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Presenter
Presentation Notes
Financial information of the organization – how to plan (budget), evaluate (current), and communicate.  There’s an element or undertone of financial information in nearly all your organization decisions.  At the end of the day, we are operating a LASTING business. Does that mean that each decision we make needs to make money? No.  We have a program within our organization that loses money.  We do it because there’s a need in the community. 



Presenter

• Audit Partner, Nonprofit and 
Governmental Organizations

• Specialize in investments and 
endowments

• Serve on the Finance Committee and 
Board of Directors of Serving Seniors

• Serve on the Audit Committee of 2 
other San Diego nonprofits

• Lecturer in Nonprofit Accounting at the 
University of San Diego

• rlacour@aldrichadvisors.com
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Presenter
Presentation Notes
We want to be able to use the information given to make better decisions on behalf of the organization.We’ll go through examples and exercises and this isn’t just for Board members to understand financial information, the is for management to make sure they are generating financial information that is understandable.PLEASE share your experiences and ask questions as we go.  It will make this much more practical…and interesting.Board aren’t made of 100% financial folks (accounting, finance, banking, etc.)

mailto:rlacour@aldrichadvisors.com


Objectives

• Understanding of financial information
• Review components of a financial packages and 
evaluation

• Discuss what questions we should be asking
• Evaluate dashboards and their usefulness in 
business decisions

• How is your organization being impacted
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Presenter
Presentation Notes
We want to be able to use the information given to make better decisions on behalf of the organization.We’ll go through examples and exercises and this isn’t just for Board members to understand financial information, the is for management to make sure they are generating financial information that is understandable.PLEASE share your experiences and ask questions as we go.  It will make this much more practical…and interesting.Board aren’t made of 100% financial folks (accounting, finance, banking, etc.)



Information and Communication

“If you can’t explain it to a six year old, 
you don’t understand it yourself”

Albert Einstein
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Presenter
Presentation Notes
Who in here has kids? I have a six year old.  What’s up with the 10,000 questions a day?And a way you can test yourself to see if you understand….here is one of my favorite quotes.  And I am not saying that your board has the IQ of a 6 year old.  What I am saying is, do you know enough about the topic that you can explain it to a 6 year old?  Challenge yourself on your understanding of information.  Can you explain it to someone who has no previous knowledge or context?Difficulty in simplicity



Who are the users of financial information?

Internal
• Board
• Executive Committee
• Audit Committee
• Finance Committee
• Investment Committee
• Treasurer
• CEO
• CFO

External
• Donors
• Lenders
• Granting organizations
• Media
• Watchdog groups
• Attorney general
• IRS, FTB
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Presenter
Presentation Notes
From your experience, who uses this financial information?  Is it internal or external?Parties involved – everybody?Does your full board understand the importance of financial organizations?  Do they know how to interpret the data?  What changes will impact and how?Decisions that are made by the board and management should be based on an understanding of the Organization that includes the financial condition, health etc.This is beyond just management and the board



Flow of Communication
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Management

Board

EmployeesDonors

Presenter
Presentation Notes
If you’re on the management side, often you feel like communication is one sided.  Management has a lot of stakeholders to keep happy.  But clearly we can’t operate that way and be effective.Board – expertise (CPA, attorney, program)Employees – analyze data, program resultsDonors – market data, needs of the community, what’s important to them



Items to Monitor
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• Income and spending
• Performance – current
• Performance – past
• Performance – future
• Cash availability – now, short-
term & the horizon relevant to 
your organization

Presenter
Presentation Notes
Most of the time we think of financial information being retrospective.  While certainly a key component to financial analysis, it doesn’t provide guidance to where the organization is headed.



Financial Reports

8

Should:
• Address needs of senior management, 
board, and department/program 
managers

• Be user friendly
• Be reviewed and discussed
• Used to make informed decisions

Presenter
Presentation Notes
User friendly for all parties (both financial and nonfinancial people)



Retrospective Financial Statements
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• Statement of Financial Position (Balance 
Sheet)

• Statement of Activities (Profit and loss 
statement)

