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The guidelines for grant applicants became effective in 2010 for 

grant requests >$25,000.  The guidelines are meant to 

encourage financial reporting that is relevant, understandable, 

transparent and  adequately disclosed. 

Better financial reporting will result in:

1. Better management decisions, leading to a higher level of 

program delivery.

2. Wiser governance by a more informed board, able to 

clearly establish priorities.

3. Enhanced credibility among donors, friends, and the 

community overall.

For a copy of the guidelines, go to 

http://www.sherwoodtrust.org/images/Financial_Statement_Guidelines-Final.pdf



1. The Sherwood Trust Financial Statement 

Guidelines

2. Statement of Financial Position

3. Statement of Functional Expenses

4. Statement of Activities

5. Statement of Cash Flows



Can also be called Balance Sheet or

Statement of Net Assets.

 Snapshot of financial position at a point in time.



 Tells us about three important things:

1. Solvency & viability (ability to continue to fulfill 

its mission over the long-term)

2. Liquidity (ability to pay bills in the short-term)

3. Resource Restrictions (purpose or timing 

constraints on the use of resources) 



Assets =    Liabilities +  Net Assets DTA

A)  $20k      =       $18k        +       $2k 90%

B) $3.1M     =       $4M         +       $-0.9M 129%

 The left side shows the resources available.  The right-side shows who 

has claims to these resources, either the creditors (liabilities) or the 

nonprofit “owner” constituency (net assets). 

 The debt-to-asset ratio (DTA) tells us what portion of the assets must 

be liquidated to pay all of its liabilities.  The DTA for charities 

averages around 25%.

 In Case A, the creditors “own” 90% of the assets and the DTA is 18/20 

= 90%.  In Case B (a famous NW Theatre),  liabilities actually exceed 

assets by 32% as of 3-3-10.  



Nonprofits rarely declare bankruptcy, -- insolvent ones usually just 

close up shop.  But many are now heavily in debt and bankruptcies are 

the rise.  With private donations and state grants dropping, solvency is 

important to evaluate.

Some nonprofits recently facing financial stree/bankruptcy include:

 May/2011-- Syracuse Symphony, NY:  Assets $327K, liabilities $4M.

 May/2011-- Philadelphia Orchestra, PA

 May/2011 – Crystal Cathedral, CA

 Apr/2011 -- American Housing Founding, Amarillo, TX

 Mar/2011 – Baltimore Opera Co., MD

 Mar/2011 – Spartans Drum & Bugle Corps, NH

 Feb/2011 – American Musical Theatre, San Jose, CA

 Feb/2011 – Youth & Family Services, CA

 Feb/2011 – Theater of the Stars, Atlanta, GA

 Jan/2011 -- So. NV Health Ed Ctr:  Assets $15K, liabilities $1.6M



Some questions about viability in these tough 

times:

Is your nonprofit’s debt ratio too high?  Does the nonprofit’s 

financial position reflect a viable organization that can 

sustain its mission over the long-term?

If you were to shut the nonprofit’s doors today, would you 

have the net assets to pay for all the wind down expenses?

Does your organization continue because it can or because 

it should?



 Tells us about three important things:

1. Solvency & viability (ability to continue to fulfill its 

mission over the long-term)

2. Liquidity (ability to pay bills in the short-term)

3. Resource Restrictions (purpose or timing 

constraints on the use of resources) 



Liquidity reflects the capacity to pay the 

short-term bills.  Liquid resources are those 

that can be turned into cash quickly without 

losing value.



Information about liquidity should be provided  by:

1. Sequencing assets and liabilities
A. listing assets in order of decreasing liquidity, and

B. listing liabilities in order of increasing maturity.

2. classifying assets and liabilities as current and non-current; 

this is encouraged but optional.

3. showing cash available for current operations separate from 

cash that is not available for current operations (e.g. 

externally-restricted and board-designated cash).



American Heart Association, 6/30/09

Sequencing Assets 

& Liabilities by 

Liquidity

 assets listed in 

order of decreasing 

liquidity 

 liabilities listed in 

order or increasing 

maturity

 no breakdown 

between current 

and non-current.



Using Current & 

Non-current 

Classifications

Although optional, 

measuring liquidity is 

enhanced when 

nonprofits divide 

their assets and 

liabilities into current 

and non-current 

sections, using the 

one-year rule.

American Red Cross



ASSETS

Cash 1000

TOTAL ASSETS 1000

LIABILITIES

Accounts Payable 100

NET ASSETS

Unrestricted NA 100

Restricted/Designated NA 800

TOTAL NET ASSETS 900

ASSETS

Cash Available for Oper. ?

Restricted Cash ?

