees” trustees, and key employees.
VI — “Other Information” Asks the non-profit several

guestions regarding its financial
actions throughout the year.




Parts VI,

VI &IX

VIl — “Analysis of Income-
Producing Activities”

ltemizes the non-profit’s
revenues throughout the year,
such as from fundraising events,
membership dues, etc.

VIl — “Relationship of Activities
to the Accomplishment of
Exempt Purposes”

The non-profit must explain how
the revenue from Part VII was
used and how it relates to the
non-profit’'s mission.

IX — “Information Regarding
Taxable Subsidiaries and
Disregarded Entities”

If the non-profit has a 50% or
more interest in a taxable
organization, the non-profit must
report that income here.




Schedule A

| — “Compensation of the Five Itemizes the salaries of the non-

Highest Paid Employees Other | profit's 5 highest paid

Than Officers, Directors, and employees.

Trustees”

Il — “Compensation of the Five Itemizes the salaries of the non-

Highest Paid Independent profit's 5 highest paid

Contractors for Professional iIndependent contractors.

Services”

IVA — “Support Schedule” 5-year historical perspective of
the non-profit’s contributions, in
order to determine public
support.




Schedule B

| - Schedule of Contributors

List of name and address of
contributors who gave > $5,000
to the organization.




Goals of the New 990



Primary Changes

Old 990

10 Page 15
Core Schedules



Highlights of the New Form

A summary page Governance Schedules that
providing the information will focus on
org’s identifying including the areas of interest
information and a composition of to the public and

snapshot of key the board, and the IRS:
financial certain other fundraising,
compensation, governance and compensation,
governance, and financial hospitals, tax
operational statement exempt bonds
iInformation practices and nqn—cash
charitable

contributions



More on the New 990

http://www.irs.gov/charities/article/0,,id=171216,0  0.html



Watchdogs




For Questions or Follow Up

Jennifer Ahern Lammers

Trainer & Management Consultant
The Philanthropy Hub
www.philanthropyhub.com
jenn@philanthropyhub.com




