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Accounting 101 o Where do | start?

***Eiduciary responsibilityc what does this mean to me?***

000000

Should I use accounting software? How to set up a chart of accounts

Reportingg Balance Sheet vs. Income Statemetite two most helpful
adzYYlF NE NBLEZNIa FT2NI LYy 2NHIFYAILLIFUGA:

Assets vs. Liabilitie{Cash, Accounts Receivable, Inventory, & Fixed Assets.
Accounts Payable, Loans, & Payroll Taxes Payable.

Reconciling AccountsAn grganization MUST balance its checkbook monthly to _
1Y20 K2g YdzOK OFaK AU Kla 02 2Z2LISNIuUuSo

Expense Allocationsls there a best practice for allocation expenses
against specific sources of revenue?

Internal Controls? What are they? How do they work?

Successful Budgeting




How should | keep track of my financial
iInformation?
Should I use Accounting Software? What is a Chart of Account:

AAccounting Software

A group of consultants polled by TechSoup.org agreed almost every nonprofit can benefit
from some type of accounting software. When considering a software it is very important

to review how indepth your needs and what additional purposes a software could serve.
Before you decide:

Research available options.

Talk with other peer organizations.

-If no one at your organization has accounting expertise, you may

need to ask an outside expert for help.




How should | keep track of my financial
iInformation?

Should | use Accounting Software? What is a Chart of Accounts?

AChart of Accounts

The chart of accounts is the backbone of a good accounting system.
IS basically a list of categories used to group your financial activities.
A good place to starnaybe to review what detail reporting
requirements may be for any grants received as well as that line iten
are required as part of the Form 990.

When creating a chart of accounts make sure it is able to is to provic
useful information at a variety of levels (there is a standard uniform
chart of accounts available online for free.




Charts of Accounts

Beginwith the end in mind

Whencreating a chart of accounts make sure it is ablprtavide

useful information at a variety of levels (there is a UCOA available
online for free to any nonprofit:

When you design your chart of accounts you can begin at the end and
work backwards:

Whatinformation?
Doeswho need?

Whatlevel ofdetail?

In what format?




Reporting 0 Why this is KEY!!

What grant funders are looking for when they request financials

ABalance Sheefpr Statement of Financial Positign
Il ol tFyOS aKSS{i akKz2g¢ga |y 2NBFYAT G,
basic layout of the balance sheet is based on the following: ASSETS = LIABII
NET ASSETS STATEMENT OF FINANCIAL POSITION - DIAGRAM

Assets
< Liabilities =

MNet Assets

Cnrrent Lizbilities
Accounts Payabls
Accred Expensss
Payroll Lizbilities
Diaferrad Revenns * P
Refundzbls Advances bll

T imeaf Coit Liabilities
Cngrent Pastion of Laan
Lonzterm Lizbilities
Bond Unrastrictad

iu:;?fm 1 yaar) Net Assets Temporarily Festrictd

ParmanentlyRastricted

- DebitBalmez | | | cosdit Balance




Reporting 0 Why this is KEY!

What grant funders are looking for when they request financials
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The revenue and expense categories are determined when you build your chart of accour

X Revenuecan be contributions, membership dues, program fees, fundraising events, g
and investment income.

x Expenses

x Program Expensesthe amount directly incurred by the nonprofit in carrying out it
programs.

X Supporting Services Expengds order to report these subgroups it may be
necessary to perform an allocation of expenses.

x Management or General & Administrative

x Fundraising




Assets vs. Liabilities

The overall financial position of your organization.

ASSETS LIABILITIES

Assets are what your organization has, Liabilities are what your organization
what may be owed to you, and what Owes to others or holds on behalf of

you have invested. others.

(i What you have: U What youowe: _
Cash, inventory, fixed assets Veng or&accoqnt§ payablet Ll fg ;

! R . goods & service), amounts owed on

(furniture, equipment, vehicles), credit cards, payroll liabilities,
prepaid expenses, investments. accrued expenses (usually

) estimated: accrued vacation

U What may be owed you: payout), and bank loans.
Grant awards not yet received, or ..
pledges y u What youhold on behalf of others:

Funds paid to you in advance of
i Whatyou have invested: services not yet complete,

conditional grants/contributions.

Long term investments of funds.




Assets vs. Liabilities

The overall financial position of your organization.

ASSETS LIABILITIES
Assets are usually listed in order of Liabilities are presented in declining
declining liquidity. order of their maturity

: -Shortterm liabilities are those due
-Shortterm assets are those avallableWithin a year. Longerm liabilities are

as cash or equivalent within oryear, myi-year loans such as mortgages or

and longterm afterone year. borrowedfundsby the organization and
R . payablg over more_than one year, |

Assetd NB byl GdzNI £ "dRSOAUL OFTlyOSE¢

meaning that, in an accounting entry, -Liabiliesr N& Iy I U dzNJ ¢

meaning that, in an accounting entry, a

2 debit o tal'wa\asset taccountk\)/v il di credit to a liability account will increase
Increase it. A negative number (creditif ‘A" negative number (debit balance) in

balance) in the assets section of a  the liabilities section of a balance sheet
balance sheet is unusual, and shouldis not normal and should be questioned

be questioned and explained. and explained.




