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• Learning Objectives: 
1. What is financial health? 
2. How can financial health be quantified? 
3. What can be done to improve it? 

 

• Curriculum:   
The workshop will relate financial health to financial capacity (an ability to do 
things and withstand unexpected shocks) and sustainability (maintaining financial 
capacity). Some actions that are easy in the long run may be difficult in the short 
run and impossible right away.  Therefore, the time dimension of financial 
capacity will receive special attention.  Participants will be introduced to at least 
one way to measure financial capacity and sustainability in each of three time 
frames. Form 990 data will be used to achieve standardization, so the emphasis 
can be on how to improve financial capacity and sustainability rather than on the 
theory of measurement.  Two case studies will illustrate the lessons. 

 

• Resources:  
1. Instructor’s Lecture Notes: Monitoring Nonprofit Financial Performance 
2. Case Study of Christian Family Services* 
3. Case Study of South Cinder Health Center* 
4. Case Study of National Museum of Craftsmanship* 

*  Spring 2005 issue of Nonprofit Quarterly, used with permission. 

 
For the benefit of participants needing a crash course in the language of nonprofit 
finance, there is an appendix at the end of this package (The Basics of Nonprofit 
Financial Statements and Accrual Accounting). 
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MONITORING NONPROFIT FINANCIAL HEALTH 
 

Woods Bowman, PhD 

DePaul University 
 
 
Financial health has two dimensions: capacity and sustainability. Financial capacity is 
measured by the resources that allow an organization “to adapt to internal pressures for 
adjustment or to external pressures for change in policy, as well as to initiate changes in 
strategy with respect to the external environment.”1  Financial sustainability is the ability 
of an organization to maintain its capacity. 
 
Changing direction or reacting to new threats and opportunities often involves acquiring 
new assets (a new building, perhaps) and shedding obsolete ones (such as software). But 
reconfiguring a portfolio of assets takes time. An organization may have plenty of capacity 
in the long run but in the short run (say, 1 to 5 years) donor restrictions and limited 
financing options are constraining. Here-and-now, liquid assets are the only resources 
available.   
 
This paper shows how to measure a nonprofit organization’s financial capacity in different 
time frames and how to measure its ability to sustain capacity in each case. There are 
several ways to measure – or metrics for – each of these concepts. Some metrics require 
adjustment for special circumstances, such as large real estate holdings or large investment 
portfolios.   The only data needed for computing the particular metrics I have chosen are 
reported on IRS Form 990.2 
 
Bear in mind, recommended values for the ratios described herein are rules-of-thumb. An 
unfavorable ratio calls for further investigation, not summary judgment.  Appraisal of an 
organization’s financial condition should be based on the pattern observed in several ratios, 
not just one.  Trends over time are particularly useful for gaining insight.   
 

 

Long Run Financial Health 

 
Long Run Capacity 
 
Many nonprofits have no long-range (5 to 10 years) plans.  Inattention to the distant future 
is excusable for static nonprofits without growth ambitions but a growing organization 
should have a plan for anticipating and overcoming capital constraints.  The Equity Ratio 
is a simple computation that will alert an organization to trouble down the road and it may 
also shed light on why it is struggling in the short run. 
 
The numerator of the following formula is the sum of unrestricted, temporarily restricted 
and permanently restricted net assets (summarized in line 73B; the ‘B’ suffix indicates the 
end-of-year figure).3   
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o Equity Ratio = Total Net Assets / Total Assets.4   

    
= line 73B / line 59B 

 
This ratio is 1.0 for organizations with no debts of any kind, including unpaid bills.  At the 
other extreme, an Equity Ratio of zero means that an organization is operating entirely 
with borrowed assets. Because debt service is a fixed cost that an organization is obligated 
to pay, regardless of its economic circumstances, excessive debt service is a threat to long 
run survival. Konrad and Novak (2000, 113 – see note 19) recommend an Equity Ratio > 
0.50.  
 
This ratio includes restricted net assets as well as unrestricted.  In the short run restrictions 
are very important but in the long run, temporary restrictions on grants and gifts will be 
satisfied. Unless restricted by a gift agreement, capital gains on restricted net assets are 
unrestricted. Most operating public charities have strong equity ratios. 
 

Equity Ratio Medians 
(N in parenthesis) 

 

Small Medium Large X-Large 

(28K) (29K) (29K) (25K) 

      

0.63 0.76 0.73 0.68 

 
Size classes are based on total assets. There are approximately 112K nonprofits in the 
sample.5 (K means 1,000.) Groups were defined to equalize the number in each category. 
Total assets of small organizations are $201K or less; total assets of medium-size 
organization are greater than $201K up to $815K; of large organizations they are greater 
than $815K up to $3.26K and of X-large organizations, they are over $3.26K. The 
following table shows the proportion in each size class with inferior equity ratios. 

 

Percent of Organizations with  

Equity Ratios < 0.5 
(N in parenthesis) 

 

Small Medium Large X-Large 

(28K) (29K) (29K) (25K) 

      

45% 35% 38% 35% 

 
Sustaining Long Run Capacity. 
 
