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What is your comfort level in assessing grantee 
financial health?

NONPROFIT FINANCE

1 Very comfortable

2 Somewhat comfortable

3 Somewhat uncomfortable

4 Very uncomfortable
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Overall Due 
Diligence

NONPROFIT FINANCE

Financial due 
diligence connects to 
all aspects of overall 
due diligence.

Organizational 
Health and 

Impact

Board & 
Governance

Leadership 
& Culture

Financials

Operational 
Structure

Mission & 
Values

Strategy
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Aligning 
Financial Due 
Diligence 
with Values

NONPROFIT FINANCE

What kind of relationship do you want to have with 
your grantees?
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At its core, financial 
management is about the 
allocation of resources. 

It is not neutral. 
We make choices.

HILDA POLANCO
Managing Partner, BDO FMA
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Equity and Financial Health 
KEY CONSIDERATIONS

 Who has access to general 
support grants

 Impacts of underfunding 
for communities of color 
on financial health (e.g., 
cash on hand and levels 
of reserves) 

 The cost and time-burden 
of financial reporting and 
undergoing audits

 Access to full-time 
finance, development and 
grant writing staff

 Harms of capping indirect 
costs and reimbursement-
based contracts 

 Limitations on the 
percentage of an 
applicant’s overall budget 
that can be funded

NONPROFIT FINANCE

Historical Inequities Resources Funder Practices
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Grantee Financial 
Documents 

NONPROFIT FINANCE
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Poll: What financial information do you collect from 
your grantees (select all that apply)

1 Audited Financial Statements

2 IRS Form 990

3 Annual Budgets

4 Project Budgets

5 Internal Financial Statements

6 Other

NONPROFIT FINANCE
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Key Financial Documents

NONPROFIT FINANCE

Document What do I learn from it? How is it different from others?

Audited Financial 
Statements

Financials for most recently 
audited year

 Presents revenue and net assets by restriction
 Shows board designated assets
 Has informative “notes”

IRS Form 990 Financials for most recently 
completed year

Disclosures related to
 Program accomplishments
 Governance
 Compensation

Internal Budget Management’s plans for 
current (or future) year

 Includes assumptions
 Based on goals

Internal Financial 
Reports

Most current financial 
information. May include 
cash flow projection.

 Interim financials may not be fully “adjusted”
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 Shows donor restrictions
 Shows board designated net assets
 Recognizes In-kind donations of 

goods AND services
 These may also be net of expenses, 

not always
 Conforms to Generally Accepted 

Accounting Principles (GAAP)—not 
required of data in the 990

 No detail about donor restrictions 
on revenue

 Board designated net assets not 
shown

 In-kind donations of services not 
recognized

 Sales of merchandise, special 
events, and rental activities are 
shown net of expenses

 Management & Governance info 
included

Differences in Data: 990 & Audit 

NONPROFIT FINANCE

Form 990 Audit
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IRS Form 990

NONPROFIT FINANCE



13

FORM 990

What is it?

NONPROFIT FINANCE

1 Information return for 
organizations exempt from income 
tax

2
Provides the IRS and state charity 
agencies with information to assist 
them in enforcing the laws 
governing nonprofits

3 The most publicly available 
document about an organization
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Statement of Financial Position (Balance Sheet)

NONPROFIT FINANCE

Assets Liabilities Net Assets

What is Owned What is Owed Net Worth

• Cash
• Receivables
• Investments
• Fixed Assets

• Bills Due
• Line of Credit
• Deferred Revenue
• Debt

• Without Donor 
Restriction

• Board Designated
• Fixed Assets
• Other

• With Donor Restriction
• Temp restricted
• Perm restricted
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990: Balance 
Sheet (Part X)

NONPROFIT FINANCE
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Statement of Activities

NONPROFIT FINANCE

Revenue Expenses Surplus / 
Deficit

What We Spent Our ResultsWhat We Earned



FRONT PAGE 

Part I, 
Summary

NONPROFIT FINANCE
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FRONT PAGE 

Part I, Summary

NONPROFIT FINANCE
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990: Statement 
of Revenues 
(Pt VIII)

NONPROFIT FINANCE



20

990: Statement of Revenues (Pt VIII)

NONPROFIT FINANCE
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990: Statement of Revenues (Pt VIII)

NONPROFIT FINANCE
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990: Statement 
of Expenses
(Pt IX)

NONPROFIT FINANCE
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Governance, Management & Policies
Form 990 provides disclosures about several polices and practices

NONPROFIT FINANCE

DISCLOSE DID THE ORG… PROCESS  

 Mission and program 
service 
accomplishments (3 
largest programs)

 Officers, directors 
and key employees, 
including 
compensation and 
turnover

 Use management 
company?

