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Users of NFP Financial Statements
• Donors
• Creditors
• Sponsors 

• (entities that provide funding, such as government grants or 
contracts)

• Rating agencies
• Regulators



Overview of the Basic Financial Statements
• Statement of Financial Position
• Statement of Activities
• Statement of Functional Expenses
• Statement of Cash Flows



Financial Ratios are Useful If…
• Calculated using reliable, accurate financial information
• Calculated consistently from period to period
• Used in comparison to benchmarks or goals
• Viewed both at a single point in time and as a trend over 

time
• Interpreted in the context of both internal and external 

factors



STATEMENT OF FINANCIAL POSITION



Statement of Financial Position
• See example – “Save Our Charities”
• Key Indicators:

• Ability to manage debt
• Ability to steward facilities
• Appropriate liquidity

• Ratios to consider:
Current Ratio (current assets / current liabilities)

Days cash on hand (cash and current investments / daily cash requirement)

Debt Ratio (total liabilities / total unrestricted net assets)

Accounts receivable aging (AR > 90 days / total AR)

Accounts payable aging (AP > 90 days / total AP)



STATEMENT OF ACTIVITIES



Statement of Activities
• See example – “Save Our Charities”
• Key Indicators:

• Revenue reliability
• Consistent surpluses
• Full cost coverage

• Ratios to consider:
Reliance Ratios (largest source of income / total income)

Earned income ratio (total earned income / total income)

Self-sufficiency ratio (total earned income / total expense)



STATEMENT OF FUNCTIONAL EXPENSES



Statement of Functional Expenses
• See example – “Save Our Charities”
• Ratios to consider:
Personnel costs (total wages, taxes, benefits / total expenses)

Benefit cost (total taxes, insurance, fringe / total salary and wages)

Admin cost ratio (total fundraising, general and admin / total expenses)

Fundraising efficiency (contributed income / fundraising expense)

Cost per unit of service (program expenses / units of service)



STATEMENT OF CASH FLOWS



Statement of Cash Flows
• See example – “Save Our Charities”
• Key indicators:

• Consistent Surpluses
• Full cost coverage



Considerations for Internal Reporting
Report Title Preparer Reviewer Intended Users Frequency

Financialstatements (unaudited) Controller CFO Applicablestaff, board Monthly

Five-year revenue trending report CFO Controller Applicablestaff, board Quarterly

Cash flow forecast CFO Controller Applicablestaff, board Quarterly

Dashboard Controller Treasurer Applicablestaff, board Quarterly

Budget-to-actual - overall CFO Treasurer Applicablestaff, board Monthly

Budget-to-actual- departmental Controller CFO Department heads Monthly

Budget-to-actual - by program Controller CFO Program managers Monthly

Special events summary Accountingclerk Controller Developmentteam,
board Monthly

Major gifts by type Controller CFO Developmentteam,
board Monthly

Outstanding Checks List Accountingclerk Controller Accountingstaff Monthly

OutstandingReceivables Accountingclerk Controller Development staff Monthly

Contributions by Donor Accountingclerk Controller Development staff Monthly



Highlights for Board Reporting
• Monthly

• Financial statements
• Budget-to-actual
• Special events summary
• Major gifts by type

• Quarterly
• Five-year revenue trending report
• Cash flow forecast



Considerations for the Board Packet
• Customize a report to highlight the items that matter the 

most
• Provide a script or handout along with the statements to 

explain the information



Do We Need an Audit?
• Federally required if NFP receives more than $750,000 in 

Federal grants
• Sometimes required by other funding sources, such as 

private foundations
• Sometimes required by lendors
• May be requested by a Board member



What is an Audit?
• Auditor obtains a high, but not absolute, level of 

assurance about whether the financial statements are free 
from material misstatements

• CPA performs the following:
• Obtains an understanding of internal controls, possibly testing the 

effectiveness of internal controls
• Assesses the accounting principles used and significant estimates
• Evaluates the overall financial statement presentation
• Verifies balances and transactions with third parties
• Procedures to obtain reasonable assurance that the financial 

statements are free from material misstatement



What is an Audit?
• Financial statements are the responsibility of 

management, but CPA may assist in drafting the financial 
statements

• CPA reports material weaknesses or significant 
deficiencies in internal control to management or audit 
committee



What is a Review?
• CPA obtains limited assurance that there are no material 

modifications that should be made to the financial 
statements

• CPA performs the following:
• Inquiries of management
• Analytical procedures
• Assesses the accounting principles used and significant estimates
• Evaluates the overall financial statement presentation



What is a Review?
• Financial statements are the responsibility of 

management, but CPA may assist in drafting the financial 
statements

• Communications on internal control are not required, but 
may be done if matters come to the CPA’s attention



What is a Compilation?
• CPA does not obtain or provide any assurance that there 

are no material modifications that should be made to the 
financial statements

• CPA performs the following:
• Presents the client’s financial data in the form of financial 

statements
• Takes common sense look at the accounting system to decide 

whether the client needs other accounting services, such as 
adjusting the accounting records

• Reads the financial statement and considers whether they are 
appropriate in form and free from obvious material errors



What is a Compilation?
• Financial statements are the responsibility of 

management, but CPA may assist in drafting the financial 
statements

• Communications on internal control are not required, but 
may be done if matters come to the CPA’s attention



Thank You!
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