TOTAL ASSETS 1000

LIABILITIES

Accounts Payable 100

NET ASSETS

Unrestricted NA 100

Restricted/Designated NA 800

TOTAL NET ASSETS 900



This is the Stmt of 

Financial Position 

of a local nonprofit.  

When unrestricted 

cash was shown 

separately, this is 

the result.  

Surprise!



May, 2008 -The State revoked the CPA license of 

the CFO.  He was convicted of certifying a 

false report in connection with the Milwaukee 

Public Museum.

Museum was not operating 

profitably.  CFO used $4m of 

quasi-endowment funds to 

stem operating losses.  Board 

was sleeping at the wheel.



Current Ratio:

Current Assets / Current Liabilities

• Indicates ability to cover current obligations

• Should usually be > 1; charity average about 1.1

Working Capital Reserve Ratio:

Net working capital (cur. assets less cur. liab.) / 

average monthly expenses

• Indicates how many months a nonprofit could operate 

if no more funds were received

• Should usually be at least four-to-six months



Iditarod Trail Committee

($ in thousands)

ASSETS

Current Assets:

Cash 391

Receivables & Inventory 441

Total Cur. Assets 832

Property & Equipment 269

Total Assets 1101

LIABILITIES

Current Liabilities 853

Mortgage & Other L/T Liab. 630

Total Liabilities 1483

NET ASSETS

Unrestricted Net Assets -382

Average monthly expenses 361

MISSION: To promote and preserve 

the historic Iditarod Trail, most notably 

through the annual staging of a sled 

dog race from Anchorage to Nome, 

Alaska.

Questions:

1. Is the current ratio adequate?

2. According to the working capital 

reserve ratio, how many months 

could the organization survive 

without additional resources?

3. What are the prospects for long-

term solvency?  



 Is there such a thing as too much 

liquidity?

 Too much liquidity may indicate hoarding of 

funds and not spending them on the mission of 

the nonprofit (e.g. a development and relief 

organization has a current ratio of 10 and a 

working capital reserve ratio of 36 months). 



Group Quiz #1, Evaluating Solvency and Liquidity



Current 

Assets

$745k

Current 

Liab.

$1.03M

Seasons tickets collected in 

advance

Group Quiz - Evaluating the Solvency/Viability and Liquidity of the Spokane Symphony Society
Statement of Financial Position (Balance Sheet) from Form 990 6/30/09 6/30/10



 Tells us about three important things:

1. Solvency & viability (ability to continue to fulfill its 

mission over the long-term)

2. Liquidity (ability to pay bills in the short-term)

3. Resource Restrictions (purpose or timing 

constraints on the use of resources) 



Assets =   Liabilities +    Net Assets

$20k      =       $18k        +       $2k (old term fund bal.)

Net assets represent the amount of resources left over 

after liabilities have been paid.  In evaluating net assets, 

it is important to look at the restrictions, if any. Can’t 

just assume that all net assets are available to spend.

NOTE:  only external donors can make restrictions. If 

funds are set aside internally, they are referred to as 

board-designated or allocated or reserved, but not

restricted.



Net Assets should be segregated into 

three classes:

1. Unrestricted (no donor-imposed restrictions)

2. Temporarily Restricted (the funds have a time or 

purpose restriction placed on them by the 

donor)

3. Permanently Restricted (the donor specified 

that the principal of the gift can never be used –

only the income earned from it)



Unrestricted Net Assets should be divided into 

the following categories:

A. designated for certain purposes by the board 

(e.g. building reserve, debt service, quasi-

endowment), and

B. invested in property & equipment (net of 

related debt) or invested in large 

inventory/supplies (net of related debt)

C. available for operations – this figure is usually 

shown first but it is calculated last (plug figure)



ASSETS

Cash 100

Investments 400

Property & Equipment 1500

TOTAL ASSETS 2000

LIABILITIES

Accounts Payable 100

Long-term Mortgage Payable 400

TOTAL LIABILITIES 500

NET ASSETS - UNRESTRICTED

Available for operations ?

Board-Designated:  Building Main. Reserve 400

Net Invested in Property & Equipment ?

TOTAL NET ASSETS 1500



This is the Stmt of 

Financial Position 

of a local nonprofit.  

The overall 

financial position is 

strong in that 

assets exceed 

liabilities by $170K.  

However, of the 

$170K in net 

assets, $119K is 

perm. restricted 

and another $31K is 

temp. restricted, 

which leaves of 

plug of $20K 

unrestricted.  After 

subtracting 

property, a balance 

of $3K is left for 

operations.

PLUG



Temporarily restricted net assets are those 

with restrictions that can be:

1. met by the actions of the nonprofit (purpose 

restriction) or

2. met by the passage of time (time restriction)

Purpose restriction example: Donor gives $1000 to 

a women’s shelter to buy a cell phone for each woman.

