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 Improve nonprofit financial literacy

 Understand key indicators and 
benchmarks

 Understand what financial sustainability is
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 Financials are public information via 
Form 990

 What story is your financial report telling?
› Are you financially healthy?
› Can you sustain current programs?
› Are you resilient or are you vulnerable?
› Do you have capacity to pursue new 

opportunities or expand existing programs?
 People fund winners vs. losers
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 A photograph of your organization
 For-profit comparison:  Balance Sheet
 This is what the organization owns, $ they 

owe others and $ others have committed 
to paying/giving them

 Information provided:
› Liquidity
› Donor restrictions
› Net assets (i.e., equity)
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OLD
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Undesignated Net 
Assets minus Fixed 
Assets = $1,922,636 
Undesignated

Liquid assets:  
anything easily 
converted to 
cash

ALL receivables, 
including pledges and 
grants

What you owe



10

Donor Restrictions

Unrestricted Net Assets 
minus Fixed Assets = 
($47,420) Unrestricted

Net Assets

Clarity on 
Unrestricted 
Net Assets 
(Net assets 
without donor 
restriction):
EXCLUDE 
fixed assets!
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Undesignated Net 
Assets minus Fixed 
Assets = ($584,386) 
Undesignated

Debt
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 A movie of your organization
 For-profit comparison:  Income Statement
 This is how much $ the organization has earned 

and how and where they have spent their $
 Information provided:

› How the organization earns money – the source of its 
revenue and the diversification of its revenue

› Investment performance
› How an organization utilizes (spends) it resources

 Program expense versus supporting services
› Operating within constraints of resources?
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Diversification of Revenue

Investment Performanc

Utilization of Resources

Program 
Vs

Supporting
Svcs
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Matching 
revenue to 
expenses

Operating 
Within 

Constraints 
of 

Resources?
(also consider 

% from 
investment 

gains/losses)
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 There is no for-profit comparison
 Provides more detail on how $ was spent
 Tells you expenses by program/activity, 

“overhead”
 Shows the relationship between 

functional and natural expenses
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 Program Services:  Activities that result in goods and 
services being distributed to beneficiaries, customers or 
members that fulfill the purpose of mission for which the NFP 
exists

 Supporting Services:  Expenses for activities not 
directly related to the purpose for which the organization 
exists.
› Fundraising:  All activities that constitute an appeal for 

financial support
› Membership Development:  Solicitation of new 

members and membership dues, membership relations, 
and similar expenses

› Management and General:   All other not classified 
as Program, Fundraising or Membership Development
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 Restricted only by donor
 Types of restrictions:

› Time
› Purpose
› In Perpetuity (endowment)

 Use of funds must be as directed by 
donor

 How do you change or eliminate a 
restriction?
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 Receiving donations with restrictions
 Full donation recorded in income when 

granted
› Multi-year pledges or grants
› Difference in cash flow versus rev recognition

 Tracking expenses for restricted gifts
› Maintain documentation/calculations
› Maintain receipts/support
› Reporting to funders
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Matching 
revenue 

to 
expenses
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“Data is valid only 
when viewed in the  

context of the 
single, specific 
organization for 

which it has been 
computed.” 
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Monitor the 
metrics that matter 

to your 
organization.
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 Liquidity (how many months of 
operations do we have in cash?)

 Where are we actual to budget?
› Where are we forecasting to end the year?

 How diverse is our revenue?
 How much of our revenue is restricted?
 Donor retention rate

› > 55% is good
› Sector average is 40% - 45%
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 SMU DataArts Analytic Tools
› https://culturaldata.org/services/cultural-

data-profile/
 Industry-specific measurements:

› Attendance
› Revenue and Cost per patron/seat
› Earned revenue / Program cost
› Capacity utilization
› Subscription/membership growth
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 Revenue mix (diversification)
 Ratios
 Positive/growing/sustained net assets

› Unrestricted versus restricted
› Multiple years of deficits?

