LEADERSHIP TULSA

Boardsmanship Basics:


Reading Non-Profit Financial Statements
As a board member, you understand that part of your responsibility is to look out for the financial well-being of the organization and crucial to that goal is understanding the financial statements and asking the right questions of the organization management.  Many board members do not have a financial background or natural acumen.  This worksheet is meant simply as a primer for board members with little financial background.
THE BUDGET
The budget is a planning document for the board and management.    The budget should clearly list expected sources of funds (income) and uses of funds (expenses).   

Non-profit organizations have two basic sources of funds – earned income and contributed income.  Earned income includes items such as fees for services, tuitions, investment incomes, and sales.  Contributed income includes items like donations, sponsorships and grants.  

Non-profit organizations have two basic uses of funds – programs and administration.  Administrative expenses are those costs associated with having the organization “open for business” before any programs are initiated.  These expenses include items like rent, utilities, stationary, phone service, insurance, and some administrative staff.   Program expenses are those that would disappear if you would eliminate the program – these types of expenses vary a lot depending on the type of program but often include program staff and program materials. 

Some good questions to ask about the budget:

· For the period, are we budgeting a net income or a net loss?

· If some of the income we are anticipating doesn’t come through, where will we plan to cut the budget?

· How does this budget compare to previous years’ budgets?  If we are anticipating more income – are we certain of where that is coming from or just hopeful?  If we have increased expenses, why?  

· How much of our income is from contributed income and how much from earned income?   The higher the amount from contributed income, generally, the more pressure on board members to help with fundraising.

· How much of our expense is for program and how much for administration?   Nationally, a standard of no more than 25% is recommended for administrative expenses for non-profits.

Income & Expense Statement (Profit & Loss)

The Income and expense report is one of the most important tools for carefully watching the funds that flow in and out of your organization.  This report details all the income and expenses that you have had for the period and shows you the bottom line.  Sometimes (but not always) it will be presented as compared to budget.    First, note the period that the statement covers, is it one month, year-to-date or a year-end report? 

Then ask the following questions:

· Do we have a net income or a net loss for the period?  If there is a net loss, is it expected?  What are we going to do to make up for it next month?

· Do we have sufficient cash coming in at this time to cover bills that are due at this time, or have any bills been put off to a later month?

· Are any of the incomes or expenses significantly greater or less than expected and why?  
Balance Sheet
The balance sheet is a financial snapshot of your organization as it is on a specific date.   It lists your assets (good), your liabilities (things you owe) and your organization’s net worth (sometimes called Fund balance).  
Some good questions to ask about the balance sheet:

· How much cash do we currently have on hand in our checking account?  This is the money available for current bills.  

· How much money do we have in reserves or investments?  This is the rainy day money that you hope not to get into, but can if it’s needed.  

· If the organization has a substantial reserve, is it a simple reserve fund, or is it an endowment?  Endowments are restricted so that only earnings and not principal can be used for operating expenses.  Reserves are more accessible.

· If the organization has substantial liabilities, what is the plan for paying them off?

· How much of the organization’s assets are in land, building and equipment?  These assets are not liquid and cannot be used for expenses.   

Auditors Report
Most organizations hire an independent auditor to review their financial statements at the end of their fiscal (operating) year.   This enables the board to have confidence in the financials that have been presented throughout the year and is often necessary before you apply for certain grant funds.   Assuming there are no problems found in the audit, the auditors can still be an important asset for establishing good financial management of the organization.  The Auditors will prepare a management letter to go along with the audit that will outline procedures or “controls” they recommend to help ensure there is no possibility of mismanagement of funds either by volunteers or staff.  These recommendations should be requested and a follow-up should be made to ensure they are initiated.