Since long run financial capacity is given by the Equity Ratio, it is natural to measure 
sustainability by the change in the numerator divided by the same denominator.6 A 
common metric used to analyze both for-profit businesses and nonprofit organizations that 
captures this idea is Return on Assets (ROA):7 
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o ROA = Change in Total Net Assets / Average of Total Assets  
 

= 2 · (line 73B – line 73A) / (line 59B + line 59A) 
 
Another name for the numerator is total surplus (total deficit, if it is negative).  Surpluses 
increase an organization’s net assets,8 and hence its financial capacity. Conversely, deficits 
reduce financial capacity.  Surpluses are necessary to sustain an organization.  Surpluses 
provide capital for building renovation, replacement of equipment, and upgrading 
technology.  A string of large or frequent deficits can wipe out an organization’s net assets 
altogether. 
 
There is no accepted standard for nonprofit ROA.  However, if it is not at least equal to the 
long run rate of inflation, an organization will move backward.  Thus ROA should be at 
least 3.5%.  As the following table suggests, most nonprofits do not do this well. Since 
nonprofits face many constraints on raising prices (if they charge at all), a poor ROA 
performance indicates an inadequate fundraising effort. 
 

Median Return on Assets (ROA) 
(N in parenthesis) 

 

Small Medium Large X-Large 

(28K) (29K) (29K) (25K) 

      

0.6% 1.9% 1.4% 2.3% 

 
The proportion in each size class with ROAs less than the average long run rate of inflation 
(3.5%) is shown below. 

 

Percent of Organizations with ROA < 3.5% 
(N in parenthesis) 

 

Small Medium Large X-Large 

(28K) (29K) (29K) (25K) 

      

55% 55% 58% 59% 

 
Surpluses can suddenly turn into deficits and vice versa. Capital campaigns can cause a 
sharp surge in ROA.9  To reduce volatility I recommend calculating average ROA over a 
3-year period, if data are available.10 
 

o 3-year trailing ROA = 3-year average ROA = 2 � (line 73B in year Y – line 73A in year 
Y-2) / (line 59B in year Y + line 59A in year Y-2) 
 
If ROA in the most recent year is less than the trailing 3-year ROA, an organization may 
also have a sustainability problem, even if both numbers are positive.  Some exceptions: 
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when an organization is wrapping up a capital campaign or spending down a multi-year 
grant. 

 

Short Run Financial Health (Simple Case) 

 
Nonprofits with little in the way of physical assets and no endowment can use a very 
simple ratio to measure short run financial capacity. 
 

Skip to the next section IF 

• Land, building, and equipment (LBE) plus investments > 10% 
of Total Assets, or if  

• Investment revenue > 10% of total revenue,11  or if 

• Permanently restricted net assets > 0. 

 
Short Run Capacity 
 
“Months of Spending” measures an organization’s financial capacity to respond to a 
sudden drop in revenue in the short run. Unrestricted Net Assets are functionally 
equivalent to an operating reserve which can be tapped in an emergency. Cutting expenses 
is the only quick and sure way to balance a budget.  Long run financial health requires 
finding new sources of revenue, but this takes time.  If an organization chooses to maintain 
spending levels while searching for replacement revenue, it must succeed within the 
following number of months before circumstances will force it to cut expenses.   
 

o Months of Spending = 12 · Unrestricted Net Assets / Total Expenses12 
 

= 12 · line 67B / line 17 
 
Konrad and Novak (2000, 113 – see note 19) endorse a standard for an operating reserve 
equal to 3 months of expenses.13  A negative number means the organization has no short 
run financial capacity.    

 

Median Months of Spending 
(N in parenthesis) 

 

Small Medium Large X-Large 

(18K) (12K) (7K) (4K) 

      

2.4 5.1 5.7 7.4 

 
The above table shows the medians for organizations with minimal holdings of land, 
building, equipment and securities as defined in the box at the beginning of this section.  
All but the smallest nonprofits have more than 3 months of spending “in reserve.”  The 
table below shows the proportion of nonprofits in each size class with less than 3 months 
of spending available. 
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Percent of Organizations with < 3 Months  

of Spending Available 
 (N in parenthesis) 

 

Small Medium Large X-Large 

(18K) (12K) (7K) (4K) 

      

58% 37% 35% 33% 

 
Sustaining Short Run Capacity 
 
A natural metric for sustainability of short run capacity is Change in Unrestricted Net 
Assets / Total Expenses.14  One can think of this metric as the unrestricted surplus per 
dollar spent.  Retailers call this ratio “markup” but this sounds odd when applied to 
nonprofits, so I call this ratio Expense Margin.15 
 

o Expense Margin = Change in Unrestricted Net Assets / Total Expenses 
 

= (line 67B – line 67A) / line 17 
 
If an organization receives a multi-year temporarily restricted grant, the numerator of this 
formula includes the grant money in the year it is spent as net assets are released from 
restrictions. Experts do not favor any particular number.16 But, the pattern of expense 
margin by size of organization (below) suggests that a range of 2 to 3 percent is a 
reasonable objective. 
   