• Statement of Functional Expenses

• Statement of Cash Flows

Presenter
Presentation Notes
NPO’s have different terminology from For-profits partly because for-profit analysis doesn’t fit – profit margins mostly do not apply, revenue streams are different, equity is much difference, etc.Statements may also look a little different based on the organization as well.In accordance with GAAP – auditors don’t make this up.  Accounting standards that are set for that direct and shape GAAP.All statements should be read together to get a clear picture of how the Organization is doing.  Millions in assets Comparative smts help make the information relative.Statement of FP – Snapshot in timeStatement of Act – Over a period of time.  For-profit interested in profitability, net income or earnings per share.  NFP – goal is to provide services, not generate NI.Statement of Funx – natural categories of expenses over 3-4 categories (Program, G&A, Fundraising, and Member Development).  Critical statement for most donors (functional allocation) – helps answer how efficiently does the organization use it’s resources?Statement of CF – how changes in balance sheet accounts and income affect cash and cash equivalents. As an analytical tool, the statement of cash flows is useful in determining the short-term viability of a company, particularly its ability to pay bills.



Statement of Financial Position
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• AKA balance sheet
• Total assets, liabilities, and net assets
• Reported at a point in time
• Shows restricted funds

ASSETS

LIABILITIES

POSITVE NET WORTH



Statement of Financial Position
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Presenter
Presentation Notes
Let’s take a look at what this looks like.  This is the organization I am on the board for.  Just a reminder, nonprofits have no owners.  They are “owned” by the general public….meaning the financial information is public.As we take a look, think about what questions you may be asking yourself about this information.



Statement of Financial Position
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Questions to Ask
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• Why did the investment balance 
increase?

• What is the note payable balance and 
when do we need to pay?

• Why didn’t the line of credit balance
change?



Questions to Ask
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• How does it look compared to prior 
periods?

• Is there any change in the amount of 
net assets? 

• If there are any investments, are they 
earning a reasonable rate of return? 

• Should we invest? 
• Are there enough liquid assets to 
cover temporarily restricted net 
assets?



Statement of Activities
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• AKA Income Statement
• Revenue and expenses 
• Period of time (year, month, etc.)
• Shows activity in restricted 

funds
• Variety of presentation styles



Statement of Activities
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Statement of Activities
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Questions to Ask
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• Is income greater than the expenses? If not…why not? 
• Is there a plan for increasing reserves?
• Has there been a balance between providing more 
services vs. building reserves? 

• Have reserves been drawn upon 
during this period and was 
this approved?



Questions to Ask
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• Have investment values gone down because of a bad 
market?  

• How does it look compared to budget?
• How does it look compared to prior periods? 
• Were there any significant revenues or expenses that 
weren’t budgeted. What is the reason for this? Is the 
answer reasonable? 



Statement of Functional Expense
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• Shows for what activities expenses were incurred 
• Subject to estimates and manipulation
• Required to be reported financial statements and tax 
return

• Can be used to evaluate the effectiveness of 
Organization use of resources

Program

G&A

Fundraising



Statement of Functional Expenses
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Statement of Cash Flows
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• Provides a retrospective look at the changes during the 
period

• Cash from Operations, Investing, and Financing
• Can be difficult for smaller organizations to prepare
• Useful in analyzing how/where cash is generated



Statement of Cash Flows
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Statement of Cash Flows
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How I Review Financial Statements
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• Statement of Activities

• Statement of Cash Flows

• Statement of Functional Expenses 

• Statement of Financial Position

Presenter
Presentation Notes




Additional Reports
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• Budget-to-actual (in total and by 
program)

• Aged receivables
• Cash-flow projection
• Others specific to your organization 
(usually non-financial)

• Financial ratios

Presenter
Presentation Notes
Internal reports are generally generated monthly to be used by management, program directors, and BODs.Budget-to-actual – When you look at most financial statements, you are looking into the past – what happened during that period of time.  What budgets do is help plan for the future.  Budgets are developed by management and approved by the BOD before the year begins.  The B-to-A report allows you to track the progress of the income and expense of programs throughout the year.  (example of organization with different programs – Serve the homeless [housing, meals, rehabilitation, education, etc.])Financial Ratios – Current ratio, contributions-to-fundraising expense, functional allocation, debt covenants set forth by Banks or CreditorsAged Receivable – If you are a fee-for-service organization or have grants/contributions receivable. Helps determine cash flows.Cash Flow Projection – How much cash you have and how much will you needOthers – Other reports vital to the organizationAll NFP organizations – functional allocation of expensesHospice – Census data (what is the break-even point)Transitional Housing – Occupancy percentage, revenue vs expense by unitMeal services – number or meals served per volunteer, seasonal trending, 



Prospective Financial Discussion Topics
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• Budget to Actual Variances

• Spending on grants and contracts 

• Anticipated future spending/cost controls strategies

• Completion of activities funded by restricted grants

• Forecasting the future based on the past results

Presenter
Presentation Notes
Who should be involved in putting these together?  The wrinkly accountant who you don’t let out to see the sun?The more non-financial people you have involved in forecasting the more accurate it tends to be and the more buy in you will have across the Organization.



