
227

Accounting, nonprofit, 137–178
accounting defined, 137–146
chart of accounts, 149 –154
choosing a method, 161–162
computerized accounting, 146–149
design of the financials, 162–163
double-entry accounting, 154–162
FASB, GAAP, and nonprofits, 164
fund accounting, 145–146
internal controls, 167–178

Accounts payable, 140
system, 140

Accounts receivable, 139
ledger, 139

Accrual method of accounting, 161
advantages of, 162

Acid-test ratio, 180–181
Activity, statement of, 162, 163
Administrative costs, 128
Adverse opinion, 47
Affiliations, 197–201
Agency agreements, 197–201
Agricultural organizations, 210
AICPA Audit and Accounting Guide 

for Audit of Certain Nonprofit 
Organizations, 131

Alliances, forming, 104–105
American Automobile Association, 

211
American Bar Association, 211, 212
American Bar Association 

Coordinating Committee on 
Nonprofit Governance, 3

American Hospital Association, 166
American Institute of Certified 

Public Accountants (AICPA), 
164

American Institute of Certified 
Public Accountants’ Audit 
Guide for Not-for Profits, 9

Angels, 118
Annual tax-filing requirements 

for nonprofit organizations, 
221–222

Approval systems, 191
Asset allocations, 121
Asset management, 101–136

beyond cash flow imbalances, 
117–118

cash flow planning, 107–116
endowments, 129–136
getting resources, 103–107
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Asset management (continued)
maximizing resources, 101–103
prudent investment planning, 

118–128
restricted gifts, 128–129

Association of Attorneys General, 
212

Audits, 46–48
auditing process, 46–47
types of opinions, 47
when to audit, 48

Audit trail, 16

Balance sheet, 163
Balancing budget, 68
Bank account, 128, 160,197
BBB/Wise Giving Alliance, 10, 189

standards, 10
Better Business Bureau (BBB), 189
Board, role of, 31–42

director’s duties, 32–37
filling board positions, 39–42
impact of Sarbanes-Oxley, 33–34
reviewing financial reports, 

37–39
standard for directors, 31–33

Board positions, filling, 39–42
compensation for board service, 41
finding prospects, 40
number of directors, 42
staff representation, 40–41

Borrowing, 118
Boston Globe, 2
Break-even analysis, 186
Budgeting, 4, 67–99

advantages and disadvantages, 
71–72

budgeting checklist, 96–99
budget-planning issues, 67–69
capital additions budget, 85
model budgets, 86–95
monitoring variances, 86
preparing forecasts, 77–81
scheduling budget process, 75–77
selling the budget, 73–75

statistical operational data, 81–85
types of budgets, 70–71
who participates in, 72–73

Budget-planning issues, 67–70
accountability, 69
balancing, 68
evolution, 68–69
forecasting, 70
timing, 68
zero basis versus incremental, 69

Budget policy manual, 73–74
Budget-process, communicating, 

75–77
changing budget midyear, 76
scheduling, 75–76
timing dilemmas, 77

Budgets
advantages and disadvantages, 

71–72
capital acquisition, 94–95
capital additions, 85–86
cash flow, 107–116
defined, 67
functional revenue and expense, 

88
increases (decreases), 91–92
living, 76
member services budget 

 worksheet, 88–91
overall, 87
personnel, 92
selling the budget, 73–75
static, 76
types of, 70–71

Business income, 105–106
Business leagues, 211
Business plan, 13, 118, 218
Buying vs. leasing, 195–197
Bylaws, 213

Capital acquisition budget, 94
Capital additions budget, 85–86
Capitalization, 11–12

constituents versus customers, 
12–13
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Carnegie Foundation, 124
Cash disbursement systems, 140

accounts payable system, 140
check writing system, 140
purchase orders, 140

Cash flow, 107
Cash flow planning, 107–116

beyond cash flow imbalances, 
117–118

CPA’s cash flow statements, 
107–108

cyclical fluctuations, 109
designing cash flow budgets, 

109–116
Cash flows, statement of, 

108, 162
Cash method of accounting, 161

advantages of, 161
Cash receipts journal, 139
Cash receiving systems, 

139–140
accounts receivable ledger, 139
cash receipts journal, 139
sales journal, 139

Certified public accountant (CPA), 
15, 42, 107, 164

Charitable Immunity and Liability 
Act of 1987 (Texas), 212

Charity Navigator, 2, 189
Chart of accounts, 149–154

functional expense categories, 
149–154

national standard, 149–153, 
152–155

Check writing system, 140
Chief Financial Officer (CFO), role 

of, 42–44
Civic leagues, 210
Committee of Sponsoring 

Organizations of the National 
Commission on Fraudulent 
Financial Reporting (COSO), 
167

Compilation, of financial 
 information, 48–49

Computerized accounting, 146–149
selecting software, 147–149

Conflict-of-interest policy, 50–55
Constant return, 132
Constituents, 7

versus customers, 12–13
Contractors, 202

contractor agreement, 206
versus employees, 201

Contracts, 79
Corporation, 212–213
Cost accounting, 186–190

cost allocation methods, 189–190
techniques for capturing costs, 

187–189
Cost ratios, 183–184
Credit, 154
Critical analysis of decisions, 13
Current ratio, 180
Current return method, 132
Customers, 7

versus constituents, 12–13

Debit, 154
Direct cost, 190
Directors

and review of financial reports, 37
duties, 34–37
number of, 42
standards for, 31–33