Median Expense Margin 
(N in parenthesis) 

 

Small Medium Large X-Large 

(18K) (12K) (7K) (4K) 

      

0.6% 2.2% 2.3% 3.1% 

 
The proportion of nonprofits in each size class that have Expense Margins less than 2.5 
percent is shown below. 
 

Percent of Organizations with Expense Margins < 2.5% 
(N in parenthesis) 

 

Small Medium Large X-Large 

(18K) (12K) (7K) (4K) 

      

61% 55% 55% 53% 
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Like ROA, Expense Margin may fluctuate substantially from year-to-year, so again it is a 
good idea to calculate a 3-year average, if the data are available. The 3-year trailing 
Expense Margin is 
 

o 3-year trailing Expense Margin = (line 67B in year Y – line 67A in year Y-2) /  
(line 17 in year Y + line 17 in year Y-1 + line 17 in year Y-2 –  line 42 in year Y –   
line 42 in year Y-1 – line 42 in year Y-2) 
 

 

Short Run Financial Health (Landed & Endowed Nonprofits) 

 
Nonprofits with endowment need to use a more complicated ratio to measure short run 
financial capacity.  This section is for nonprofits having land, building, and equipment 
(LBE) plus investments > 10% of Total Assets, or investment revenue > 10% of total 
revenue, or permanently restricted net assets > 0. 
 
Short Run Capacity of Landed & Endowed Nonprofits 
 
LBE contributes to financial capacity in the long run, but not in the short run. It may 
require several years to reach a decision to sell land or buildings and more time before an 
acceptable offer is forthcoming.   
 
Some fortunate organizations have a large portfolio of investments (called endowment, if 
restricted, and quasi-endowment, if unrestricted) that generates regular financial support 
for operations. If the amount of revenue proves inadequate to balance a budget, they might 
be tempted to liquidate a portion of their portfolio to pay the bills.  But, this compromises 
future earnings and, if they succumb to temptation, they would be eating their seed corn.   
 
Form 990 does not report endowment and quasi-endowment.  The approximation below 
assumes that screened out organizations have no endowment, and that endowments contain 
all reported investments but no cash or savings.  
 
o Months of Spending adjusted for LBE and Investments17  
 

=  12       =  Months in a year 
· [line 67B       ·  [Unrestricted Net Assets 
– (line 55cB + line 57cB – line 64aB – line 64bB) –  Equity in LBE 
– (line 54aB + line 54bB)     –  Investment in securities 
− (line 56B + line 58B)]     − Other investment & assets] 
all divided by (line 17 – line 42)    /  (Expenses – Depreciation) 

 
The standard for Months of Spending adjusted for LBE and/or investments is the same as 
the unadjusted standard of 3 months.   
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Median Months of Spending, Adjusted 
(N in parenthesis) 

 

Small Medium Large X-Large 

(10K) (17K) (22K) (25K) 

      

0.7 1.8 1.7 1.0 

 
Organizations with large real estate holdings and/or investments do not have as many 
months of spending as other, organizations in their size class.  But, the assumptions of this 
calculation have the effect of commingling operating reserves with true endowment and 
quasi-endowment.  The true numbers are probably higher.   
 

Percent of Organizations with Less than 3 Months  

of Spending Available, Adjusted 
(N in parenthesis) 

 

Small Medium Large X-Large 

(10K) (17K) (22K) (25K) 

      

65% 55% 55% 65% 

 
 
Sustaining Short Run Capacity   
 
Universities, major cultural organizations, research institutes, and other well-endowed 
nonprofits are hard to analyze with either Form 990 or audited data because cash and 
investments in their endowments are not separated from cash and investments used for 
working capital, operating reserves, maintenance of physical facilities, sinking funds, etc.   
The following equation, which represents an approximation, is broken into fragments, 
separately labeled for clarity: 
 
o Expense Margin adjusted for Investments18 

 

=  [line 18       = [Excess for year 
+   line 42       + Depreciation 
–  (line 4 + line 5 + line 7 + line 8d)    – Investment income & gains 
+  0.05 · (line 54aA + line 54bA + 55cA + line 56A)  + Pro forma payout  
–  (line 68B – line 68A + line 69B – line 69A)]   – Change in restricted NA] 
all divided by (line 17 – line 42)    /  (Total Expenses –  Dep.) 

 
Income used to calculate line 18 does not include unrealized capital gains but it dies 
include restricted funds, so it is necessary to subtract the restricted portion (Change in 
restricted NA above).  Although it does not include net assets released from restrictions, 
subtracting the change in restricted net assets introduces these resources into the numerator 
and removes any new restricted funds. 
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Median Expense Margin, Adjusted 
(N in parenthesis) 

 

Small Medium Large X-Large 

(10K) (17K) (22K) (25K) 

      

0.5% 3.2% 5.1% 12.7% 

 
The larger adjusted margins (especially for the largest public charities) probably reflect the 
effects of capital campaigns that raise substantial amounts of unrestricted net assets. 
 

