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Introduction:
Congratulations on your new role as Executive Director!

There is a lot to learn as a first-time nonprofit Executive Director. We hope you’ll find this tool kit
helpful in the first weeks and months. While this tool kit won’t teach you everything you need to
know, and certainly should not be considered legal advice, it is a very good place to start.

Not a new Executive Director? That’s okay, use this tool kit as a refresher!
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Section 1:
ESSENTIAL NONPROFIT DOCUMENTS

In your first few weeks as the Executive Director you should locate, review, take notes on, and ask
questions about the primary documents associated with your nonprofit. We’ll briefly discuss each
document under ACTION STEP #2: Review Essential Documents.

Resist the temptation to jump into your job without doing the necessary groundwork of learning
about your organization’s history and current state of a�airs.

ACTION STEP #1: Find Essential Documents

If you are unable to find them all, ask your Board Chair or former Executive Director. If you are still
at a loss, we will provide guidance on where to request copies of State and Federal documents.

❏ Articles of Incorporation

❏ 501 (c)(3) Determination Letter

❏ Employer Identification Number (EIN)

❏ Bylaws

❏ Annual Report

❏ 990’s from the past few years (if your org brings in
$25,000 or more per year)

❏ Board Meeting Minutes (last 6-12 months)

❏ Board Member List (names, board role, professional
background, start date, term length, and end date).

❏ Policies & Procedures

❏ Mission, Vision, & Core Value Statements

❏ List of Programs and Descriptions

❏ Strategic Plan
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ACTION STEP #2: Review Essential Documents

❏ Articles of Incorporation

The Articles of Incorporation document includes basic information about your nonprofit,
including: name, registered agent, registered o�ce address, membership structure, tax
exemption info, operating restrictions, dissolution instructions, etc.

Beyond listing this basic business information, the Articles of Incorporation demonstrate
that the nonprofit is a separate legal entity from the Board of Directors. Ultimately, this
provides the directors with personal asset protection and the organization with continuity as
the directors move on after the end of their term—both of which are good.

A nonprofit’s articles should be updated through the Secretary of State if significant changes are
made, such as changes to the organization’s name or purpose. Other seemingly less
significant changes may trigger the need for an update, like changing contact names or
addresses.

Your organization’s bylaws will most likely outline how amendments to the Articles must be
made. After following any guidance provided in the bylaws, changes must be approved by the
board, recorded in the board minutes, and then submitted to the Secretary of State.

Annual review of the Articles of Incorporation by the Board of Directors is a nonprofit best
practice. Some boards schedule a review on the calendar each year during the same month to
guarantee they stay on top of this small but important task.

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director

❏ 501 (c)(3) Determination Letter

To receive tax-exempt status, a newly forming nonprofit
must fill out a 1023 Form with the IRS. When approved, the
nonprofit will receive a determination letter from the IRS,
signifying its tax-exempt status.

The determination letter lists whether an entity is a public
charity or a private foundation (the di�erence has tax
implications for you and your donors). It also includes
your Employer Identification Number (EIN) and Data
Universal Number System (DUNS) number.

Photo by Nataliya Vaitkevich from Pexels

https://www.pexels.com/@n-voitkevich?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/tax-documents-on-the-table-6863179/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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Federal public disclosure rules require that you must release a copy of your determination
letter when requested by an individual or business. The most common requests will come
from large donors or banking institutions.

If you aren’t able to find the original letter, request a copy from the IRS by filling out a 4506-A
form.

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director

❏ Employer Identification Number (EIN)

An EIN is a unique 9-digit number (XX-XXXXXXX) assigned to business entities for tax
purposes. Most commonly, the EIN is used when submitting tax documents or applying for
grants. The EIN can be found on a determination letter, 990 copy, or potentially on the
website, GuideStar.

❏ Bylaws

Nonprofit bylaws are the primary board governance policies and procedures for an
organization. The bylaws and Articles of Incorporation are subordinate to Federal and State
law.

However, all other organizational policies and
procedures are subordinate to these two founding
documents.