 Operating expenses (rate of growth)
 Endowment Spending Rate

› UPMIFA prudent spending recommendation:  Not to 
exceed 7% of total return
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 Contributed Revenue:
› Grants, Corporate Giving, Individual Giving, 

Sponsorships, Events
 Earned Revenue:

› Tickets, memberships, classes, rentals
 Investment or Endowment Income
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 Does the organization have a diversity of 
funding sources?
› What is diverse?
 Contributions vs Earned vs Investment or 

Endowment
› Is there a fundraising strategy?
› Diversity of contributed funds – type and source
› Are you highly dependent upon a certain funder 

or funding source?  If so, are you identifying 
opportunities to become more self sufficient?
 Risk of classification as a private foundation
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 Current and Quick Ratios
 Spendable Assets (Net Assets without 

Donor Restriction MINUS Fixed Assets)
 Debt to Spendable Assets
 Percentage of Expenses Spent Towards 

Programming
 Efficiency of Fundraising
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 See handout – guide to calculating from 
Form 990
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 Ability to pay current 
liabilities as they mature 
(higher number is better)

 Ability to pay current 
liabilities with only cash 
and cash equivalents 
(higher number is better)

Current Ratio

Quick Ratio

Current Assets
Current Liabilities

Cash and Cash Equiv
Current Liabilities
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 Balance spent on 
mission (program) in 
relation to total 
expenses (higher 
number is better)
› At least 65% - 70%

Relationship 
between overhead 
expenses to total 
expenses (lower is 
better)
› No more than 30% - 35%

Program services
to total expense

Supporting services
 to total expense

Total Program Expenses
Total Expenses

Total Fundraising,
Mgmt & General Expenses

Total Expenses
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 Efficiency of 
fundraising (lower 
number is better)
› Cost per $100 raised
› Factors affecting 

fundraising costs

FR Expense to
Funds Raised

Total Fund-Raising Expenses
Total Related Contributions
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 Long-Term financial risk 
(lower number is better)
› <1.0 low risk
› 1.0 – 2.0 moderate risk
› >2.0 high risk

 Borrowing capacity
 Strategic flexibility

Debt to 
Unrestricted 

Assets

Total Liabilities
Unrestricted Net Assets
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 Months of operations in cash

Total cash in bank (do not include long 
term investments) – restricted cash

--------------------------------------------
Total operating costs / 12

 What is the right amount for your org?
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 Target: what is the appropriate target for 
YOUR organization? 
› Revenue volatility
› Timing of cash flows
› Asset-heavy operations

 In general: 
› <1 month:  High Risk
› 1-3 months: Vulnerable
› 3-6 months: Healthy
› More than 6 months:  Strong
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1,677,801 / 12 = $139,817

1,869,201
= 13.4 months of operations in cash

*** without consideration of donor restrictions***
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1,677,801 / 12 = $139,817

1,869,201 – 516,982 = $1,352,219
= 9.7 months of operations in cash
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 It is NOT:
› Having a large endowment
› Never experiencing financial challenges
› Eliminating all risk

 It IS having the capacity to:
› Deliver mission consistently
› Invest in future opportunities
› Adapt to Change
› Recover from Setbacks
› Support artistic excellence over time 
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 Revenue Diversity
› Avoiding dependence on single source

 Cash Flow
› Ensuring adequate liquidity

 Reserves
› Building resilience and flexibility

 Strategic Planning
› Aligning resources with mission and priorities
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 Operating reserve
› An unrestricted fund balance set aside to 

stabilize a nonprofit’s finances by providing a 
cushion against future unexpected cash-flow 
shortages, expenses or losses.

› What is a reasonable amount?
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 Target: what is the appropriate target for 
YOUR organization? 
› Revenue volatility
› Timing of cash flows
› Asset-heavy operations

 In general: 
› <1 month:  High Risk
› 1-3 months: Vulnerable
› 3-6 months: Healthy
› More than 6 months:  Strong
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 Dedicate windfalls
 Budget surpluses
 Build incrementally
 Create reserve policies (to create 

discipline)
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 Pay attention to the key indicators and 
take action

 Financial stewardship enables artistic 
excellence

 The stronger our finances become, the 
more freedom we have to pursue our 
mission

 Financial sustainability makes mission 
possible
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 Consider your organization
 Which sustainability strategy offers the 

greatest opportunity?
› Revenue diversification
› Membership growth
› Sponsorship development
› Reserve building
› Scenario planning

 What action can you take?



Karen A. Kennelly, CPA, MBA
Karen@ksquared.biz

317-695-3778

mailto:Karen@ksquared.biz
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