Percent of Organizations with Median  

Expense Margin (Adjusted) < 2.5% 
(N in parenthesis) 

 

Small Medium Large X-Large 

(10K) (17K) (22K) (25K) 

      

58% 48% 45% 31% 

 
It is a good idea to average this figure over 3 years, but the complete formula is 
cumbersome because of a large number of terms so it will not be given here.  Fortunately, 
spreadsheet programs make the calculation very manageable.  Just substitute a 3-year sum 
for each term above.  For example, the denominator is line 17 in year Y + line 17 in year 
Y-1 + line 17 in year Y-2 –  line 42 in year Y –  line 42 in year Y-1 – line 42 in year Y-2.   

 

 

Current Financial Health 
 
Current Capacity (Liquidity) 
 
The standard metric of current capacity, or liquidity, for both for-profit businesses and 
nonprofit organizations is the Current Ratio = Current Assets/Current Liabilities.  Current 
Assets are cash plus assets that can easily be converted into cash within one year.19  
Current Liabilities are obligations that an organization must pay within one year.  If its 
Current Ratio is too low, an organization has trouble paying its bills on time.  Most 
authorities recommend a Current Ratio > 2.0.20   
 
However, this standard is more appropriate to for-profit businesses (which use it 
extensively) than to nonprofits because nonprofit receivables are often less liquid: (1) 
Many recipients of services are not able to pay, and an organization may underestimate the 
amount of its doubtful accounts, (2) Grants and pledges may not convert to cash soon 
enough to pay an organization’s bills, (3) State and local governments are notoriously slow 
to pay their vendors, especially when they are experiencing budget problems of their own, 
and (4) Nonprofits that build housing for low-income families are likely to have massive 
inventories that are difficult to liquidate.  If an organization is beset with at least two of 
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these problems, I suggest using the Cash Ratio instead.  The denominator is the same, but 
the numerator includes only cash and savings. 
 
o Cash Ratio = (cash + savings – temporarily restricted net assets) / (accounts payable + 

grants payable + deferred revenue) 
 

= (line 45B + line 46B – line 68B) / (line 60B + line 61B + line 62B) 
 
The Cash Ratio eliminates receivables.  Consequently it needs to be only large enough to 
cover immediate cash needs, i.e. payables. Therefore it should be greater than 1.0. If it is 
greater than 5.0 the organization is likely to be foregoing investment opportunities for 
earning higher returns.  Actual medians are generally satisfactory.  The small number for 
the largest organizations may reflect sophisticated just-in-time cash management. This 
table was calculated after eliminating nonprofits with zero payables. 

 

Median Cash Ratio 
(N in parenthesis) 

 

Small Medium Large X-Large 

(22K) (26K) (27K) (24K) 

      

2.0 2.2 1.2 0.5 

 
Therefore a more interesting number is the percent of organizations in each size class that 
has a cash ratio less than the recommended 1.0. 

 

Percent of Organizations with Cash Ratio < 1 
(N in parenthesis) 

 

Small Medium Large X-Large 

(22K) (26K) (27K) (24K) 

      

39% 37% 48% 60% 

 
However, many nonprofits have zero current liabilities. The above table was calculated 
after screening out all public charities with zero current liabilities. In practice, if the 

denominator is zero, substitute the monthly average of total cash expenses thusly: 
 
o Cash Expense Ratio = 12 · (cash + savings – temporarily restricted net assets) / (total 

expenses – depreciation) 
 

= 12 · (line 45B + line 46B – line 68B) / (line 17 – line 42) 
 
A reasonable amount of cash on hand is one month’s expenses. Most operating public 
charities have adequate liquidity.  They also avoid having too much liquidity. 
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Median Cash Expense Ratio in Months of Expenses 
(N in parenthesis) 

 

Small Medium Large X-Large 

(30K) (29K) (29K) (29K) 

      

1.5 2.1 1.4 0.8 

 

Therefore a more interesting number is the percent of organizations in each size class that 
has a cash expense ratio less than the recommended one month. 
 

Percent of Organizations with Cash  

Expense Ratio < One Month of Expenses 
(N in parenthesis) 

 

Small Medium Large X-Large 

(30K) (29K) (29K) (29K) 

      

42% 38% 45% 55% 

 

Sustaining Liquidity 
 
The standard metric of current capacity (liquidity) being the current ratio suggests two 
ways to measure sustainability of liquidity.  The first way, Accounts Receivable Turnover 
(or A/R Turnover), focuses on current assets in the numerator.   
 
o A/R Turnover = Accounts Receivable / (Government Grants + Program Service 

Revenue) 
 

=  line 47cB / (line 1d + line 2) 
 
According to Konrad and Novak (2000, 11 – see note 19) this number should be 10% or 
less. A sudden increase in receivables indicates a loss of management control. 
 