Since bylaws are a binding document, they should
remain broad instead of granular. However,
well-crafted and regularly updated bylaws will help
your organization run smoothly and avoid internal
conflict or potential legal problems.

Common provisions listed in nonprofit bylaws include: Organizational Name, Purpose, Board
Member Roles, Board Term Limits, Meeting Requirements, Board Composition, Bylaw
Review Process, Conflict of Interest Policy, Indemnification Clause, and Dissolution
Procedures. Other provisions may be included.

As a best practice, the bylaws should be reviewed anytime a significant board decision is made
to ensure the decision is in line with this governing document. Consider including the bylaws
in your Board of Directors’ binder.

https://www.guidestar.org/
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Many boards also formally review the bylaws on an annual basis and update by vote, if
needed. Depending on your state’s laws, you might need to submit these updates to your
Secretary of State and/or IRS.

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director

❏ Annual Report

Not to be confused with the Annual Report sent to donors to highlight yearly achievements,
this report is submitted annually to the Secretary of State (SOS). By submitting the report, you
are letting your state government know that you are still operating.

Organizations that fail to submit the report in a timely manner will be charged a small late
fee and may even be involuntarily dissolved by the SOS. Don’t worry (too much); a nonprofit’s
status can be reinstated anytime during the following five years. However, if the
organization fails to submit an Annual Report for more than five years, a new corporation
must be formed.

Records of submitted Annual Reports can typically be found on your Secretary of State’s
website.

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director

❏ 990 (990, 990-EZ, 990-N)

Most nonprofit entities do not pay federal taxes; however,
most do file an annual 990 with the IRS. For those required
to file, the filing dates are based on whether the
organization runs on a fiscal or calendar year.

If your organization is required to file and does not for a
period of three years in a row, the organization’s
tax-exempt status will be permanently revoked.
Additionally, financial penalties may be applied.

Photo by Monstera from Pexels

You should also know, a 990 is a public document. It provides your donor base with the
opportunity to review your business dealings, including nonprofit revenue, executive
financial benefits, list of Board of Directors, disclosure of conflicts of interest, etc. Most
grantmakers will review an organization’s 990’s during the review period of considering an
application

https://www.pexels.com/photo/entrepreneur-rejecting-offering-from-man-with-outstretched-hand-5849579/
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The type of 990 your organization files is based on the financial size of your organization.
Make sure to double-check that you are filling out the correct form each year. The three
forms are 990 (large), 990-EZ (small-medium), 990-N (very small).

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director

❏ Board Meeting Minutes

The IRS requires nonprofit organizations to keep their board meeting (and committee)
minutes permanently.

This requirement necessitates solid procedures and policies for taking, approving, and
archiving all minutes.  Make a mental note, right now, to look for these instructions in your
Essential Documents. If none are found, discuss the next steps with your Board Chair.

Board meeting minutes are primarily used internally for recordkeeping, to retain
organizational knowledge, and to help clarify decisions. Occasionally, minutes are requested
by external entities for the purpose of conducting an audit, investigation, or court case.

Typically, the Board Secretary is responsible for taking
minutes, sharing a draft shortly after a meeting, and then
requesting the minutes be approved at the next meeting.
The Secretary’s responsibility is made significantly easier
if the Board Chair (with input from the Executive Director)
creates and sticks to a well-crafted agenda for each
meeting.

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director

❏ Board Member List

Nonprofits should keep a list of all active board members, their current board roles, term
start date, term-end date, and professional role “o�” of the board. A combination of this
information will be used on the 990 and/or will be requested by large individual donors or
grant-making organizations.

Why are the IRS and donors interested in the make-up of your board? First, a board is
federally required for all nonprofit organizations. Second, board make-up is often a sign of
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organizational health or unhealth. Third, though rare, a board member may need to be
contacted after they are o� the board if legal issues arise.

Grantmakers want to know if the board is capable of helping move the organization forward,
has a diverse skill set, if they represent diverse groups of people, and if they have the
relationships necessary to successfully fulfill their function as fundraisers for the
organization.