Financial Ratios
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• Liquidity Ratios

• Capital Structure Ratios

• Operating Ratios

• Spending Ratios

Presenter
Presentation Notes
See handouts for calculations and explanations



Financial Ratios
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• Liquidity Ratios

• Current ratio (Current assets/current liabilities)

• Days of cash
• W/O Donor Restriction (Cash & CE/[{Total Exp-Dep}/365])
• W/ Donor Restriction (same but for restricted cash)

• Payable turnover (AP/[{Total Exp-Dep}/365])

• Receivable turnover (Revenue/Average AR)

• Operating reserve (NA W/O Donor Restrictions – [Fixed 
Assets-Debt Related to FA]/[Total Exp-Dep])

Presenter
Presentation Notes
See handouts for calculations and explanations



Financial Ratios
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• Capital Structure Ratios

• Cash flow to total liabilities (Cash flow from 
operations/total liabilities)

• Long-term debt to net assets (Long-term debt [including 
current portion]/net assets)

Presenter
Presentation Notes
See handouts for calculations and explanations



Financial Ratios
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• Operating Ratios

• Savings indicator ([Total Revenues-Total Expenses]/Total 
Expenses) 

• Contribution ratio (Total Contributions/Total Revenue)

• Earned income (Total Earned Income/Total Revenue)

• Fundraising efficiency ratio (Total Contributions/Total 
Fundraising Expenses)

Presenter
Presentation Notes
See handouts for calculations and explanations



Financial Ratios
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• Spending Ratios

• Program efficiency ratio (Total Program Expenses/Total 
Expenses) 

• Management ratio(Total Management Expenses/Total 
Expenses)

• Fundraising ratio (Total Fundraising Expenses/Total 
Expenses)

• Overhead ratio ([Total Management Exp + Total 
Fundraising Exp]/Total Fundraising Expenses)

Presenter
Presentation Notes
See handouts for calculations and explanations



Challenges and Goals
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Goals/Challenges Reports
Obtain a loan Covenant analyzer, cashflow analysis
Secure a grant Grant requirements, compliance
Increase cash flow Cashflow statement, revenue/expense 

analysis
Invest surplus cash Broker analysis, investment performance

Increase volunteers Satisfaction survey, performance survey

Presenter
Presentation Notes
The information you receive should change over time as your goals and challenges change.Reports should not be static documents…they should change as your organization changes.Organizations can need the same information even though the reason may be different.Covenant analyzer – know if you will meet the covenant OR are meeting the covenants; cashflow analysis with debt repayments. Income statement alone won’t help.Grant – grant requirements – know what they are ahead of time so that you can meet them.Cashflow – one of the basic statements you’ll need, unless the information is readily available from an income statements (little P&E, debt, AR, or AP)



Trend Reporting

34

• The same analysis repeated at regular intervals and 
assessed for change over time

• Ratios (and most financial information, for that matter) 
are better applied and presented over an extended 
period so that the results of long-term plans are 
measured

Presenter
Presentation Notes
Back when we were talking about the Hospice’s revenue and expenses.  Wouldn’t if have been nice to be able to compare that to the prior year>



Trend Reporting
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Which is better?

Organization A

YE 2020

Revenues $700,000

Expenses $600,000

Change $100,000

Organization  B

YE 2020

Revenues $700,000

Expenses $600,000

Change $100,000

Presenter
Presentation Notes
When analyzing information, making sure you have enough information is critical.Who can tell me which organization is more financially sound? Organization A or organization B?



Trend Reporting
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Which is better?