Median Accounts Receivable Turnover 
(N in parenthesis) 

 

Small Medium Large X-Large 

(21K) (23K) (24K) (21K) 

      

0.0% 1.5% 2.7% 5.8% 

 
The median organization in each size class has a very satisfactory turnover rate in their 
receivables. However, a more interesting number is the percent of organizations in each 
size class that has an accounts turnover rate exceeding 10%. 
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Percent of Organizations with Estimated  

Accounts Receivable Turnover > 10% 
(N in parenthesis) 

 

Small Medium Large X-Large 

(21K) (23K) (24K) (21K) 

      

41% 22% 28% 35% 

 
Another way to measure sustainability of liquidity is to focus on current liabilities in the 
denominator of the current ratio. Underperforming organizations have a hard time paying 
their bills.  This is observed in a rising ratio between accounts payables and average 
monthly non-payroll cash expenses. A sudden increase in payables indicates a loss of 
management control.  
 
o Payables Turnover = Accounts Payable / Non-Payroll Cash Expenses 
 

= line 60B / (line 44 – line 42 – sum of line 25a through 29) 
 
Payables Turnover should not exceed 1.0.  In other words, the average length of time an 
organization holds a bill or other payable should not exceed one month.  The data base 
used in this paper does not have expense detail, so the following formula approximates it 
by assuming average monthly non-payroll cash expenses are half of total expenses. 

 
o Payables Turnover (Estimate) = 2 · line 60B / (line 17 – line 42) 

 
Median Accounts Payable Turnover (Estimated) 

(N in parenthesis) 

 

Small Medium Large X-Large 

(22K) (23K) (24K) (25K) 

      

0% 2.7% 5.0% 10.9% 

 
The median organization in each size class has a satisfactory turnover rate in their 
payables. Even the turnover in the largest size class is not especially troublesome.  This is 
to be expected because most organizations are not in dire straits.  A more interesting figure 
is the proportion in each size class that do worse than the standard (i.e., > 10%). 

 

Percent of Organizations with Estimated  

Accounts Payables Turnover > 10% 
(N in parenthesis) 

 

Small Medium Large X-Large 

(22K) (23K) (24K) (25K) 

      

25% 35% 39% 51% 
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Endnotes 

 
                                                 
1 This is how Bourgeois (1981) defines organizational “slack.” Organizational slack in for-
profit businesses has been the object of research for decades.  I rechristened it “financial 
capacity” in adapting it to the nonprofit sector. [Bourgeois, L. J. (1981). On the 
measurement of organizational slack. Academy of Management Review 6(1): 29-39.] 
 
2 This source has three advantages over audited financial statements: (1) Audited 
statements are based on Generally Accepted Accounting Principles (GAAP) but some 
nonprofits do not use GAAP. (2) Unlike financial statements, Form 990 data use 
standardized categories similar to a tax return.  Line numbers in the formulas refer to the 
2007 edition of Form 990. (3) Form 990 data are readily available on the Internet for 
250,000 operating public charities, which allows benchmarking against peer organizations.  
However, when benchmarking, be careful not to mix organizations that use cash 
accounting with those that use accrual. (This information is found in box F.) 
 
3 Line 73 also includes fund balances for organizations that do not use SFAS 117.  If 
audited financial statements are the source of data for this calculation, an analyst may 
encounter “designated” net assets.  These are unrestricted net assets that a board is 
earmarking for some future purpose, so treat all designated net assets as unrestricted.   
 
4 The forward slash represents division. The numerator is left of the slash; the denominator 
is on the right.  This is equivalent to 1 – Total Liabilities / Total Assets. If one is making 
comparisons with peer organizations, be aware that many nonprofits do not fill in line 73.  
A more robust alternative is the difference between total assets and total liabilities [line 
59B – line 66B] – [line 59A – line 66A]. 
 
5 Several screens were applied to assure comparability. All entities analyzed are 501(c)(3) 
operating public charities that use the long form of IRS Form 990 and use accrual 
accounting.  They were screened to be sure total assets and total expenses are positive.  
Also screened out were two groups, each constituting 1% of the population: nonprofits 
reporting the largest deficits (over $1.75 million) and the largest surpluses (over $3.5 
million) on line 18 of IRS Form 990. 
 
6 Therefore the equity ratio = the prior year’s equity ratio + ROA. 
 
7 An average of two numbers is their sum divided by 2.  A number is divided by a fraction 
is equivalent to multiplying it by the reciprocal of the fraction, which is how 2 winds up in 
the numerator.  
 
8 On Form 990 surpluses (or deficits) on line 17 do not include unrealized capital gains or 
losses.  However subtracting beginning-of-year net assets (line 73A) from end-of-year net 
assets (line 73B) captures them. 
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9 Unfortunately nonprofit accounting does not distinguish between contributions that 
support current operations and contributions that are made to a capital campaign.  Long run 
it does not make much difference. Capital campaigns contribute to long run sustainability.  
 
10 For example, if Y is the year 2006, then year Y-2 is the year 2004.  The beginning-of-
year for 2004 is the same as the end-of-year for year 2003.  Thus, the above difference 
spans a 3-year period. 
 
11 Sum of lines 4, 5, 7 > 10% of line 12.  This threshold is arbitrary, but below this level, it 
does not make much difference which formula is used to calculate Months of Spending. 
 
12 The dot indicates multiplication.   
 
13 They say working capital instead of operating reserve.  According to folklore, 
foundations and other funding sources approve of an organization having up to 3 months 
of spending in reserve but I have been unable to find a citation to this effect.   
 
