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Welcome 
• Today’s webinar and the corresponding National Day of Service are 

brought to you through a collaboration of: 
– Exponentum™
– Holland & Knight LLP
– FMA
– Pro bono attorneys from additional law firms and corporations 
around the country

• This presentation provides general information to help nonprofit 
managers understand legal issues and practical issues about 
financial management and reporting.  It provides context for an 
assessment tool that volunteers may use with nonprofit 
participants in Exponentum™’s National Day of Service.

• Nothing herein is to be construed as legal or financial advice.  
Please consult separately with a professional for questions 
particular to your organization.
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Exponentum™
• ExponentumTM is a national network of business law pro bono providers 
dedicated to improving the quality of life in low‐income and 
disadvantaged communities by expanding the availability and quality of 
pro bono business legal services for nonprofits that serve those 
communities.

• ExponentumTM is a collaboration of pro bono providers that serve 
geographic regions throughout the United States, including major 
metropolitan and surrounding areas in California, Connecticut, Florida, 
Georgia, Illinois, Massachusetts, Michigan, New Jersey, New York, Ohio, 
Pennsylvania, Texas, Washington D.C., and Washington State. Members 
share a goal of making nonprofits more effective in serving their 
communities.

• ExponentumTM partners with law firms and corporations to implement 
national responses to challenges faced by the nonprofit sector by 
delivering expert legal assistance and educational programs to nonprofits.

• See www.exponentum.org for details. Members are identified on the last 
slide.
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Sound Financial Practices Matter 
• Sound financial practices are important for internal and external 
reasons, including:

– Financial performance
– Good governance
– Public perception
– Regulatory compliance

• Well‐established principles of not‐for‐profit corporation law recognize 
that nonprofit directors and officers must meet certain legal standards 
of conduct (so‐called “fiduciary duties”) in carrying out their 
responsibilities

• Regulators and enforcement agencies care at multiple levels, including:  
Internal Revenue Service (IRS), state charities officials, and local 
funding agencies
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Duty of Care 
The duty of care requires that directors and officers be attentive 
to the organization's mission, activities and finances, and actively 
oversee the management of charitable assets.

Considerations include:  Standard of care, delegation

Message: Directors must attend meetings, be informed, be 
diligent, ask questions, use common sense, and attempt to make 
sound and informed decisions.
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Duty of Care – Common Finance Topics

Common areas of concern include: 

• Monitoring and paying attention to revenues, expenses and 
related finances

• Preserving and using assets for charitable purposes

• Using donations consistent with donor intent 
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Duty of Loyalty
The duty of loyalty requires that board members pursue the 
interests of the organization with undivided allegiance.  

Considerations include:

• Legal prohibition on pecuniary profit and financial gain

• Particular state, regulatory, or IRS rules

Message: Directors should be conscious of potential conflicts,  
understand and follow the organization’s conflict of interest 
policy, and know who is and is not an independent director.
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Duty of Loyalty – Common Topics 
Common financial topics include: 

• Potential and actual conflicts 

• Executive compensation 

• Interested party transactions 
– Intermediate sanctions apply at federal level

– State oversight laws and policies

• Updated conflict of interest policies and procedures
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Duty of Obedience
The duty of obedience requires the board of directors to be faithful to 
the corporation’s mission and corporate purposes. Considerations 
include:

• Corporate purposes and mission

• Applicable laws, regulations, and policies

Message:  Directors should be conscious of the purposes clause in the 
certificate of incorporation or the application with the IRS for tax‐exempt 
status, the mission statement, if any, and laws pertinent to board activities 
and responsibilities.   This includes ensuring that the corporation 
maintains its 501(c)(3) tax‐exempt status and avoids penalties.
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Filing and Disclosure Requirements
As part of fiscal transparency, tax‐exempt organizations must: 

• File Form 990 annually with the IRS

‐ Purpose and uses

‐ Who must file when

‐ Special section on governance and management

‐ Consequences for failing to make timely filing

• Withhold payroll taxes

• Implement document retention and whistleblower policies
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Filing and Disclosure Requirements
• Comply with applicable fundraising laws and regulations

‐ Document and acknowledge charitable donations – Only 
organizations exempt under Section 501(c)(3) of the IRC and 
other “qualified” organizations may receive tax‐deductible 
contributions (see later slides for more information). 