 Change organizational 
documents?

 Conflict of Interest 

 Whistle Blower Policy

 Document retention 
and destruction
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Audited Financial 
Statements

NONPROFIT FINANCE
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Audit Requirements Differ by State

NONPROFIT FINANCE

• Nonprofits with annual revenue of $750,000 or above must undergo an 
audit. 

• Revenue between $300,000 - $750,000 must have a financial review.

Maryland

• Nonprofits with annual revenue of $750,000 or above must undergo an 
audit

• Revenue between $250,000 and $750,000 must have “reviewed OR 
audited” financial statements

• Revenue between $100,000 to $250,000 must have “compiled, reviewed, 
OR audited” financial statements

Pennsylvania

• No state law requirement

Delaware

See the National Council of Nonprofits’ Audit Guide for regulations for other states: www.councilofnonprofits.org/nonprofit-audit-guide

http://www.councilofnonprofits.org/nonprofit-audit-guide
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Reviews and Compilations

Reviews

 CPA does not offer an opinion and 
provides “limited assurance”

 Includes inquiries of organization 
personnel and analytical procedures

Compilations

 CPA provides “no assurance,” but 
generally states:

 “A compilation is limited to 
presenting in the form of financial 
statements, information that is the 
representation of management. We 
have not audited or reviewed the 
accompanying financial statements 
and, accordingly, do not express an 
opinion or any other form of assurance 
on them.”

NONPROFIT FINANCE
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Audited Financial Statements

NONPROFIT FINANCE

Statement 
of Financial 

Position

BALANCE 
SHEET

Statement 
of Activities

INCOME 
STATEMENT

Statement 
of 

Functional 
Expenses

Statement 
of Cash 
Flows 

Opinion Letter
Notes
Management Letter
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Understanding Audit Opinions

“Unqualified”

• Financials are fairly presented. This indicates a “clean” audit.

“Qualified – Going Concern”

• Indicates the organization’s ability to continue into the future is in doubt. 

“Qualified – Other”

• Indicates the auditor did not receive sufficient information to make an 
unqualified opinion.

“Adverse”

• Indicates financial statements are misrepresented, misstated, and/or do no 
represent the organization’s financial condition.
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• Revenues by type and 
restriction

• Expenses broken out 
functionally

• Fiscal year’s operating 
results

Organizational
Performance

• Amount released from 
restriction

• Balance of Net Assets 
with Donor Restriction 
being carried forward 
into the next year

Revenues Released 
from Restriction

Statement of Activities

NONPROFIT FINANCE
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Notes to the Financial Statements

Review carefully:

 Donor concentration

 Liquidity and availability

 Related party transactions

 Going concern

 Litigation

 Commitments and contingencies

 Subsequent events

 Paycheck Protection Program

NONPROFIT FINANCE
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Thoughts & 
Questions

NONPROFIT FINANCE
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Important 
Considerations

NONPROFIT FINANCE
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IDEA START-UP GROWTH MATURITY DECLINE TURNAROUND TERMINAL

Nonprofit Lifecycles

NONPROFIT FINANCE

Copyright © 2001-2016 Susan Kenny Stevens, Ph.D. Nonprofit Lifecycles Institute. All rights reserved. 
Excerpted from the book Nonprofit Lifecycles: Stage-based Wisdom for Nonprofit Capacity.

Each lifecycle stage brings different challenges and opportunities



38

Lifecycles & Due Diligence
START-UP ORGANIZATIONS

 Summary:
• May be challenging to get financial reports
• Fiscally sponsored projects
• Little trend analysis (if new) 

 Budget:
• Consultant lines for outsourced operations
• Relatively little revenue diversification
• Lean business model with limited surpluses

 Balance Sheet: 
• Relatively simple
• Unrestricted Net Assets and LUNA likely similar

NONPROFIT FINANCE
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Business Model

NONPROFIT FINANCE

REVENUE EXPENSE

BUSINESS
MODEL

Occupancy

PersonnelContributions

Earned Revenue

Government Goods & Services
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Internal Financial 
Statements

NONPROFIT FINANCE
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Key Financial Documents

NONPROFIT FINANCE

Document What do I learn from it? How is it different from others?

Audited Financial 
Statements

Financials for most recently 
audited year

 Presents revenue and net assets by restriction
 Shows board designated assets
 Has informative “notes”

IRS Form 990 Financials for most recently 
completed year

Disclosures related to
 Program accomplishments
 Governance
 Compensation

Internal Budget Management’s plans for 
current (or future) year

 Includes assumptions
 Based on goals

Internal Financial 
Reports

Most current financial 
information. May include 
cash flow projection.