Assets vs. Liabilities
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ASSETS LIABILITIES

ACash AAccounts Payable/Accrued Expenses
Do we have enough cash to pay our bills? Are vendors being paid in a timatyanner?
Is there too much cash in neinterest bearing Do we have enough cash to pay our bills?

accounts? Are we carrying balances @nedit cards are these
Are our investments diversified per our balances recorded? e
investment policy? How long have we had these liabilities on the

, books?

Have we protected the restricted funds? . e
: : .- ~APayroll Liabilities
Is our cash balance increasing or decreasing? payroll taxes paid timely and as required by the

AAccounts/Pledges Receivable IRS?
Are we collecting what is owed to us in a timel§peferred Revenue/Refundable Advances
manner? _ _Are we recognizing revenues as they are earned?
Are there any we will never receive? AConditional Grants/Contributions
APrepaidExpenses Can we raise the matching funds; meet the

Are we preparing for future programming? _condition that gives us the right to tHfends, etc.?
AFixedAssets (propertyyehicles,equipment, ~ ALine ofCredit or Loans/mortgages

accumulated depreciation) Do we have the means to repay our line of credit?
Have we invested enough (too much) in Are weusingour line ofcredit appropriately?
vehiclesand equipment? Are we using the line of credit to meet our

Do we need to upgrade our equipment or operating expenses?

Howmuch has the organization borrowed?
there a plan for repayment of the
an/mortgage?

technology? _ _
How much did we invest in capital assets durin
the year?




Net Assets

Are they restricted by the donor/grantor?

APermanently restricted & per donor/grantor, this money
can never be spent

ATemporarily Restricted dhavendt yet met
set by the donor/grantor

AUnrestricted

Restrictions are determined by the donor or grantor,
NOT by the board or management.




Managing Restricted Funds

AUnique accounting standards require that nonprofit
organizations report contributed income in one of
three categories 0 unrestricted, temporarily restricted,
or permanently restricted.

These different income classifications are determined by
either the absence or the existence of donor -imposed
restrictions on the use of funds.

Although restricted contributions and grants pose financial
management challenges, these sources of funds for program
and organizational support are important and desirable.




Revenue

Must track donor intent

DEFINITIONS

Restrictions can only legally be placed on funds by
their donors. The shape and form of the restrictions are
defined i n the ogift 1 nstrurt

The gift instrument is the document that establishes the
use of the donated funds. Examples of gift instruments
Include award letters from foundations and letters

from individual donors, even the box checked on the
donation envelope.




Unrestricted Funds

These funds are free from any external
restrictions and available for general use.

Many individual contributions are
unrestricted, as are general operating and
unrestricted grants.




Temporarily Restricted
Funds

These funds have donor -imposed restrictions that
can be fulfilled in one of two ways 0

U passage of a defined period of time (time restriction) or
U by performing defined activities (purpose restriction).

U These funds most often come from a grant received to
operate a specific program or project or individual
contributions given with the intent of supporting a
particular program or campaign.




Permanently Restricted Funds

These funds are restricted by the donor for a
designated purpose or time restriction that will never
expire.

The intent is that the principle balance of the

contribution will remain as an investment or asset
forever , and the nonprofit will utilize  the interest and
investment returns, such as with an  endowment, or the
property/asset.

The earnings on permanently restricted funds may also
be restricted for a specific use. Earnings would
become temporarily restricted funds.




Unrestricted, Temporarily Restricted,
Permanently Restricted

T R
An individual sends a check for $3,000 to support the
nonprofitdos wor k.

A nonprofit sends an appeal to its donors seeking funds

to support the expansion of its legal services program. X

X

A foundation awards a grant for $150,000 for a capital

campaign.

A foundation awards $50,000 for use over two years for

general operating support.

An individual gives $2,500 to pay for 5 students to

participate in a camp run by the organization.

An individual gives $100,000 to provide scholarships for

campers in perpetuity from the interest and investment X
returns.




Expense Allocations

Expense allocations are important when presenting information to boards, potential
donors, funding sources and when providing information for the Form 990. Expense
allocations can be used to evaluate an organizations level of spending.

Program Expenses

Program expenses are usually tied directly to
accomplishing the mission or purpose of the
organization.

Fundraising Expenses

Fundraising expenses are those expenses that can
be identified as part of a fundraising event or
activity.