‐ Register and file financial reports with state charities 
officials

‐ Establish contracts and file with state charities regulators if 
using paid fundraising professionals

• Comply with federal, state, and local lobbying registration 
and reporting procedures if applicable
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Documentation of Contributions:
General Rules to Claim a Tax Deduction

• Monetary contributions of under $250: Taxpayers must maintain a 
written record, i.e., bank record or written communication from tax 
exempt organization.

• Contributions of $250 or more: Taxpayer must have a 
contemporaneous written acknowledgment from tax exempt 
organization. Obligation is on donor.

• Quid pro quo contributions: Tax exempt organization must give the 
donor a written disclosure statement if the payment is over $75 and 
is a quid quo pro contribution.

• Non‐cash gifts:  the contribution amount is the fair market value 
(FMV) of the property at the time of the contribution and the charity 
may need to provide additional substantiation. 
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Quid Pro Quo Contributions
• Contributions made in exchange for goods or services are 
deductible only to the extent donor's payment exceeds the 
FMV of the goods or services received in exchange.

• Exceptions include: 
‐ Donor pays $75 or less per year and receives certain limited 
membership benefits

‐ Donor receives goods or services of “insubstantial” value. 
Treat full amount as gift

• Establish fair market value
‐ Make good faith estimate 

‐ Use reasonable method to compute

‐ Proper standard is FMV, not cost
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Contents of Written Acknowledgements and 
Disclosure Statements for Donors

• Name of organization
• Date
• Amount (if cash) or description (if non‐cash contribution)
• Statement whether charity provided goods or services in exchange, 
e.g., “no goods or services were provided in exchange”

• For quid pro quo contributions, add
‐ Description and good faith estimate of the FMV of goods or 
services provided by the charity in exchange

‐ Statement that donor can deduct only the amount by which the 
contribution exceeds the FMV of any goods or services received

• See IRS Publication 1771, Charitable Contributions Substantiation and 
Disclosure Requirements, IRS Publication 561, Determining Value of 
Donated Property and IRS Publication 526, Charitable Contributions
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State Regulation and 
Charities Registration

• Free speech is protected, but states may:
– Protect donors from fraud and
– Publish financial disclosure information

• State registration and reporting systems cover those that: 
– Solicit: charities and their paid fundraisers
– Administer charitable assets

• Most charitable organizations must register with the state charities 
office and submit an annual financial report. A majority of states 
(listed at www.multistatefiling.org) accept the Unified Registration 
Form (URF) as an alternative to the individual state form.

• Fundraising contracts are governed by common law contract 
principles and any state statutory requirements
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Level Function

Strategic Lead and support organizational financial planning and 
monitoring

Managerial Ensure that the finance office is effectively carrying out its 
operational responsibilities

Transactional Perform day‐to‐day accounting functions, data entry, and
administrative tasks.

Levels of Financial Management

Adapted from Jeanne Bell Peters and Elizabeth Schaffer, Financial Leadership for Nonprofit Executives: 
Guiding Your Organization to Long-term Success © 2005
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What Factors Drive Your Fiscal Staffing Configuration?

• Business model

– Complexity of revenue streams

– Number of government grants & contracts

• Budget size

• Total number of employees

Fiscal Staffing Configuration
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The Universe of Finance & Accounting

Accounting

Payroll

Billing

Reporting

Grants 
ManagementPurchasing

Financial 
Analysis

Budgeting
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Control activities are achieved through:

Introduction to Internal Controls

Resolutions adopted by the Board

Specific tasks & measures

Policies    

Procedures   
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Why do we need internal controls?