A few other items grantmakers consider when reviewing a board: 1) Are paid sta� (or their
family members) voting members of the board? 2) Is there other evidence of nepotism that
might breed organizational unhealth? 3) Are all board members giving financially to the
organization?

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director

❏ Policies & Procedures

Policies and Procedures (P&P) are subordinate to Federal/State law, the Articles of
Incorporation, and the Bylaws of the organization.

The most basic policies and procedures include Code of Ethics, Confidentiality, Conflict of
Interest, Governance (the aforementioned are usually in the articles & bylaws), Document
Retention, Financial, Whistleblower, and Sta� / Volunteer Management.

Remember, the creation of policies and procedures
is not meant to restrain an organization but to
protect it from harm. Where could this harm come
from? Unscrupulous or even well-intentioned sta�,
board members, volunteers, clients, or donors.

As a newly appointed Executive Director, you should
review the established policies and procedures
regularly. If the organization doesn’t have policies
and procedures (or very many), start writing the
basics, and don’t forget to involve the board if the

policies are in an area of primary responsibility for them. We will provide basic information
regarding the revamping and creation of policies and procedures later on in the toolkit.

❏ Primary Responsibility: Board of Directors when board, legal, or financial in nature
❏ Primary Responsibility: Executive Director when sta� or volunteer related
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❏ Mission, Vision, & Core Value Statements

The Mission Statement is a nonprofit’s North Star and should succinctly answer the following
questions.

● Why does the organization exist?
● Who does it serve?
● What does it do?
● How does it serve?

All future decisions (even great, potentially world-changing ideas) should specifically
answer each question. If your great, potentially world-changing idea doesn’t align with the
mission, you shouldn’t implement it—even if you’ve been o�ered a ton of money by a large
donor or are personally passionate about the idea.

Photo by K Chernaya at Pexels

A nonprofit’s Vision Statement is a big, hairy, audacious dream
describing how the future will be di�erent because of the
nonprofit’s North Star. The Vision Statement might be
unattainable, but it should get your heart pounding with
excitement each morning.

The organizational characteristics that are needed to live out the
mission statement on a daily basis and push hard toward the
vision are called Core Values. These statements should create a
common ethos across the team regarding how work should be
done, how people should be treated, and even who should be
hired (even fired).

Print the Mission, Vision, and Core Value statements out, post them in a prominent place,
and read through the statements weekly, if not daily. The more time you spend dissecting
and understanding each statement, the stronger your organization will become.

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director

❏ List of Programs and Descriptions

Programs and their descriptions aren’t technically essential documents. So why are they on
this list? Because nonprofit programs must be tightly aligned to the essential documents. If and
where they deviate from these documents, your nonprofit is o� course. Attentively reviewing

https://www.pexels.com/photo/serious-woman-in-lenses-in-clinic-5752257/
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programs in conjunction with the mission statement, vision statement, and even the bylaws
will alert you to potential mission drift.

Programs that are not e�ective or don’t support the organization’s mission statement
should be revamped or eliminated, no matter how much you or the board like them.

Learning all you can about the programs your nonprofit o�ers should be one of your primary
tasks during the first several months. Read about, ask questions regarding, and participate in
the programs.

❏ Primary Responsibility: Board of Directors, to ensure e�ectiveness and mission
alignment

❏ Secondary Responsibility: Executive Director, to ensure implementation

❏ Strategic Plan

If your organization has a current strategic plan, this plan is crucial to your success. It should
be considered your marching orders for the remainder of the plan’s board-determined
lifecycle.

There are many strategic plan philosophies. Some call
for a 3-5 year strategic projection. Others support
real-time strategic planning for a rapid-response
world. There is a place for both projecting out (who do
we want to be in three years) and responding to an
ever-shifting world.

Photo by A Tarazevich at Pexels

Thoroughly review the plan, ask the board about the progress already made in each area, ask
for documentation of the progress (and review), provide the board with feedback regarding
any line items that appear to be at a di�erent status than formally reported, and (if
necessary) recommend due dates be pushed back or projects tabled due to the Executive
Director transition.