 Interim financials may not be fully “adjusted”
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 Has the organization built a surplus or deficit into the 
budget? If a deficit, does the organization have the 
reserves to finance this deficit?

 How does this budget compare to prior year trends? Are 
there significant changes in any revenue or expense 
category?

 What is the organization’s revenue mix?  Do they have 
unrestricted revenue sources?

 Are funds raised in the past for the current year 
reflected (satisfaction of restrictions)?

 What percentage of the total organizational budget does 
the grant represent?

The Operating Budget 
CRITICAL QUESTIONS

NONPROFIT FINANCE
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Thoughts & 
Questions

NONPROFIT FINANCE
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Break

NONPROFIT FINANCE
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Key Financial 
Health Metrics

Months of LUNA (Liquid 
Unrestricted Net Assets)Reserves

Operating Results
Strength of 

Business 
Model

Months of CashLiquidity

NONPROFIT FINANCE
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Operating Results

NONPROFIT FINANCE

Unrestricted 
Revenue Expenses Surplus / 

Deficit

What We Spent Our ResultsWhat We Earned
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FRONT PAGE 

Part I, Summary

NONPROFIT FINANCE
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Operating 
Results
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Capital for Change & Security

NONPROFIT FINANCE

Operating Reserve/ LUNA
Liquidity

Security

Maintaining & Replacing Facilities

Growth & Expansion

Innovation (R&D)

Replenishment

Facility Reserves

Change Capital

TYPE OF CAPITAL CAPITAL GOAL
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Liquid Unrestricted Net Assets (LUNA)

NONPROFIT FINANCE

Unrestricted 
Net Assets

Illiquid Net 
Assets

Liquid 
Unrestricted 
Net Assets

Unavailable Net 
Worth

Operating 
Reserves

Our Unrestricted 
Net Worth
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Months of LUNA

NONPROFIT FINANCE

Liquid 
Unrestricted 
Net Assets

Average 
Monthly 

Operating 
Expenses

Months of 
LUNA

What is spent on 
average per 

month Months of LUNA
Operating 
reserves
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Poll: How Many Months of LUNA Should an 
Organization Have?

1 Less than a month

2 1-3 months

3 3-6 months

4 6+ months

NONPROFIT FINANCE
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Months of Cash on Hand

NONPROFIT FINANCE

Cash and 
Cash 

Equivalents

Average 
Monthly 

Operating 
Expenses

Months of 
Cash on 
Hand

Money in 
the Bank

What We Spent 
on Average Per 

Month

Operating 
Runway
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Thoughts & 
Questions

NONPROFIT FINANCE
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GuideStar Financial Trends Analysis (FTA)

 5 years of data (showing trends; 
notably, pre-COVID for a while 
longer)

 Key metrics already calculated

 Note: Access to Financial Trends 
Analysis requires GuideStar Pro 
subscription--$2k/yr per user; 
$350/mo, cancelable

NONPROFIT FINANCE
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Financial Scan

NONPROFIT FINANCE
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Analysis Activity

• Download the document found in chat.
• Once you are in your breakout room, ask one team 

member to open the document and share their 
screen.

• Review the financial metrics and discuss
1. What do these metrics tell you about the 

financial health of the organization?
2. How much liquidity does this organization have 

to withstand economic changes or invest in 
program innovation?

3. What questions might you have for the 
organization?

NONPROFIT FINANCE
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Thoughts & 
Questions

NONPROFIT FINANCE
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Resources & Wrap Up

NONPROFIT FINANCE
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Grantmaker Toolkit

NONPROFIT FINANCE

bdofma.com/solutions/toolkit-for-
grantmakers/ 

https://www.bdofma.com/solutions/toolkit-for-grantmakers/
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Articles

Cash Flow in the Nonprofit Business Model: A Question of Whats and Whens, 
Hilda Polanco and John Summers, February 2020: 
https://nonprofitquarterly.org/cash-flow-nonprofit-business-model-question-
whats-whens/

Keeping it in Reserve: Grantmaking for a Rainy Day. Hilda Polanco and John 
Summers, Nonprofit Quarterly, May 2016: 
https://nonprofitquarterly.org/2016/05/02/keeping-it-in-reserve-grantmaking-for-
a-rainy-day/

NONPROFIT FINANCE

https://nonprofitquarterly.org/cash-flow-nonprofit-business-model-question-whats-whens/
https://nonprofitquarterly.org/2016/05/02/keeping-it-in-reserve-grantmaking-for-a-rainy-day/
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Resources for Your Grantees

NONPROFIT FINANCE

In collaboration 
with the Wallace 
Foundation, FMA 
created a library 
of free tools and 
resources to help 
organizations 
become “fiscally 
fit”.

www.strongnonprofits.org 

http://www.strongnonprofits.org/
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BDO FMA exists to build a community of individuals 
with the confidence and skills to lead organizations 
that change the world.