Organization A
YE 2016 YE 2017 YE 2018 YE 2019 YE 2020

Revenues 575,000 550,000 600,000 600,000 700,000
Expenses 500,000 500,000 525,000 500,000 600,000

Change 75,000 50,000 75,000 100,000 100,000
Organization B

YE 2016 YE 2017 YE 2018 YE 2019 YE 2020
Revenues 6,500,000 4,000,000 2,000,000 1,000,000 700,000
Expenses 4,000,000 2,000,000 1,000,000 600,000 600,000

Change 2,500,000 2,000,000 1,000,000 400,000 100,000

Presenter
Presentation Notes
How about now?Same 2 organizations with 5 years of information.  Historical context or some sort of comparison is very important.  Shows what direction the organization is TRENDING.



Trend Reporting
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Presenter
Presentation Notes
Similarly here is 2 years of informationWhat you see on most financial statements (2 years of data)



Trend Reporting
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Presenter
Presentation Notes
Vs. 12 years of information.  More information paints a different picture.



Dashboards
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Presenter
Presentation Notes
A great way to make information more useful, concise, and understandable is to use dashboards. Dashboard reports allow management and the Board of Directors to step back from the details and see the key trends and relationships that drive their OrganizationA recent study by BoardSource found that only about 40% of board use dashboards.How many here use some sort of dashboard?  What is on it?



Dashboards
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Purpose
• Present information graphically
• Combine the key performance indicators from various 

reports
• Helps the non-financial reader connect the 

information

Presenter
Presentation Notes
A dash board supports the other information in the packet but doesn’t replace it.How many organizations here use some sort of dash board report?  Do you find them useful?



Dashboards
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A Dashboard Must:
• Align definitions of success across the organization;
• Encourage dialogue about progress toward goals;
• Facilitate timely identification of successes and 

challenges;
• Ground decisions in concrete data and evidence; and
• Illuminate relationships between different activities.



Dashboards
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12/31/20

2018       2019      2020

Presenter
Presentation Notes




Dashboards
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Successful Dashboards:
• Communicate strategic-level results;
• Be user-friendly;
• Snapshot of current status as well as trends over time;
• Show performance against defined targets;
• Highlight out-of-the-ordinary results; and
• Include key performance indicators (KPIs).



Dashboards
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Presenter
Presentation Notes
A key thing to note is that, with respect to the year-to-date operating results, we want to look at actuals against budget as well as against past performance. When we compare this year’s actuals to these two other data points, we can see right away how the organization is doing against its current plan, and how it is doing compared to last year’s performance.Another key area to highlight is demonstrated in the picture’s bottom two charts. These charts address this idea of enrollment, separating out the data between full-time participants and part-time participants. The charts not only give us the enrollment for the past year (what the organization is hoping to accomplish) and where it is as of this point in time, but also make reference to maximum capacity. When it comes to enrollment as a key revenue driver, the question of whether the organization is achieving maximum capacity is an important one. So, how realistic is that budget? In contrast, the early education dashboard allows us to see where the organization is really pushing: on the half day, for the four-year-olds, it’s budgeting at maximum capacity. It hasn’t reached that level in the past, and it’s not quite on track to reach it now, but that’s where the push is. We can see in other classes that there’s an acknowledgment that the organization hasn’t reached maximum capacity in the past and is not expecting to reach it this year, either.



Dashboards
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How to determine KPIs:
• Focus on key drivers of the Organization
• Consider each revenue stream and the factors that 

influence it
• Look at key expenses and what impacts them
• Define program delivery mechanisms that influence 

results

Presenter
Presentation Notes
Sometimes it’s difficult to determine what needs to go on a dashboard



Dashboards
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Presenter
Presentation Notes
Try to avoid a dashboard looking like this.



Financial Reports
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Who and When
Monthly Monthly Quarterly (minimum)

Department Managers Executive Leadership Board of Directors

- Budget to Actual for 
programs and grant 
contracts

- Performance Dashboard

- Performance Dashboard
- Budget to Actual for 

program and 
organization wide

- Statement of Activities
- Balance Sheet
- Cash Flow Projections
- Year End Forecast

- Management Narrative
- Performance Dashboard
- Budget to Actual for 

program and 
organization wide

- Statement of Activities
- Balance Sheet
- Cash Flow Projections
- Year End Forecast

Presenter
Presentation Notes
Here are some examples of the frequency we see many reports.Board reports could be more at a summary level than what the executive leadership looks atThink of the needs for the group and tailor the reports as needed for each group
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NOW WHAT?



Questions
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Bobby LaCour
rlacour@aldrichadvisors.com
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