General and Administrative Expenses

General and administrative expenses include the cost
of recordkeeping and oversight of the organization.




Expense Allocations

Developing a methodology 0 keep it simple, be reasonable, and be
consistent. There is no one right way or required method.

1) Use a consistent and reasonable
method:

Your organization should evaluate its
allocation methodology annually, and
update it as necessary based on
significant changes within your
organization.

Allocation methods should be based on
the cost drivers that caused the expense
such as salaries/wages or space usage.




Expense Allocations

Developing a methodology d keep it simple, be reasonable, and be consistent.
There is no one right way or required method.

2) ldentify and change direct expenses
whenever possible.

Direct costs can be identified specifically
with specific programs or direct activities.

Indirect costs are those that are incurred
for a common or joint objective that
cannot be readily identified with a
specific program such as telephone,
Insurance, office supplies.




Expense Allocations

Devel_oping% a methodology 0 keep it simple, be reasonable, and be
consistent. There is no one right way or required method.

3) ldentify the primary cost drivers of your
Indirect costs such as salaries/wages or
use of space.

Management and employees that spend

time on both program and non -program
activities should keep track of how their time
IS spent by maintaining time records. Perform
a time study.

Use floor plans to calculate use of space
based on square footage. Using quantified
measurements for indirect facility costs will
help make more accurate allocations.
Allocations are based on the ][Qroportlona_te
space occupied by each functional area in
your office.




Expense Allocations

Developing a methodology d keep it simple, be reasonable, and
be consistent. There is N0 one right way or required method.

4) The allocation methodology should be
documented. Keep all worksheets and
records used to develop your cost
allocations methodology and remember
to review them reqgularly.

5) Allocate appropriate expenses, such as:

Interest expense on general purpose
borrowing

Board of directors meeting expenses
Legal and accounting fees
Other consultant fees

Licenses and taxes




Internal Controls

Guard against damage to your financial health and reputation.
Fraud is a risk in all types of business.

What are internal How is this done? Who establishes the
controls? procedures?

The most effective
Internal controls are the procedures are Generally
financial processes and those that have the management or the
procedures that enable greatest governing board
the organization to segregation of establishes the
safeguard its assets. duties. system of controls.

Create a Whistleblower Policy that indicates a procedure for
reporting concerns of fraud without fear of retaliation. Employees
account for nearly half of all tips that led to the discovery of fraud.




:S Protecting the Assets of
Your Organization
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volunteers, and reputation.

l.

Protect staff & volunteers
from accusations

Fayy
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*ry

Protect staff & volunteers
from temptation

Protect everyo
reputation :

Protect the pu
your organization




Internal Controls

Four Basic Elements of a Good Internal Control System

Goals of Internal Controls:

1) Segregation of

Duties 2) Authorization
A placeholder f f
1. Protec_:t the assets Of an A placeholder for text for more place ?mt;ioerrmg:ict)?]xt or more
organization information

2. Create reliable financial
reporting

3. Promote compliance  with

- 3) Proper
laws and regulations, an :
aws and regulations, and Documentation and 4) Reconciliation
4. Achieve effective and Recording Aplaceh;)r:;joerrr;g:i;enxtfor more
A placeholder for text for more

efficient operations. . :
information

Establishing good internal controls requires more of an investment of
attention than money.




Internal Controls

Elements of a Good System
Thereare 4 elements in a good internal contagistem.

1) Separation of duties

-No person should have control over a
transaction from beginning to end. Ideally,
no person should be able to record,
authorize and reconcile a  transaction.

Why? To protect employees; To prevent

and detect intentional and unintentional

errors; and, to encourage better job
erformance.




: S Segregation of Duties
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Critical to the implementation of these
controls is an appropriate level of
segregation of duties. This is very difficult for
a small nonprofit to accomplish due to the
size of the staff and/or the number of
volunteers 0

BUT IT IS POSSIBLE to mitigate risks!

It only takes two !




Internal Controls

Elements of a Good System
There are 4 elements in a good internal control system.

2) Authorization
-Transactions should be authorized and executed by persons
acting within the range of their authority.

Why? To prevent invalid transactions.

3) Documentation and Recording
-Transactions should be clearly and thoroughly documented,
properly recorded, and available for review.

Why? Documents provide a record of each event or
activity. Appropriate  documentation helps to ensure assets are
properly controlled. Documents provide evidence of what
really happened. Appropriate documentation ensures the
accuracy and completeness of transactions, and plays a
significant role in proper recording.




An Intentional Process

It only takes twX ® ® Example of Bill Paying Process

AThe mail is opened by administrator.

AThe invoice is checked for accuracy by the administrator.
ADoes it add?
ADoes it match the packing information if the items were delivered?
ADoes the price match the contract?