Time restriction example: Donor gives $1000 to be 

used 2 years from now, or donor pledges to give over 

several years time.



Example of detailed 

disclosure of 

temporarily 

restricted net 

assets

Samaritan’s Purse



 Permanently restricted net assets are those 

with donor restrictions that the funds must be 

maintained by the organization in perpetuity 

(forever).

 Examples:
• Permanent, perpetual or true endowments

• Revolving loan funds

• Capitalized collection items donated to a museum or art 

gallery



What happens if endowment investments drop 

to a fraction of the original donation value?

Harvard’s Endowment

2006 2007 2008 2009 2010

Market Value 30B 35B 37B 26B 28B

Effective July 1, 2009, WA State adopted UPMIFA (Uniform 

Prudent Management of Institutional Funds Act) which replaced 

the ancient 1973 UMIFA.  UPMIFA is very complex and 

controversial and many of the kinks are still being worked out.

While UPMIFA does allow spending when the market value of an 

endowment is below the historical dollar value, disclosure of the 

underwater position of the endowment must nevertheless be 

made.



Determine if each of the following gifts from Phil N. Tropy to the 

Humane Society (HS) is unrestricted (UR), temp. restricted (TR), or 

perm.  restricted (PR)?

1. Gave $1m with the stipulation that it be spent on research to 

determine how best to rid dogs of flees.

2. Gave $1m with the “restriction” that it be spent to help shelter 

abandoned pets.

3. Gave $1m with the stipulation that it not be spent until 3 years 

have passed.

4. Gave $1m with the stipulation that it be invested in perpetuity 

and the income only be used for the HS’s mission.

5. Gave $1m with the stipulation that Phil receive the earnings as 

long as he lives, and when he dies the HS can use the 

remainder to advance its mission. 



6. Gave $1m to provide loans to people in third world 

countries who start nonprofits that take care of animals.  

The principal repayments are used for new loans.

7. Gave $1m with the stipulation that Phil receive $10k per 

quarter as long as he lives.  When he dies, HS can use the 

balance for its general mission.

8. Gave $1m towards the cost of constructing a new building.

9. Gave $1m to be spent for staff development.

10. Gave a written promise to donate $1m in 2 years towards 

the general HS mission.

11. With one of Phil’s unrestricted donations, the HS Board 

permanently sets aside money, the interest from which will 

help maintain the new building.



Group Quiz #2, Evaluating Net Assets



Focus on the Family

A

B

C

D

E

Find the 

dollar figures 

for each letter 

A-E



1. Investments

2. Pledges Receivable

3. Property and Equipment



Investments with readily 

determined market values 

should be recorded at fair 

market values, with any 

unrealized gains or losses 

reported in the statement of 

activities.

NOTE:  Accounting for investments without a 

readily determinable market value is 

complicated.  Valuation differs depending on the 

type of investment (real estate, mortgage notes, 

venture capital funds, partnership interests, oil & 

gas interests, etc.)



 Value pattern over time of a interest-bearing, 

fixed-rate investment (e.g. bonds & notes)

Unlike for-profits, nonprofits must record 

held-to-maturity investments (e.g. notes & 

bonds) at fair values, creating unrealized 

gains/losses on the Stmt of Activities, 

which are fictitious for held-to-maturity 

securities.

Face

Value

Premium

Discount



Pledges or grants receivable should be 

recorded and netted against an 

estimated uncollectible amount, which 

should be disclosed separately.  

Although required by GAAP, recording 

long-term pledges or grants receivable 

at discounted present values is 

optional under the Sherwood Trust 

guidelines.



A material pledge should only be recorded as a 

receivable if the nonprofit has received a 

promise to give from the donor that is:
Voluntary (no duress or coercion)

Nonreciprocal (donor doesn’t receive commensurate value in 

return)

 Irrevocable (donors won’t change their minds on whim)

Collectible (reasonably assured of receiving gifted asset 

(allowance set up for estimated uncollectibles)

 Is backed by evidence of donor’s intent (e.g. pledge cards, 

correspondence, telephone records.  Note that pledges may not 

be legally enforceable, although lawsuits have been filed.)

Unconditional (no uncertain or future events to occur or barriers 

to overcome before the gifted asset is received)



1. Chari Table specifies in her will that her favorite charity will 

receive $1m upon her death.

2. In a letter to his alma mater, Archibald Alumnus says that he will 

give $1m to build a new engineering building if it is named after 

him and he receives an honorary doctorate.

3. Gail Giver returns a pledge card with the promise “to send a 

$100 check a year from today if the sun rises on that day.”

4. Don Donor pledges in writing to give a matching grant of $1m to 

a charity when an equal amount is raised from other sources.

5. A medical research nonprofit receives a letter from Rich Richey 

that promises he will pay $1m to study the cause of a disease if 

the results are published in a medical journal and if he receives 

the right to any resultant patents.