Direct program or activity costs, 188
Disclaim opinion, 47
Dissolution

and assets distribution, 216
Diversification, 122, 135, 175
Documentation, 192–193
Donations, 78
Double-entry accounting, 154–162

Economic conditions, anticipating, 18
Economies of scale, 185–186
Endowments, 129–136

appreciation disposition, 130–131
endowment and restricted fund 

checklist, 133–136
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Endowments (continued)
how income is measured, 

132–133
issues, 129
marking it to market, 131–132

Employee determination, 201–206
Employee Retirement Income 

Security Act of 1974 (ERISA), 
201

Employer tax checklist, 202–203
Enron scandal, 2
Evolution of budget, 68–69
Exemption

categories of, 208–211, 214–215
theoretical basis for, 208

Expenses, 80–81

Family of funds, 124
Federal Office of Management and 

Budget, 166
Federal Reserve Board, 121
Fiduciary duties, 31–32
Financial accounting designed for 

nonprofits, 15–16
Financial Accounting 

Foundation, 164
Financial Accounting Standards 

Board (FASB)
and nonprofits, 164–167

Financial indicators to critique 
 performance, 179–186

break-even analysis, 186
economies of scale, 185–186
performance statistics, 186

Financial management team, 45
Financial planning checklist, 19–25
Financial position, statement 

of, 162
Financial records, 143–145
Financial reporting services, 46–50

audits, 46–48
compilations, 48–49
requests for proposals for 

accounting services, 49–50
reviews, 48

Financial statements, 162–163
activity, 162, 163
cash flows, 162, 163
financial position, 163
function expenses, 162, 163

Financial success, pursuit of, 14–19
Financial tools, specialized, 

179–206
affiliations and agency agree-

ments, 197–201
cost accounting, 186–190
financial indicators to critique 

performance, 179–186
purchasing procedures, 190–197
who’s an employee, 201–206

Financing the program, 57–65
assessing resources, 61–65
balancing mission and finances, 

57–59
defining the mission, 59–61

Fixed-asset ledger, 142
Fixed expenses, 190
Ford Foundation, 130
Forecasting, 70
Forecasts

donations and memberships, 78
expenses, 80–81
grants and contracts, 79
investment income, 79–80
preparing, 77–81
service delivery fees, 79

Forms 990 (IRS), 2, 220
For-profits

capitalization, 11–12
contrasted with nonprofits, 

11–13
revenues, 12–13

For-profit tools, 13–14
business plan, 13
critical analysis of decisions, 13
traditional management tools, 

13–14
Fraction denominator, 190
Functional revenue and expense 

budget, 88–90
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Function expenses, statement of, 
162, 163

Fund accounting, 145–146
Fund balances, 62

General ledger, 141
Generally accepted accounting 

principles, (GAAP), 161
and nonprofits, 163–166

Goals
mission-oriented, 59
prioritizing, 60–61

Going concern, 101
Good Governance Policies for 

501(c)(3) Organizations, 3
Grant files, 142
Grants, 79
Grassley, Senator Charles, 2, 3

Hierarchy, establishing, 30

Immunity, 31
Incremental budgeting

vs. zero-basis budgeting, 69
Independent contractor, 201–206
Indirect cost, 187
Individual retirement account 

(IRA), 106
Inside accountant, 42–46

defined, 45
Insiders, benefits to, 215–216
Insurance coverage report, 95
Intangible resources, use of, 14–15
Internal controls, 6, 167–178

checklist of procedures for estab-
lishing and maintaining, 
168–177

defined, 167
public fund solicitation controls, 

177–178
Internal Revenue Code (IRC), 207
Internal Revenue Service

and determination of tax-exempt 
status, 219–220

Inter vivos trust, 213

Inventory turnover, 185
Investment income, 79–80
Investment planning 118–128

facing the unknown, 121–124
investment cycles, 125–127
measuring investment return, 

126–128
risk vs. return, 124–125

Investment records, 141
Investors, 7

versus philanthropists, 11–12
IRC §501, 208–211
IRS Form 990 Tax Preparation Guide 

for Nonprofits, 220

Joint projects allocations, 188

Labor organizations, 210
Law and the Lore of Endowment 

Funds, The, 130
Leasing vs. buying, 199–201
Legal form, nonprofit’s, 211–213

corporation, 212–213
trust, 213
unincorporated association, 213

Life insurance policies, 107
Lifetime cost, measuring, 194
Living budget, 76
Long-range planning, 18

Macro resource analysis, 62–65
Management tools, 13–14
Member, 8
Member services budget worksheet, 

88–91
Memberships, 78
Micro resource decisions, 61–62
Mission

balancing with finances, 57–59
defining, 59–61

Mission-oriented goals, 59
Mission statement, 4, 59–60
Model Nonprofit Corporation 