AThe invoice should be coded by type of account and
department/program/grant by the person who ordered the service and/or has
responsibility for the budget being charged. (For example, an invoice for
supplies for the conference should have a notation to that effect on the invoice.)

AThe person who authorized the purchase or service should approve the invoice
in writing, preferably on the invoice.

AThe check should be written by the administrator.
Alf a computerized system is used, the check writing should be automated.

A If a manual check is written, an entry should be made into the accounting
system (general ledger).




An Intentional Process
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wThe unsigned check and the supporting documentation should be given to the
check signer (manager).

wThe signer should be someone other than the person writing the checks.

wThe checks should then be mailed.

wA copy of the check should be attached to the invoice and filed by the
administrator.

wAS an alternative, the check number can be written on the invoice.
wlIn this case, the invoice should be marked as paid.




Internal Controls

Elements of a Good System
Thereare 4 elements in a good internal contsgistem.

4) Reconciliation

Reconciliation is the process of comparing the entries in the
general ledger to supporting documentation and resolving
any discrepancies or differences.

A

oo To o Do

Why?
To ensure the accuracy and validity of the entries and
accrual balances.
To ensure the records are accurately recorded. To ensure
unauthorized changes did not  occur.
Toresolve discrepancies in atimely  fashion.
To ensure the employee is entitled to the benefits
recorded (annual leave, sick leave, etc ).
To ensure unauthorized changes do not occur.
Toresolve discrepancies in a timely fashion.




Reconciling Accounts

Checks and Balances

An organization must
balance its checkbook at
least once a month to
know how much cash it
has to operate.

-Periodicallyt daily, weekly,
or monthlyt you should
reconcile your detail accounts
against your general ledger to
ensure accuracy in your
books.




Bank Reconciliations

LG adGate dFq¢

If at all possible, an individual other than the person writing checks
and making deposits should reconcile the bank account each
month. Many organizations hire an outside accountant or
bookkeeper to perform this function to increase the internal controls
surrounding cash.

If the organization cannot afford to hire an outside accountant, the
executive director (or the treasurer) should receive the unopened

bank statement each month. This individual should review all activity
and be confident that all transactions are valid. The reviewer should
initial the bank statement indicating his or her review.

Once the review takes place the appropriate
individual should reconcile the account.

All bank statements and the related
information should then be filed.




Internal Controls

OTHER GENERAL CONTROI&or small organizations

Use only pre -numbered non-scanable check stock.

Use accounting software to print checks if at all possible.

Keep all unused checks ina locked cabinet or closet.

Limit the number of people with access to the checks.

Limit check signers & require two signatures for amounts above a

set threshold.

Pay only from invoices. Do not process statements from vendors.
NEVERpay a vendor without a valid invoice or contract.

Marki nvoi ces opaido to avoid dupl i ce
Follow the same procedures for wire transfers as for checks.

Someone other than the person writing the check should review

the documentation and sign the check.

Someone other than the person writing and mailing the checks

should receive the unopened bank statement and review the

contents before it is reconciled .

VProhibit the writing of checks to

< <K<

< <K< <L

<




Budgeting & Financial Planning

Stepping back once a year to take a Hig\el assessment of
your budget system is a healthy exercise.

AA Budget is a planning tool. Those who participate in the budget
process should have a familiarity with the organization and its
activities as well as be familiar with the organizations strategic
plan.

AComparing the budget to actual results is also a good internal
control, highlighting possibilities of errors, exceeding authority, not
acting according to approved policy and program.

AKeep in mind that an annual budget is not set in stone.

AMonthly budget reviews can help a nonprofit stay informed of
Internal or external circumstances that may impact their budget.
|dentify any potential shortfall quickly and take action
immediately.




Budgeting & Financial Planning

Stepping back once a year to take a Hig\el assessment of
your budget system is a healthy exercise.

AQuestions to consider:

1. Who is responsible for the development of the
organizational budget and who is involved?

2. Who approves the budget and when?

3. Under what circumstances would the budget be
modified and what are the procedures for that?

4. Are there any other specific requirements(i.e.
budgeting by month, including a cash flow
projection etc.)




Budgeting & Financial Planning
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A A Realistic 8 If a budget is to serve as a guide for fundraising and program
activities in the coming year, it must  be well -reasoned and reflect current
conditions. Unsubstantiated r ev e astinmatep r
will render a budget ineffective as a management tool.

AA Co n s id8 budgettmust be consistent with short - and long -term
strategic plans, and remain in line with the organi zati onds mi

AA F | e &Budigkteare based on a combination of facts and assumptions.
If actual events and conditions vary from these assumptions , there must be
opportunities to amend the budget to address revenue shortfalls and
windfalls, and unexpected expenses

AA Me a s u & Ehédass on which the budget is created should be the
same basis on which the books are maintained.




Questions ?
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