14 Total Expenses are unrestricted by definition.  Thus the numerator, which includes net 
assets released from restrictions, and denominator are both unrestricted quantities.  Months 
of Spending = the prior year’s Months of Spending + the Expense Ratio. 
 
15 Traditionally Margin = Surplus / Total Revenue. I prefer dividing by Expense because it 
is simpler than calculating the amount of unrestricted revenue from 990 data, and (most 
important) it shares a common denominator with the metric for short run financial 
capacity.  I call it Expense Margin to make clear that I am dividing by Expenses. Some 
authorities call it Return on Costs (ROC). 
 
16 Neither do they favor any particular profit margin, which is based on total revenue. 
 
17 This formula excludes depreciation from expenses because depreciation does not 
consume financial resources. 
 
18 Short run financial capacity has adjustments for LBE, but the short run sustainability 
equation does not because acquisition of LBE s not an expense under accrual accounting 
rules. 
 
19 Accounts payable (60B) and grants payable (61B) refer to bills and grants that are 
coming due.  A/Ps are usually due within 30 days.  Deferred revenue (line 62B) is cash 
received in advance of actually earning it, which must be returned if the organization 
defaults on providing the agreed services. 
 
20 See, for example Zietlow, John; Jo Ann Hankin, and Alan G. Seidner (2007) Financial 

Management for Nonprofit Organizations. Hoboken, NJ: Wiley, page 215. Also, Konrad, 
Peter and Alys Novak (2000) Financial Management for Nonprofits: Keys to Success. 
Denver: Regis University, page 113.  
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Appendix: Basics of Nonprofit Financial Statements  

by Woods Bowman, Ph.D. 

DePaul University 

 
Generally Accepted Accounting Principals require accrual basis accounting which records 

transactions in the period in which an economic event takes place, not when cash flows in or out; 

they also require audited statements include: financial position, activities, and cash flows. 

 

Statement of Financial Position (Balance Sheet)                                

1. Balance sheet shows Assets, Liabilities and Net Assets at a given moment. 

2. Assets are things an organization owns at a given moment. 

o Includes obligations to be paid: accounts receivables, grants receivable, pledges receivable 

o Includes payments by it in advance of a legal obligation (prepaid expenses) 

o Donors may impose  

o Restrictions limiting the use of donated assets by purpose or time period 

o Conditions that must be overcome before assets are transferred  

o Valuation: 

o Investments in marketable securities are valued at market prices 

o Other assets valued at original cost minus accumulated depreciation, which is wear 

and tear on physical assets since date of acquisition (land does not depreciate)  

o Current assets are cash and assets that are likely to be converted into cash within one year 

3. Liabilities are whatever an organization owes at a given moment; they are debts. 

o Includes obligations to pay: accounts payable, grants payable, mortgages, bonds and notes 

o Includes payments to it in advance of a legal obligation (deferred revenue) 

o Current liabilities are due and payable within one year 

4. Net Assets = Assets – Liabilities 

5. Net Assets must be classified by type of restriction: 

o Permanently Restricted (PRNA): Net Assets that must be used per donor instructions, 

which do not expire with time or upon fulfillment of specific requirements in the gift 

o Temporarily Restricted (TRNA): Donor instructions expire with the passage of time or 

upon fulfillment of specific requirements in the gift 

o Unrestricted (UNA): Net Assets that the organization may do with as it wishes. 

o Unless explicitly labeled as restricted, net assets are unrestricted 

o Includes funds designated by a board for specific purposes 
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Statement of Activities           

1. Statement of Activities shows Revenue & Public Support, Expenses, and Changes in Net Assets 

over a specific time period. 

2. Revenue is the result of an exchange transactions occurring over a specific time period 

o Recognized (recorded and reportable) when measurable and earned 

o Cash receipts in advance of being earned are deferred revenue (they are liabilities) 

3. Public support (gifts) is a non-exchange transfer occurring over a specific time period 

o Donors receive no consideration (any consideration reduces value of gift by equal amount) 

o Recognized upon the earlier of receipt or promise to give (a pledge) 

o Pledges are recognized even if donor restricts promised gift to use in a future year, even if 

it will not be paid until then 

o Pledges must be backed by documentation that a promise was made and received 

o Gifts for future years are reported as temporarily restricted net assets 

o When restrictions on assets are satisfied, the assets are reclassified as unrestricted 

o Pledges are recognized at fair value 

o Fulfilled pledges are not revenue (that would be double counting) 

o In-kind contributions are reported at fair value 

o Value of volunteer services can be recognized only if: 

o Services create or enhance non-financial assets, or 

o Services require specialized skills, are provided by persons possessing those skills, 

and would typically be purchased if volunteers were not available 

4. Revenue and public support increase net assets; expenses decrease net assets 

o These transactions do not change net assets: borrowing/repayment of principal  (there is an 

offsetting change in liability); selling/buying stock (there is an offsetting change in cash) 