Protect Resources
from waste, loss, theft, or misuse 

Ensure Resources are Used Appropriately
in accordance with stakeholder expectations, monitoring agencies, 
and your budget and plan

Produce Reliable Financial Statements
that are based on accurate and verifiable data

Introduction to Internal Controls
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Cash receipts and revenue
Cash disbursements and expenses

Payroll
Investments
Capital assets

Accounting Cycles
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Segregation of Duties

No one person should:

1. Perform all functions within an accounting cycle

2. Have the ability to cover up an intentional or 
unintentional accounting error

Introduction to Internal Controls

22



Nonprofit Accounting
• Fund accounting

– Considers reporting revenue and expenses based on level of 
restriction

– Former Unrestricted, Temporarily Restricted, Permanently 
Restricted

• New Terminology . . .
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Nonprofit Accounting

Consolidating Three Net Asset Classes Into Two

Net Asset Classification

Unrestricted Net Assets
Net Assets Without 
Donor Restrictions

Temporarily Restricted 
Net Assets

Permanently Restricted 
Net Assets

Net Assets With Donor 
Restrictions
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Nonprofit Accounting

Without donor restrictions:
Contributions that are free of donor restrictions on their usage

With donor restrictions: 
Contributions that have donor imposed restrictions that may be:

(1) Related to passage of time/period of use                               
(2) Related to use for certain expenditures/purposes                 
(3) Restricted in perpetuity

* Restrictions may only be imposed by those outside the organization. Boards 
may "designate" net assets but cannot restrict
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Nonprofit Accounting
Functional Reporting

– Program

– Management & General

– Fundraising

Requirement to report expenses by functional category required 
for all nonprofits (both in audited financial statements and in 

Form 990)
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Natural vs Functional Expenses

Expense Categories

Natural Expenses Functional Expenses

Expenses classified by the 
nature of the expense:

• Salaries 

• Rent

• Utilities

• Supplies

Expenses classified by the 
type of activity for which the 
expense was incurred:

• Programs

• Management and 
general

• Fundraising
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Expense Categories
 Program A  Program B  M&G  Fundraising  Total 

Personnel
Executive Director 25,900      16,280      18,500      13,320      74,000      
Program Director 34,000      34,000      -               -               68,000      
Teacher A 55,000      -               -               -               55,000      
Teacher B -               50,000      -               -               50,000      
Bookkeeper -               -               25,000      -               25,000      
Grantwriter -               -               -               20,000      20,000      
Fringe 22,980      20,056      8,700        6,664        58,400      
Non-Personnel
Classroom supplies 12,200      14,600      -               -               26,800      
Snacks 2,200        3,000        -               -               5,200        
Bus rental 2,000        -               -               -               2,000        
Audit fees -               -               9,500        -               9,500        
Conference travel -               -               800           -               800          
Event space rental -               -               -               1,000        1,000        
Event catering -               -               -               3,200        3,200        
Rent 13,011      12,097      3,868        3,024        32,000      
Utilities 2,440        2,268        725           567           6,000        
Office supplies 1,952        1,815        580           454           4,800        
Depreciation 6,262        5,822        1,862        1,455        15,400      
Total 177,944    159,937    69,535      49,684      457,100    

Natural 
Expenses

Functional Expenses
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Specific and Shared Expenses

Specific Expenses

Expenses that can be specifically 
assigned to one or more 

program(s) or function(s), based 
on time or money spent directly in 

each program or function

Salaries for program personnel
Salaries for fiscal staff
Fundraising expenses

Shared Expenses

Expenses that are shared among 
some or all programs and 

functions. These expenses must 
be allocated among functional 

areas on the basis of an 
appropriate methodology

Rent & utilities in a common space
Office supplies
Depreciation

Expense Categories 
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Allocation Methodology

Allocation Methodology

Definition
A method by which costs associated with more than one program or support 
area (administrative or fundraising) are distributed across functions.

Purpose
To allocate expenses in order to determine the true costs of programs and 
cost per unit of services
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Allocating Among Functions

31
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Types of Non‐personnel Can be allocated based on
Occupancy
 Rent
 Utilities
 Cleaning
 Maintenance
 Telephone, internet, 

communications

% of salary dollars
Headcount (F.T.E)
Facilities use studies (%)
Square footage

Interest
Insurance
Depreciation

Asset use (for debt to acquire property)
Loan use (for working capital loans)



