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Financial Management for Nonprofits:  A Systems Approach
By Tina Begay, Indian Nonprofit Alliance, tina_begay@skc.edu


Summary:

Financial management for Native nonprofits is essential to keep an organization functioning and moving ahead.  Whether your organization is small or large, accurate financial management provides critical information by which financial decision are made and executed.  The thought of managing finances may seem overwhelming.  If your organization has funding to hire a bookkeeper, this is highly recommended.  However, many nonprofits don’t have a trained bookkeeper on staff.  Therefore, the Executive Director or Office Manager is responsible for tracking the financial activity of the organization, and becomes the organization’s bookkeeper.  Whether you are starting from scratch or inherited a big mess it is important to get organized.  Start by organizing financial transactions into three main categories: accounts payables, accounts receivables, and payroll.  Then document, record, and summarize the financial transactions so accurate financial decisions can be made and executed.

Introduction:

Designing a system for financial management may seem overwhelming.  A great place to start is the organization’s policy & procedures manual.  This manual should include policy and procedures on financial management.  If your organization does not have a policy & procedures manual then this should be a top priority for the board.  “The board develops and authorizes a set of procedures for how the organization manages its finances, including how the following activities are carried out by your organization. The board treasurer usually coordinates the board's responsibility for the manual, including its regular review and update. The board and chief executive should make every effort to ensure compliance to the procedures in the manual.”
 But don’t let the lack of policy and procedures stop you from organizing your financial transactions.  Start off by organizing financial transactions into the following three categories:

1. Accounts Payables (Who does the organization owe?)

2. Accounts Receivables (Who owes the organization?)

3. Payroll (How do we pay staff?)

Accounts Payables are defined as  “Money which a company owes to vendors for products and services purchased on credit. This item appears on the company's balance sheet as a current liability, since the expectation is that the liability will be fulfilled in less than a year. When accounts payable are paid off, it represents a negative cash flow for the company.”
 Simple ways to think of accounts payables are what the organization owes.  For example, office supplies purchased at Staples on credit would be considered an account payable.  

Accounts Receivables are defined as “Money which is owed to a company by a customer for products and services provided on credit. This is treated as a current asset on a balance sheet. A specific sale is generally only treated as an account receivable after the customer is sent an invoice.”
  A simple way to think of account receivables is who owes the organization.  This concept is very important for the survival on nonprofits.  Nonprofits are grant-funded programs that often apply for a grant, receive the award letter, and are notified that payment will be forthcoming at a specific time.  The award letter becomes the “proof” that money is on the way.  Grant awards are “Money which is owed to your organization by a donor for services provided on credit. “
 The awarded grant should be recorded in your accounting system on the date of the award letter.

Payroll is defined as “The financial record of employees' salaries, wages, bonuses, net pay, and deductions.” Payroll is often contracted out to Certified Public Accountants (CPA) and bookkeeping firms.  Payroll is actually very easy to learn, and if you have few employees, payroll can be done in-house for much less money.  Whether you choose to do payroll in-house or contract out, it is important to organize your payroll information.  Organized payroll information will make the task of monthly & quarterly payroll reporting easier and cost effective.

Let’s review, organize your financial transactions into the following three categories:  accounts payables, accounts receivables, and payroll.  The way you organize this information is crucial to the success of your organization.  The financial transactions of your organization will ultimately be shown on financial statements.   With a little bit of effort to organize your financial transactions, you will bring order to chaos, safeguard your mission, and provide useful information by which to make decisions.


Now that you have a good understanding of how to categorize your financial transactions, the next step is to identify how the information within these categories is to be documented, recorded, and summarized.  

Documenting, Recording, and Summarizing

Documenting:  The rule of thumb to use is, “When any financial transaction takes place, some sort of paper or receipt should show the amount of money, the date, and the people involved in the transaction. Such papers or receipts are called source documents, and the raw data from which financial transactions start.”
  Original source documents are what you want to collect.  For example, you have a meeting with a potential donor and you pay for the meal.  Collect the original receipt including the details of the transaction. When paying with a credit card, if it is your personal card or a card provided by your organization, you must collect the details of the transaction, not just the receipt portion showing the total amount charged to the card.  A receipt with just the total is not a sufficient receipt. It must show the details of the transaction.  

Documenting also involves how the organization is going to document the authorization of payment for accounts payables.  How the organization is going to document the evidence of accounts receivables and how the staff time is documented to create paychecks.
For small nonprofits, a check request system is the minimum that should be implemented to authorize payments for accounts payables.  A check request form must be developed.  Simply a blank piece of paper, handwritten details of the transaction, and signed by the requisitioned, executive director, and a board representative is sufficient.  The signature portion of this document is key, as well as what grant and accounts are charged.  Standard forms include, Date, Vendor, Item #, Description, Price per Item, Quantity, and total.  Additional items to consider are:  what grant is being charged, what are the expense accounts, and a designation of authorized signatures. Authorized signatures should be identified in the organization’s fiscal policy & procedures manual.  However if the organization does not have a manual, a good rule of thumb is to have three required signatures:  The person requesting the check, executive director, and board representative.  The board representative should be a board member that is easily accessible.   A check request should be completed when requesting or writing a check.  The check request is then accompanied with the original source document such as a receipt or invoice.  This process allows the organization to request a check, provide evidence for the check, select grants and accounts to charge, and get authorized signatures for the check request.  To this end, a check is authorized to be written.  A check is written and signed by a board member.  The board member signing the check request and the checks can be the same person.  Check requests should be filed alphabetically by vendor with the most recent transaction per vendor on top.