5. Revenue and Public Support, like net assets, are classified as unrestricted, temporarily restricted 

and permanently restricted; all expenses are unrestricted 

o Restricted contributions whose restrictions are met in the same reporting period as they are 

made may be reported as restricted or unrestricted support (must disclose and be consistent 

year-to-year) 

6. Excess or surplus (loss or deficit) must be reported by class of restricted net assets 

7. Revenues, expenses must be reported gross (investment income may be reported on net basis) 

8. Capital gains/losses are unrestricted unless otherwise stipulated by law or the donor 
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Statement of Cash Flows           

1. Statement of Cash Flows reconciles changes in net assets to changes in cash 

2. May be divided into three categories: 

o Cash provided by/used in operations 

o Cash provided by/used in investing 

o Cash provided by/used in financing 

3. Transactions that do not change net assets (hence are neither revenue nor expense) show up on 

this statement. 









CHRISTIAN FAMILY SERVICES

REVENUES & EXPENSES

Direct Indirect Government Program Special Dividends Total Total Excess or

990 year FY Support Support Grants Service Rev. Events & Interest Revenue Expenses Deficit

1997 1998 669,241 1,261,192 3,468,597 2,631,763 384,443 138,191 8,576,402 8,481,140 95,262

1998 1999 851,717 1,626,661 3,896,654 2,768,440 408,630 117,008 9,697,837 8,912,193 785,644

1999 2000 347,077 1,249,910 3,857,114 3,100,426 131,546 111,641 8,808,694 9,302,239 (493,545)

2000 2001 207,735 1,284,809 4,093,484 2,666,327 153,724 128,403 8,530,643 9,033,239 (502,596)

2001 2002 596,974 1,197,808 3,877,935 2,335,397 190,945 78,003 8,277,032 9,393,927 (1,116,895)

2002 2003 513,012 724,038 3,309,171 1,968,407 166,146 45,216 6,746,321 6,688,647 57,674

2003 2004 534,251 582,252 3,289,074 1,371,644 45,302 44,115 5,883,913 6,670,321 (786,408)

BALANCE SHEET (EOY ASSETS)

Accounts Pledges Grants LBE less Total

990 year FY Cash Savings Receivable Receivable Receivable Investments Acc.Dep.* Assets

1997 1998 0 357,105 581,526 0 735,291 2,149,238 6,660,384 10,506,263

1998 1999 0 1,587 988,887 0 683,644 2,350,467 6,907,475 10,961,397

1999 2000 0 0 1,062,097 0 630,158 2,331,341 6,692,698 10,756,041

2000 2001 0 0 1,155,611 97,036 738,862 2,181,949 6,366,972 10,556,450

2001 2002 148,920 0 1,181,506 70,026 561,244 1,775,819 5,568,231 9,305,746

2002 2003 537,361 0 1,152,949 0 575,639 1,633,037 5,241,184 9,141,110

2003 2004 69,282 0 825,355 0 460,573 1,665,661 5,140,123 8,164,716

BALANCE SHEET (EOY LIABILITIES & NET ASSETS)

Temporarily

Accounts Mortgages Total Unrestricted Restricted Total

990 year FY Payable & Notes Liabilities Net Assets Net Assets Net Assets

1997 1998 574,530 2,311,566 3,407,788 5,884,402 1,214,073 7,098,475

1998 1999 484,647 2,331,038 3,076,460 6,816,260 1,068,677 7,884,937

1999 2000 444,660 2,662,511 3,406,084 6,370,159 979,798 7,349,957

2000 2001 957,125 2,581,787 3,709,089 5,891,325 956,036 6,847,361

2001 2002 972,861 2,390,976 3,476,371 4,904,065 925,310 5,829,375

2002 2003 273,390 2,787,508 3,254,062 5,048,376 838,672 5,887,048

2003 2004 460,558 2,603,518 3,064,076 4,499,643 600,997 5,100,640

*LBE less Acc. Dep. is "land, building and equipment less accumulated depreciation."

Woods Bowman 3-13-06











SOUTH CINDER HEALTH CENTER

REVENUES & EXPENSES

Direct Indirect Government Program Special Inventory Total Total Excess or

990 year FY Support Support Grants Service Rev. Events (net) Memberships Sales (net) Revenue Expenses Deficit

1997 1998 29,610 21,004 229,061 1,045,115 0 0 209,157 1,630,343 1,383,886 246,457

1998 1999 25,638 21,747 145,709 1,198,186 0 0 257,109 1,654,417 1,607,053 47,364

1999 2000 36,966 1900 158,510 1,122,096 0 0 304,250 1,680,445 1,707,223 (26,778)

2000 2001 23,565 500 200,294 1,232,480 0 0 334,868 1,871,469 1,855,854 15,615

2001 2002 15,960 500 241,027 1,208,014 0 0 359,922 1,893,075 1,869,994 23,081

2002 2003 41,534 0 225,101 1,369,287 0 0 367,972 2,093,796 2,072,353 21,443

2003 2004 24,346 17,026 7,458 1,413,395 0 0 362,722 1,911,839 1,912,146 (307)

BALANCE SHEET (EOY ASSETS)