Once you have a full understanding of the plan and how to move forward create monthly or
quarterly S.M.A.R.T. goals written specifically to keep you moving forward on the strategic
plan.  In short, S.M.A.R.T. goals should meet the following criteria (additional information
can be found with a simple internet search):

● Specific (simple, sensible, significant)
● Measurable (meaningful, motivating)
● Achievable (agreed, attainable)
● Relevant (reasonable, realistic and resourced, results-based)

https://www.pexels.com/photo/goal-lettering-text-on-black-background-5598296/
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● Time-Bound (time-based, time-limited, time/cost limited, timely, time-sensitive

S.M.A.R.T. goals may be developed by the board or other sta� members if they have primary
responsibility for the project. Make sure you communicate with all people sharing
responsibility for a particular goal. Shared goals may be a�ected by the work and timelines of
team members’ other, competing goals.

❏ Primary Responsibility: Board of Directors, to set direction
❏ Secondary Responsibility: Executive Director, to provide operational context and

bring ideas to the board

ACTION STEP #3: Create Essential Documents Calendar

The nonprofit board should have access to and
formally review the essential documents on a regular
basis. Some documents (such as the 990) have
federally mandated annual submission dates. If your
board does not have an Essential Document Review
Calendar work with the Board Chair to create one. The
calendar can be as simple as a word document that
resides in each board member’s binder.

❏ Primary Responsibility: Board Chair
❏ Secondary Responsibility: Executive

Director

ACTION STEP #4: Consider Essential Document Updates

Even though many of these action steps are the primary responsibility of the board, the Director
plays the role of “living out” the essential documents in the everyday operations of the
organization.  After careful review of the essential documents, it may be overtly clear that some are
outdated. Work with the Board Chair to determine when to bring these outdated documents to the
entire board.

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director
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ACTION STEP #5: File Essential Documents

An Executive Director is responsible for maintaining an
appropriate filing system (as directed by the board of directors)
for all of the essential documents. If an appropriate filing system
is not already in place, now is a good time to create one!

❏ Primary Responsibility: Board of Directors
❏ Secondary Responsibility: Executive Director
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Section 2:
ROLES, RESPONSIBILITIES, RELATIONSHIPS

Entire books, websites, and degree programs are dedicated to educating individuals about nonprofit
roles, responsibilities, and relationships. This tool kit is simply a primer and not intended to be
exhaustive. It will alert you to topics that you may need to read more about. The section titled
“Resource Lists” will provide you with additional resources on these topics.

That being said…

Develop Healthy Board / Executive Director Relations

Healthy relationships are always based on common understanding. If assumptions di�er,
expectations di�er. Where expectations di�er, conflict is sure to follow.

Therefore, the first step toward building a healthy board/executive director relationship is to
develop a common understanding of 1) the board type 2) the individual roles and responsibilities of
the board and director.

5 Board Types

Conflict may arise if there are di�ering understandings of the board type.

photo by fauxels from Pexels

There are five di�erent types of boards. These types
are best suited for nonprofits of di�erent ages, sizes,
and sta�ng structures. From our experience, Type #3
or 4 tend to function best for most organizations, past
the start-up phase.

Read through the types below to identify your board
type, then talk to the Board Chair to verify that you’ve
identified the board type correctly. If disagreement
exists on the type or if the type should be updated
based on the current structure of the organization, it
should be discussed by the entire board.

If a change is approved, the bylaws, board member job descriptions, Executive Director job
description, and policies and procedures may also need to be re-written and approved by the board.

https://www.pexels.com/photo/person-holding-black-remote-control-5816298/
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❏ #1 Board as Sta�:

This board type DOES the work of the organization. The type is most often seen during the
start-up phase of an organization when the nonprofit has either limited or no sta�. The
work for this board type is intense. Often the organization will stay small to preserve the
sanity of the board or they will hire sta�. Once sta� is hired, the board usually moves to
another type, as it should.