 Established in 1999 to serve not-for-profit organizations 
around the country — combined with BDO in 2021

 Provides customized financial management, accounting, 
software, organizational development, and other 
consulting services

 Works directly with organizations or through funder-
supported management and technical assistance programs

About BDO FMA

NONPROFIT FINANCE

New York/Chicago/Oakland/Providence/Washington DC

www.bdofma.com

http://www.bdofma.com/


BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing 
assurance, tax, and advisory services to a wide range of nonprofit organizations and 
publicly traded and privately held companies. For more than 100 years, BDO has provided 
quality service through the active involvement of experienced and committed 
professionals. The firm serves clients through more than 65 offices and over 700 
independent alliance firm locations nationwide. 

As an independent Member Firm of BDO International Limited, BDO serves multi-national 
clients through a global network of more than 88,000 people working out of more than 
1,600 offices across 167 countries and territories.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO 
International Limited, a UK company limited by guarantee, and forms part of the 
international BDO network of independent member firms. BDO is the brand name 
for the BDO network and for each of the BDO Member Firms. 

www.bdo.com

Material discussed is meant to provide general information and should not be acted on without 
professional advice tailored to your needs.

© 2021 BDO USA, LLP. All rights reserved. www.bdo.com
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Appendix

NONPROFIT FINANCE
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Information in the Audit vs. 990

990: Balance Sheet 
(Part X)

NONPROFIT FINANCE

Audit: Statement of 
Financial Position
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Information in the Audit vs. 990
990: Stmt of Revenues (Part VIII)

990: Stmt of Expenses (Part IX)

NONPROFIT FINANCE

Audit: Statement of Activities
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Information in the Audit vs. 990

990: Stmt of Functional 
Expenses (Part IX)

NONPROFIT FINANCE

Audit: Statement of 
Functional Expenses


	Grantmaker’s fundamentals series: nonprofit finance
	Today’s Presentation Team
	What is your comfort level in assessing grantee financial health?
	Overall Due Diligence
	Aligning Financial Due Diligence �with Values
	Slide Number 6
	Equity and Financial Health �Key Considerations
	Grantee Financial Documents 
	Poll: What financial information do you collect from your grantees (select all that apply)
	Key Financial Documents
	Differences in Data: 990 & Audit 
	IRS Form 990
	Form 990�What is it?
	Statement of Financial Position (Balance Sheet)
	990: Balance Sheet (Part X)�
	Statement of Activities
	Front Page �Part I, �Summary
	Front Page �Part I, Summary
	990: Statement of Revenues (Pt VIII)
	990: Statement of Revenues (Pt VIII)
	990: Statement of Revenues (Pt VIII)
	990: Statement of Expenses�(Pt IX)
	Governance, Management & Policies�Form 990 provides disclosures about several polices and practices�
	Audited Financial Statements
	Audit Requirements Differ by State
	Reviews and Compilations
	Audited Financial Statements
	Slide Number 28
	Slide Number 29
	Slide Number 30
	Slide Number 31
	Statement of Activities
	Slide Number 33
	Notes to the Financial Statements
	Thoughts & �Questions
	Important Considerations
	Nonprofit Lifecycles
	Lifecycles & Due Diligence�start-up organizations
	Business Model
	Internal Financial Statements
	Key Financial Documents
	The Operating Budget �Critical Questions
	Thoughts & �Questions
	Break
	Key Financial Health Metrics
	Operating Results
	Front Page �Part I, Summary
	Slide Number 48
	Capital for Change & Security
	Liquid Unrestricted Net Assets (LUNA)
	Months of LUNA
	Poll: How Many Months of LUNA Should an Organization Have?�
	Months of Cash on Hand
	Thoughts & �Questions
	GuideStar Financial Trends Analysis (FTA)
	Financial Scan
	Analysis Activity
	Thoughts & �Questions
	Resources & Wrap Up
	Grantmaker Toolkit
	Articles
	Resources for Your Grantees
	About BDO FMA
	Slide Number 64
	Appendix
	Information in the Audit vs. 990
	Information in the Audit vs. 990
	Information in the Audit vs. 990