 The documenting of accounts receivables at minimum is a copy of the deposit slip attached to original source documents such as award letters, merchandise sales receipt, registration forms, and donor checks.  Deposits should be filed by date with the most recent deposit on top.  The deposit slip receipt given from the bank at the time of deposit should be filed with the deposit slip and source documents.  The deposit slip receipt shows proof of deposit and assurance that money received is deposited in a timely manner.    

The documenting of payroll, at minimum, is a copy of a timesheet or employment contract.  Additional source documents such as leave slips should accompany the timesheet or employment contract so the leave can be recorded correctly.  Paystubs should be filed by pay date with the most recent on top.

Always keep a paper trail.  It is the organization’s responsibility to be able to prove where your numbers came from and how funds were spent.  The documents collected should be stored in locked file cabinets.  

Recording:  What type of accounting system and recording of financial transactions is your organization going to use?  The accounting system your organization is going to use will be manual or automated.  Manual is just as it sounds; you manually record financial transactions in a paper ledger.  Automated systems involve recording financial transactions using a computer software program.  For the purpose of brevity, it is strongly recommend that you select an accrual recording system and an automated system for recording your financial transactions.  The automated computer software program that is highly recommended is QuickBooks Pro.  The cost to purchase the software is about $200-$300.  However, there is a great website called Tech Soup (www.techsoup.org) where you can purchase software for a fraction of the retail cost.  For example, they offer QuickBooks Pro for $45.  You must be a non-profit to qualify and it only takes a few minutes to apply.   If you don’t have your non-profit status yet, you can also download for free the QuickBooks Simple Start program at http://quickbooks.intuit.com/.  

Summarizing:  The accounting system must break down all financial transactions into categories that will be reflected on the financial statements.  The most common financial statements are the statement of financial position (Balance Sheet) and the statement of activities (Income Statement).  The statement of financial position displays your net worth.  The statement of activities shows the income and expenses and how much was left or short over a specific period of time.  Financial statements should be produced monthly for internal purposes.  These statements will also be prepared at year end by the auditor for external purposes.  

Let’s review. The way the organization documents, records, and summarizes financial transactions is crucial to the success of the organization.  An original source document is essential and required by auditors, an accrual accounting record system is standard for nonprofit accounting, computerized accounting software is highly recommended, and the summarizing of financial data is shown through a statement of financial position and statement of activities.

Chart of Accounts

Now that you have decided on how you are going to document, recorded, and summarize your financial transactions.  The next step is the creation of a chart of accounts.  The Unified Chart of Accounts (UCOA) for nonprofit organization should be used to build the organization’s chart of accounts.  “The Unified Chart of Accounts (UCOA) for nonprofit organizations is a chart of accounts freely available to any nonprofit organization, accountant, or consultant. The system is designed so that nonprofits can quickly and reliably translate their financial statements into the categories required by the IRS Form 990, the federal Office of Management and Budget, and into other standard reporting formats. UCOA also seeks to promote uniform accounting practices throughout the nonprofit sector.”
  The UCOA can be found at http://nccsdataweb.urban.org/FAQ/index.php?category=77#402.  A book called Unified Financial Reporting System for Not-for-Profit Organizations: A Comprehensive Guide to Unifying GAAP, IRS Form 990 and Other Financial Reports Using a Unified Chart of Accounts, is available for purchase at http://www.josseybass.com/WileyCDA/WileyTitle/productCd-0787952133.html, for $47.  

Once you have your chart of accounts established, you can begin to utilize QuickBooks Pro to input the financial transactions of your nonprofit.  Keep in mind that accounting software is only as good as the knowledge of the person using it. The goal of bookkeeping is to produce accurate and timely information on the financial status of your organization.  Advantages of good financial records are as follows:

· Financial information helps board and management make well-informed decisions.

· Financial records keep the organization running smoothly.

· Financial records help your nonprofit maintain financial accountability to the outside world.

In conclusion, the organization of financial transactions is crucial to the success of your nonprofit.  By organizing your financial transactions into three main categories (accounts payables, accounts receivables, and payroll) and creating a system to document, record, and summarize these financial transactions, you will keep your nonprofit running smoothly and moving ahead.
Promising Practices:
· The board develops a set of procedures for how the organization manages its finances.
· The financial transactions are categorized into the following:  accounts payable, accounts receivable, and payroll. 

· Development of a documenting system to ensure a paper trail of financial transactions.

· Use of an automated accounting system such as QuickBooks Pro to record financial transactions.

· Use of a Unified Chart of Accounts.

Organization Reflection Worksheet:

Does the organization have a set of procedures on how to manage financial transactions?

Are the financial transactions of the organization proven with evidence such as original receipts, awards letters, and invoices?
Is the staff trained on how to use QuickBooks Pro software?
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