Sample Operating Budget
 Program A  Program B  M&G  Fundraising  Total 

Personnel
Executive Director 25,900      16,280      18,500      13,320      74,000      
Program Director 34,000      34,000      -               -               68,000      
Teacher A 55,000      -               -               -               55,000      
Teacher B -               50,000      -               -               50,000      
Bookkeeper -               -               25,000      -               25,000      
Grantwriter -               -               -               20,000      20,000      
Fringe 22,980      20,056      8,700        6,664        58,400      
Non-Personnel
Classroom supplies 12,200      14,600      -               -               26,800      
Snacks 2,200        3,000        -               -               5,200        
Bus rental 2,000        -               -               -               2,000        
Audit fees -               -               9,500        -               9,500        
Conference travel -               -               800           -               800          
Event space rental -               -               -               1,000        1,000        
Event catering -               -               -               3,200        3,200        
Rent 13,011      12,097      3,868        3,024        32,000      
Utilities 2,440        2,268        725           567           6,000        
Office supplies 1,952        1,815        580           454           4,800        
Depreciation 6,262        5,822        1,862        1,455        15,400      
Total 177,944    159,937    69,535      49,684      457,100    

Type 1: 
Specific 
Program 
Expenses

Type 3: 
Specific 
M&G & 
Fundraising 
Expenses

Type 2: 
Shared 
Program 
Expenses

Type 4: 
Shared 
M&G & 
Fundraising 
Expenses

Overhead
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Financial Monitoring

Documentation
of spending

Authorization
for purchases 

Recording
& 
allocating 
expenses 
to the 
correct 
accounts & 
programs

Reporting
accurate, 
timely data 
needed for 
decision‐
making

Monitoring
variances and 
developing 
action plans 
for course 
correction
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Financial Monitoring
Financial Decision‐Making Meetings: Action Steps

Form the team: Include key representatives from Program, 
Development, Executive Leadership, and Human Resources

Establish ameeting calendar with specific dates, times, and 
topics for discussion/decision

Ensure the right data and reports are available 2‐4 days 
prior to the meeting for review by participants

Take note of agreed upon action steps and circulate 
immediately after the meeting
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Financial Monitoring
Monthly or quarterly financial decision‐making meetings 
between Program and Finance staff

Agenda Topics

Budget‐to‐Actual Variances

Rate of spending on contracts

Anticipated future spending/cost control

Completion of activities funded by restricted grants
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Strategies for Success

• Come together across departments to agree upon reporting formats 
and calendar

• Increase inter‐departmental dialogue

• Provide education for Finance team on what it takes to fundraise 
successfully

• Come to agreement on how to categorize revenue (i.e. events vs. 
corporate donations)

• Integrate the donor database and the accounting database

Creating a Team Around the Numbers
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Thank you 
• This session aims to increase awareness.  Attention to the intersection 
of law and finance helps nonprofits improve operations and fulfill 
their responsibilities to stakeholders.

• If your organization believes it needs an attorney, please contact the 
ExponentumTM provider in your area to find out if it is eligible for pro 
bono legal services.

• Visit www.exponentum.org for additional news and national 
educational materials pertinent to nonprofits. 

• Visit www.StrongNonprofits.org for free resources for anyone involved 
in nonprofit financial planning, monitoring, operations or oversight.
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FMA
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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

• 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

@FMA4Nonprofits

/FiscalManagementAssociates

/company/fiscal‐management‐
associates‐llc

Gina McDonald, CPA
gmcdonald@fmaonline.net

www.StrongNonprofits.org

www.fmaonline.net



Exponentum™
Bay Area Legal Services, Inc. (Tampa)
Community Law Project of Chicago Lawyers' Committee for Civil Rights (Chicago)
D.C. Bar Pro Bono Center  (District of Columbia)
Lawyers Alliance for New York (New York City)
Lawyers Clearinghouse (Boston)
Michigan Community Resources (Detroit)
Philadelphia VIP (Philadelphia)
Pro Bono Partnership (Hartford, CT; Parsippany, NJ; White Plains & Central Islip, NY)
Pro Bono Partnership of Atlanta (Atlanta)
Pro Bono Partnership of Ohio (Cincinnati and Dayton)
Public Counsel (Los Angeles)
San Diego Volunteer Lawyer Program (San Diego)
Texas C‐Bar (Austin) 
The Justice & Diversity Center (JDC) of the Bar Association of San Francisco (San Francisco)
Wayfind (Seattle)

www.exponentum.org
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