❏ #2 Board as Managers:

We see this type most often in small nonprofits with an Executive Director (who is not the
founder) or another sta� person who has been given limited responsibilities due to time or
skill restraints. The board then SUPERVISES the operations while leaving the day-to-day
tasks with the sta� person.

❏ #3 Board as Directors:

With this type, the board DIRECTS. The sta� has the skill base and numbers to manage
operations and meet organizational goals set by the board. It is generally accepted in types
3-5 that the board keeps its fingers out of the day-to-day operations of the organization.
However, the board continues to measure program and Executive Director success by setting
goals that are Specific, Measurable, Attainable, Relevant, and Time-Bound.

❏ #4 Board as Governors:

A board of directors GOVERNS the work of the organization. This type of board provides
counsel to the Executive Director. The Executive Director manages all long-term goal
setting, strategizing, and day-to-day operations.

❏ #5 Board as Advisors:

These board members AFFIRM the work of the organization through endorsement. One
could call it the “rubber stamp” board. It is easy for an organization to fall into this unhealthy
pattern when the founder is the Executive Director or the organization is large and
established. Boards of this type typically lack the feedback and involvement that help keep
the Executive Director accountable, causing the organization to be run as a “one-man
show.” Another easy pattern to fall into is for the Executive Director (or any paid sta� person)
to be a voting member of the board. If your organization is in either of these situations, we’d
encourage your board to begin transitioning away from these practices.
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Board of Directors Roles & Responsibilities

Once the board type is determined, a deeper understanding of the responsibility of the board (as a
collective) is essential.

The Board of Directors brings vision for the future, oversight, strategy, and fiduciary care to the board
room table. No matter the board type, a board member is responsible for:

❏ Duty of Care

Requires that each board member is engaged in the work of the board by attending,
preparing for, and participating in meetings. This includes reviewing financials, asking
questions, requesting more information (if it is needed to make a decision), and
guaranteeing the organization is meeting all federal and state filing requirements.
Essentially, the duty of care asks, “Is the board member acting in good faith in a way that any
other responsible party would act?”

❏ Duty of Loyalty

Expects that the board member will serve in a way consistent with the needs of the nonprofit
instead of seeking her own interest. This requires being a stickler about disclosing conflicts
of interest, avoiding personal gain, and maintaining confidentiality. It is also why paid sta�
members or family members of paid sta� should not be voting members of a board (even if
the sta� member is the founder).

❏ Duty of Obedience

Assumes the board member will be “obedient” to the mission, uphold bylaws (and other
policies), and act in a way that is consistent with central goals. This can not be done if the
mission, vision, bylaws, etc. are not kept in view at all times.

Beyond these three umbrella responsibilities, boards have additional roles
that they fulfill within the organization. The roles and responsibilities
listed below align best with Board Types #3-4 discussed earlier. Board
Types #1-2 have additional responsibilities typically associated with the
Executive Director, and Board Type #5 has fewer responsibilities.

It is worth repeating that the board (as an entity) brings vision for the
future, oversight, strategy, and fiduciary care to the organization. All
their roles and responsibilities feed into these primary objectives.

Photo by Alexandre Alexandre Rizzon
from Pexels

https://www.pexels.com/@alexandre-alexandre-rizzon-107929377?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/grayscale-photo-of-child-holding-umbrella-9568338/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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❏ Establish and Uphold the Mission and Purpose

It is the responsibility of all board members to understand and make decisions through the
lens of the mission statement to avoid “mission creep.”

It is a natural assumption that mission creep occurs only when a board is lazy or uninvolved.
However, organizations at their peak often “creep” out of the desire to become bigger or
more influential. Mission alignment requires diligence and restraint. The board should
review the mission statement regularly—especially when making decisions.

Mission and Vision Statements often answer the questions: Who do we serve, Why do we serve,
How do we serve, and Where do we serve?

❏ Hire, Oversee, and Evaluate Executive Director

The board oversees one employee, the Executive Director. The Executive Director oversees
and manages all other sta�.