6. Ignatius Iffus tells the director of the hospice that he will change 

his life insurance policy to make the hospice the beneficiary.



 Since pledge fulfillment rates 

are seldom if ever 100%, an 

estimated amount must be set 

up as a contra allowance for 

uncollectibles.

Ever heard of the Biblical 

story of Ananias & Saphira? 

Acts 5:1-11

Shaking out 

the dough is 

never easy



American Red Cross



Property and equipment should be depreciated and 

netted against accumulated depreciation, which 

should be disclosed separately.

So what if I’ve been 

working here forever.  

I may be a fixed asset, 

but I’m not fully 

depreciated yet!

Accumulate depreciation can 

be used to roughly assess the 

age of the buildings and 

equipment



American Red Cross
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 A statement of functional expenses allocates 

naturally-classified expenses among programs and 

support services. 

 Support services should be further allocated 

between fund-raising and management/general 

expenses.

Programs Support Services

Program A

Fund-Raising 

Expenses

General & 

Admin. Exp.

Personnel Expense 100 50 200

Occupancy Expense 80 10 150



Two common ratios used are:

1. Program spending ratio

(program expenses / total expenses)
 Of each dollar spent, how much was spent on the charitable 

purpose (programs, as opposed to support services)?  

National average is about 86%.

2. Fund-raising cost ratio

(fund-raising costs / external support)
 How much did it cost to raise each dollar of external support?  

National average is about 10%.



Per Forbes.com

Charity

Program

Spending % Charity

Program

Spending %

Avg of 200 Charities 86% Museum of Modern Art 80%

AmeriCares 99% Nat. Public Ratio 78%

American Red Cross 92% Special Olympics 74%

Shriners Hospitals 93% Disabled Amer. Vets 71%

United Way 86% Amer. Cancer Society 69%

Girl Scouts 84% Paralyzed Vets of Amer. 63%

Salvation Army 83% World Tr Ctr Mem Fdn 32%

Program Spending Ratio



Per Forbes.com

Charity

Fund-

Raising % Charity

Fund-

Raising %

Avg of 200 Charities 10%

AmeriCares 1% Nat. Public Ratio 9%

Shriners Hospitals 3% Special Olympics 21%

American Red Cross 5% Amer. Cancer Society 22%

Museum of Mod. Art 8% Disabled Amer. Vets 26%

United Way 8% Girl Scouts 29%

Salvation Army 9% Paralyzed Vets of Amer. 34%

Fund-Raising Cost Ratio



American Diabetes Association

Statement of Activities

($ amounts in millions)

INCOME 2009

External Support $        113 

Program and Other Revenues 94 

Total Revenue 207 

EXPENSES 

Program Expenses 149 

Management & General 8 

Fundraising 47 

Total Expenses 204 

Change in Unrest. Net Assets 3 

Evaluate ADA’s:

Spending 

efficiency?

Fundraising 

Efficiency?



 Charity Navigator, www.charitynavigator.org 

 American Institute of Philanthropy, www.charitywatch.org

 MinistryWatch.com www.ministrywatch.com

 American Liberty Partnership, www.libertyunites.org

 Better Business Bureau Wise Giving Alliance, www.give.org

 GuideStar, www.guidestar.org

 Independent Sector, www.independentsector.org

 Internet Non-Profit Center, www.nonprofits.org

 National Association of State Charity Officials, www.nasconet.org

 National Center for Charity Statistics, www.nccs.urban.org

http://www.charitynavigator.org/
http://www.charitywatch.org/
http://www.ministrywatch.com/
http://www.libertyunites.org/
http://www.give.org/
http://www.guidestar.org/
http://www.independentsector.org/
http://www.nonprofits.org/
http://www.nasconet.org/
http://www.nccs.urban.org/


Group Quiz #3, Evaluating Efficiency



INCOME 2008 2007 2006 2005 2004

External Support 101,477$   110,924$   121,020$   122,382$   124,356$   

Program and Other Revenues 77,197$     84,886$     79,635$     71,708$     63,794$     

Total Revenue 178,674$   195,810$   200,655$   194,090$   188,150$   

EXPENSES

Program Expenses 139,111$   135,521$   101,026$   93,158$     83,257$     

Management & General 35,051$     30,771$     24,987$     22,227$     20,559$     

Fundraising 15,788$     13,040$     15,075$     14,020$     15,550$     

Total Expenses 189,950$   179,332$   141,088$   129,405$   119,366$   

Change in Unrest. Net Assets (11,276)$   16,478$     59,567$     64,685$     68,784$     

($ amounts in thousands)

Trinity Broadcasting Network

Statement of Activities

Evaluating TBN’s spending and 

fundraising efficiencies