Accounts Pledges Grants LBE less Total

990 year FY Cash Savings Receivable Receivable Receivable Investments Acc.Dep.* Assets

1997 1998 29,134 42,209 10,190 0 0 0 2,167,434 2,435,900

1998 1999 13,205 53,490 5,325 0 0 0 2,295,716 2,404,619

1999 2000 4,245 65,249 4,214 0 33,859 0 2,198,489 2,345,695

2000 2001 27,759 76,651 1,535 0 115,947 0 2,147,867 2,413,420

2001 2002 18,189 85,063 7,539 0 2,505 0 2,101,983 2,279,539

2002 2003 31,688 110,826 4,377 0 79,747 0 2,041,387 2,297,203

2003 2004 55,676 54,241 1,101 0 0 0 1,984,869 2,130,235

BALANCE SHEET (EOY LIABILITIES & NET ASSETS)

Temporarily

Accounts Deferred Mortgages Total Unrestricted Restricted Total

990 year FY Payable Revenue & Notes Liabilities Net Assets Net Assets Net Assets

1997 1998 170,127 42,113 781,613 1,129,090 1,281,800 25,010 1,306,810

1998 1999 207,238 42,113 742,037 1,053,548 1,345,071 6,000 1,351,071

1999 2000 258,405 50,817 589,152 898,374 1,439,621 7,700 1,447,321

2000 2001 273,653 62,557 528,382 948,543 1,459,077 5,800 1,464,877

2001 2002 260,644 49,004 476,726 786,374 1,485,044 8,121 1,493,165

2002 2003 259,940 15,961 425,677 780,856 1,502,014 14,333 1,516,347

2003 2004 237,759 0 369,739 614,195 1,499,215 16,825 1,516,040

*LBE less Acc. Dep. is "land, building and equipment less accumulated depreciation."

Woods Bowman 3-13-06







National Museum of Craftsmanship

REVENUES & EXPENSES

Direct Indirect Government Program Dividends Total Total Excess or

990 year FY Support Support Grants Services Memberships & Interest Revenue Expenses Deficit

2004 2005 402,467 0 0 74,360 43,963 18,415 599,632 565,429 34,203

2003 2004 585,134 0 50,000 117,796 37,341 16,653 859,272 582,721 276,551

2002 2003 453,571 0 9,443 96,333 28,979 3,341 657,621 528,414 129,207

2001 2002 361,220 0 2,800 104,181 31,067 14,262 615,307 417,360 197,947

2000 2001 181,573 0 8,250 91,192 33,206 12,926 400,801 421,973 (21,172)

1999 2000 213,272 0 25,560 91,634 29,721 0 471,091 399,659 71,432

1998 1999 171,197 0 16,000 72,147 31,566 0 398,251 391,579 6,672

BALANCE SHEET (EOY ASSETS)

Accounts Pledges Grants LBE less Total

990 year FY Cash Savings Receivable Receivable Receivable Investments Acc.Dep. Assets

2004 2005 55,616 34,238 0 0 146,802 0 143,510 2,200,587

2003 2004 81,655 33,684 1,022 0 97,993 0 68,044 2,146,566

2002 2003 56,356 43,694 6,275 38,935 0 0 80,331 1,826,002

2001 2002 54,116 60,295 22,100 4,000 0 0 90,402 1,644,999

2000 2001 52,398 69,152 4,945 5,000 2,000 0 94,326 1,467,680

1999 2000 78,965 69,685 7,585 0 0 0 100,363 1,420,089

1,998 1,999 58,889 26,436 0 0 83,000 0 111,512 1,292,884

BALANCE SHEET (EOY LIABILITIES)

Accounts Deferred Tax-Exempt Mortgages Total

990 year FY Payable Revenue Bonds & Notes Liabilities

2004 2005 15,079 0 0 0 16,273

2003 2004 2,954 0 0 0 3,257

2002 2003 1,806 0 0 0 8,133

2001 2002 14,790 0 0 0 22,386

2000 2001 25,489 0 0 0 28,589

1999 2000 13,281 0 0 0 15,981

1998 1999 4,347 0 0 5,000 9,531

BALANCE SHEET (NET ASSETS)

990 year FY URNA TRNA PRNA Total NA

2004 2005 1,478,626 705,688 0 2,184,314

2003 2004 1,472,233 671,076 0 2,143,309

2002 2003 1,349,743 468,126 0 1,817,869

2001 2002 1,272,897 349,716 0 1,622,613

2000 2001 1,270,654 168,437 0 1,439,091

1999 2000 1,287,876 116,232 0 1,404,108

1998 1999 1,187,679 95,674 0 1,283,353
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Balance Sheets (See the instructions.) 
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End of year
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Beginning of year
 

Note:
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A
s
s
e

ts
 

45 Cash—non-interest-bearing 
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47a 
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 68 68 Temporarily restricted 
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 72 72 Retained earnings, endowment, accumulated income, or other funds
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70 through 72. (Column (A) must equal line 19 and column (B) must

equal line 21) 
 74 74 Total liabilities and net assets/fund balances. Add lines 66 and 73 
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