Act, 50
Money raising, 215
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National Association of College and 
University Business Officers 
(NACUBO), 131, 166

National Committee on Planned 
Giving (NCPG), 107

National Health Council, 166
National Voluntary Health and 

Social Welfare Organizations, 
Inc., 166

Net assets, 162–163
Noncash transaction ledger, 

142–143
Nonprofits

and profit, 8–11
attributes of, 6–8
capitalization, 11–12
contrasted with for-profits, 11–13
necessity for a new nonprofit, 218
revenues, 12–13

Office or program space utilization 
charts, 187–188

Organizational objectives, 4
Organizational structure, 4, 17, 

27–55
conflict-of-interest policy, 50–55
establishing the hierarchy, 30
inside and outside accountants, 

42, 45–46
role of the board, 31–42
roles of treasurer and CFO, 

42–44
selecting financial reporting serv-

ices, 46–50
Out-of-balance books, 154
Outside accountant, 42–46

defined, 45–46
Overall budgets compared, 87
Overall liquidity ratio, 181
Overall return method, 132

Paid bill files, 142
Patrons, 7
Payroll disbursement system, 

140–141

Pecuniary, defined, 9
Pension Protection Act of 2006, 3
Performance statistics, 186
Permanent asset files, 142
Personnel budget, 92–93
Personnel files, 142
Philanthropists

versus investors, 11–12
Planned gifts, 106–107

life insurance policies, 107
retirement plan, 106–107
split-interest trusts, 106

PriceWaterhouseCoopers, 147
Profit

and nonprofits, 8–11
meaning of, 8–9
prohibitions, 9–10

Program cost analysis, 92–94
Property and equipment 

ledger, 142
Public fund solicitation controls, 

177–178
Purchase orders, 140
Purchasing procedures, 190–197

approval systems, 191
documentation, 192–193
measuring lifetime cost, 194
to lease or to buy, 195–197

Qualified opinion, 47
Quicken, 160

Ratio analysis techniques, 6
Realistic expectations, 14
Realized capital gain, 132
Record retention, 34
Related income, 104
Requests for proposals for account-

ing services, 49–50
Resource allocation, 102
Resources

assessing, 61–65
beyond cash flow imbalances, 

117–118
cash flow planning, 107–116
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endowments, 129–136
getting, 103–107
maximizing, 101–103
prudent investment planning, 

118–128
restricted gifts, 128–129

Resources, assessing, 61–65
macro resource analysis, 63–65
micro resource decisions, 61–62

Restricted fund checklist, 133–136
Restricted gifts, 128–129

administrative costs, 128
isolating restricted grants, 128

Retirement plan, 106–107
Return

measuring, 126–128
vs. risk, 124–125

Revenue collection results, 
181–182

Revenue source comparison, 
182–183

Review, of financial information, 48
Risk vs. return, 124–125

Sales journal, 139–140
Sample customer survey, 82–83
Sarbanes-Oxley legislation, 2

impact on nonprofits, 33–34
record retention, 34
whistleblower rule, 33

Senate Finance Committee, 2
Service delivery fees, 79
Single audit, 48, 129, 166
Social clubs, 211
Split-interest trusts, 106
Staff salary allocation system, 187
Standards of Accounting and Financial 

Reporting for Voluntary Health 
and Welfare Organizations, 166

State Association of Nonprofit 
Managers, 67

Static budget, 76
Statistical operational data, 81–86

sample customer survey, 82–83
useful statistics, 83–86

Strategic plans, 59
Subsidiary ledgers, 139
Supporting, administrative, or 

other management costs, 186

Tariff Act of 1894, 218
Tax deductibility, 211
Tax Exempt and Government 

Entity (TE/GE) Unit, 219
Tax-exempt organizations, 208–211

categories of exemption, 208–211
tax deductibility, 211
theoretical basis for 

exemption, 208
Tax-exempt status, 6, 18–19, 

208–222
characteristics of tax-exempt 

organizations, 208–211
maintaining recognition of 

exempt status, 218–222
nonprofit’s legal form, 211–213
testing suitability for tax exemp-

tion, 214–218
Tax Planning and Compliance for Tax-

Exempt Organizations, 207, 218
Teachers Insurance and Annuity 

Association-College Retirement 
Equities Fund (TIAA-CREF), 124

Technology acquisition budget, 
16–17

Texas Accountants and Lawyers for 
the Arts, 220

The Investment Fund for 
Foundations, (TIFF), 124

Time records, 189
Timing of budget, 68

dilemmas, 77
Total return, 130

method, 132
Treasurer, role of, 42–44
Trial balance, 141
Trust, 213

Uniform Management of Funds Act 
(UMIFA), 119
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Uniform Prudent Management 
of Institutional Funds Act 
(UPMIFA), 119–120

Unincorporated association, 213
United Way of America, 3, 138, 166
Unqualified opinion, 47
Unrealized capital gain, 132
Unrelated income, 105
Unrestricted net assets, 63

Variable expenses, 190
Variances in budget, monitoring, 

87–88

Whistleblower rule, 33
Who’s in charge, knowing, 17–18

Zero-basis budgeting
vs. incremental budgeting, 69
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