SINANCIAL'MANAGEMENT




BEStIPractices in Nonprofit
Fancial Mlanagement

d he ate responsibility for ensuring that
rganization’s funds are properly utilized.
30ard should establish clear policies and
dures to protect an organization’s financial
S and ensure that the organization is following
_ __ ractices.
- U Board is responsible for ensuring that the organization
~ has sufficient funds to carry out its mission.




Board of Directors —
Hinancial Controls

sure that there is a financial control
Ironment. -

/elop, iImplement, and monitor proper policies

procedures.

sure compliance with applicable laws and

k. ations.
= Make sure that the organization is using its
resources for its purposes and specific missions
(does not engage in unauthorized activities).

= Set the tone from the top.




=XAMPIes of Fiscal Policies
and Procedures

uld develop:
)licy and a procedure for

cing policy.
leblower policy. |
lure for determining compensation and

ocument retention and destruction policy.




Ihekraud Triangle

everal factors that can cause an

olunteer to commit fraud. The Board’s
duty Is to protect against these factors:

~ Incentive / Pressure — i.e. - pressure to meet the
board expectations or personal pressure such as

Individual credit card debt.

Opportunitv — Poor internal controls leave
opportunity for fraud.

= Attitude / Rationalization — Board and
management’s attitude from the top (disregard for
need to monitor controls or reduce risk of
misappropriation of assets).




lh"ternal Conftrols

0ls —process that is designed to
d promote reasonable assurance
jectives are met:

at the following

9

fectiveness and efficiency} of operations.
liability of financial reporting.
.ompliance with applicable laws and regulations.

al er words, it is the responsibility of the Board
and management to establish effective internal
controls that ensure that someone is not using his
or her position to defraud the organization.




Segregation of Duties

facet of a strong internal controls is
les.

nizatic lld divide the responsibilities among
2rent individuals within the organization so one
Jual does not control all aspects of a financial

ction.

of Functions:

Authorization of payments.

Custody of funds.

Record keeping of revenue and expenses.
Reconciliation of financial records, such as bank
statements.




Segregation of Duties

1 of Duties for cash receipts and
nents

oid an employee who has control over all aspects of

e check disburseme ocess.

nk reconciliation should be completed by an individual
) does not do the bookkeeping. Bank reconciliations
ould also be reviewed.

'ayroll — same individual should not be responsible for
hiring personnel and placing them into payroll system.




Control Oversight

nt Review — Open and review of monthly bank
Nt t be done within time specified by the bank
lly 60 days) or the Bank is not liable for errors,
Iudlng forged checks and similar malfeasance.
0 signatures should be required for disbursements over
Ified amount — typically $250 or $500 (never have a
2r sign blank checks or use a signature stamp.)
h Disbursements — must have the same controls over
vire disbursements and electronic transfers as with checks.
0 Checks received should be deposited promptly and a receipt
log maintained.
Ll Make sure that people take vacations — make it mandatory
so that someone else takes over from time to time.




]m' control Limitations

ations that impact the ability to
ontrols:
m several tasks.

Limited staff to perfo
oftware limitations.
an judgment.

ontrol breakdowns — people fail to follow controls
ause of time, resources, and the failure is tolerated.

= Management override — common source of control
breakdown — “Its ok if a Board member does it.”

= Collusion between two individuals and no other oversight.

= Conflict of Interest —when two related parties, such as a
husband and wife, are the signatures on an account.
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gpswonimplementing Internal
SONT OIS WIth Limited Resources

lon-accounting staff and volunteers to
m certain duties. |
-xecutive Director to perform certain review
1ciliation processes.

he expertise of the Board to perform review
1 flnancial information.
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AC ' Board Responsibilities

es annual budget. After approval, Board

Organization hs accounting system that regularly
tracks revenue and expenses.
xpenditures are made in accordance with budget.
aterial variations are approved by Board.
ard should receive monthly reports of revenue and

aNses as compared to approved budget.
For very small organizations, quarterly may be sufficient.
= The report should show:

= donor restricted funds separately from unrestricted funds.

= material variations in revenue and expenses from budget and
explain the reason.

12




:'.\gjci tional Board Responsibilifies

sible for making adjustments to budget

pending ¢ n financial results.

oard is responsible for ensuring that organization

tains adequate reser'ves.

ird ensures that expenses are reimbursed in

ordance with expense reimbursement policy and

only vith proper receipts. (IRS requirement —

otherwise reimbursement is treated as taxable income.)

L Board ensures that proper receipting of contributions
OCCuUrs.
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independent Audit

ust decide when to have its
1aNncCIe ments reviewed or audited by an
1dependent auditor.
Review is a less rigorous process; is less expensive but
0es not provide the level of assurance.
[he IRS does not require an independent audit, but audit
ay be required by funders — especially if organization
[eceives government grants.
In many states, charitable solicitation statutes require
organizations with annual contributions over dollar
amount (could be as low as $100,000) must have a
financial review performed by an independent CPA.
Other states require an independent audit.
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Ble of the Board of Directors
eoaroing Independent Audit

., | Board to take the lead with audit.

Board should include members that are competent

1d financially literate in nonprofit accounting.

ard Is responsible for selecting the auditor and

erseeing the audit process (These tasks may be

egated to an audit or finance committee, but
should not be delegated to employees.)

L There should also be regular communication
between Auditor and the Board.

O After conclusion of audit, Board should meet with
auditor.
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