
Not-For-Profit



Understanding             
Not‐for‐Profit Finance



What You Need to Know 
• Understanding NFP Financial Statements 

• Basic Structure 
• Unique Components

• IRS Considerations



Why Should You Care?
• Board is decision-making body, not committee
• Not liable for debts of organization                               

if act with “due care”
• Review financial information provided
• Ask questions to gain complete understanding
• Implement appropriate financial policies & 

controls
• Financial information for not-for-profits                          

is available to everyone
• Reputational risk



UNDERSTANDING NFP 
FINANCIAL STATEMENTS



Understanding NFP Financial Statements 

• Statement of Financial Position (SOFP)
• Statement of Activities (SOA)
• Statement of Functional Expenses (SOFE)
• Statement of Cash Flows (SOCF)



Basic Accounting

• Cash Basis
• Revenues/Expenses 

recorded when cash is 
received or paid

• Accrual Basis
• Revenues/Expenses 

recorded when 
earned/incurred

14 // experience direction



Basic Accounting
Cash Accrual

Scenario 1:  
Budget / Cash

Pledge 
Donation 

$100

Record at 
Receipt

$100 $0

Scenario 2: 
Financials / 
Accrual

Pledge 
Donation 

$100

Record at 
Pledge

$0 $100

15 // experience direction



Basic Structure (SOFP)



Basic Structure (SOFP)
Statement of Financial Position = Balance Sheet
• Point in time
• Assets = Liabilities + Net Assets

• Things to consider:
• Liquidity trends & other ratios

• Current ratio
• Days cash on hand
• Liquidity without restriction
• Year-to-year fluctuations



Basic Structure (SOA)



Basic Structure (SOA) ‐ continued



Basic Structure (SOA)
Statement of Activities = Income Statement
• Operations over a period of time
• Change in Net Assets = Net Income
• Income sources 

• Program fees
• Grants, contracts
• Events
• Contributions



Basic Structure (SOA)
Things to Consider
• Budget vs. Actual – Are large 

variances being addressed?
• Are revenue sources diversified?
• Trends

• Program expense vs. program 
revenue

• “The Bottom Line”



Basic Structure (SOFE)



Basic Structure (SOFE)

• Allocates expense by function within organization
• Program, Administrative, Fundraising

• Statement of Functional Expenses 
• Required for all organizations and all have to 

report on Form 990
• How is management allocating?
• What percentage of expenditures is on 

programming?



Basic Structure (SOCF)

13 // experience direction



Liquidity Metrics
June 30, 2018
Total cash and cash equivalents and investments $2,001,634

Total expenses before depreciation and amortization (non-cash)    $6,618,483

Expense per day                                                                                  $18,133

Days Cash on Hand                                                                                 110.4

Months of Cash on Hand                                                                             3.6



Unique Components of NFP Financials

• Contributions
• Net Assets



Unique Components (Contributions)
• Forms of contributions

• Cash
• Pledge
• Contributed services
• Gifts-in-kind

• Things to consider
• Cost vs. Benefit analysis of accepting certain 

restricted grants, gifts or gifts-in-kind
• Thoughtful gift acceptance policy can remedy these 

issues
• Source of restricted net assets



Unique Components (Net Assets)
• Without Donor Restriction

• Unrestricted
• No donor stipulations
• May include board-designated

• With Donor Restriction
• Temporarily or Permanently Restricted
• May be restricted for time or purpose
• Gift held in perpetuity to generate                              

future income for organization
• Restrictions can only be imposed by donors



Unique Components (Endowment)
• A fund which requires principal to remain intact & 

invested with intent to generate investment income 
for organization to be used in operations or a 
restricted purpose

• Donor-restricted or board-designated
• Establish spending policy to determine how much 

of income can be spent annually
• State laws vary on what is deemed “prudent”



IRS CONSIDERATIONS



IRS Considerations
• Form 990 

• Board members should review prior to filing
• Three most recent years must be made 

available
• www.guidestar.org
• Inaccurate information could skew potential 

donors, reduce credibility of organization & 
create unnecessary scrutiny from IRS



Today’s Key Takeaways
• Understanding key aspects of financials statements 

& what to consider as you’re reviewing
• Understanding difference between restricted & 

unrestricted gifts





bkd.com/nonprofit | @bkdNFP