The board isn’t just responsible for finding and then hiring an Executive Director. The board
(as a collective) oversees and evaluates the work of the Executive Director. This means they
create a clear job description and conduct annual reviews using specific, measurable, and
attainable criteria.

❏ Provide Financial Oversight

Not every board member needs to be a financial
wizard. However, every board member has
financial responsibility.

Those without a financial background should be
willing to learn, ask questions, and generally grow in
this area of work. The board is responsible for
setting and monitoring the budget based on
organizational income. At least on a monthly
basis, the board should review the budget and
Statements of Activity and Financial Position.

The board is also charged with preventing fraud or
theft by developing and writing financial policies.

Photo by Anthony Shkraba from Pexels

https://www.pexels.com/photo/person-holding-black-remote-control-5816298/
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❏ Ensure Adequate Financial Resources

Photo by Karolina Grabowska from Pexels

Many board members are not aware that they should be
intimately involved in fundraising, donor relations, and
giving during their term. It may be di�cult to engage board
members in these activities if they came on board
“unaware”; therefore, it is always best to set clear
expectations when prospecting new board members.
Prospects who are uncomfortable with even one of these
activities are probably not the right candidates.

For a little more context: Grantmakers often ask if 100% of
the board gives to the organization. Foundations also look at
how much the board gives to assess board confidence. A
board member should make the organization they
represent one of their top three personal giving priorities.

❏ Ensure Legal and Ethical Integrity

Ultimately, it is the responsibility of the board to ensure all federal and state paperwork is
submitted on time and accurately, exact meeting minutes are kept, the organization is in
compliance with laws and regulations, and a code of ethics has been established and is being
followed.

❏ Ensure E�ective Organizational Planning

The Board is responsible for establishing, measuring, ensuring resources for, and
monitoring the progress of short-term and long-term strategic plans. The Executive
Director is responsible for providing valuable insight into the strategic planning process and
the execution of the strategic plans that are operational in nature.

❏ Recruit and Orient New Board Members

The board is responsible for duplicating itself and ensuring new members are brought up to
speed. A board of warm bodies won’t help an organization grow and flourish. However,
members that are carefully chosen for their skills, connections, willingness to serve, and
heart will propel the organization forward. Therefore, the board should set clear
expectations during the prospecting phase (giving, fundraising, meeting attendance, etc.),
develop a comprehensive board training packet (including board member job descriptions),
and provide new members ongoing mentorship by a senior member of the board.

https://www.pexels.com/@karolina-grabowska?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/black-envelope-with-cash-dollars-on-marble-table-4386368/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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❏ Assess Board Performance

Anonymous annual self-assessments provide opportunities for a board to celebrate their
strengths and shore up weaknesses. Assessments should be based on the roles and
responsibilities of the board as well as overall engagement levels. Online samples are
available to help a board create this tool if one is not available.

❏ Enhance the Organization’s Public Standing

Each board member should be a passionate, vocal advocate of the organization. Can you

imagine the public recognition multiplication
factor if each board member engaged in this
area? Instead of one voice, add five or eight or
12. Board members should be well versed in the
mission, vision, current accomplishments, and
even current needs. Armed with this
information board members can sit down with
potential donors over co�ee, speak at public
events, or write a letter to a friend.

Photo by freestocks.org from Pexels

The Executive Director and Board Chair are responsible for educating and providing
resources to the rest of the board so that they can confidently fulfill this role.

❏ Determine, Monitor, and Strengthen the Organization’s Programs and Services

First and foremost, all programs and services should be strongly aligned with the mission and
vision of the organization. It is the board’s responsibility to ensure this occurs.

Secondly, the board is responsible for monitoring the success of each program and service.
However, developing an evidence-based program with longitudinal studies is often outside
the reach of the small nonprofit. Even if your nonprofit adopts an evidence-based program
from an outside source, the board needs to monitor local e�ectiveness. To do this, the board
should determine both valuable and trackable metrics, then ask the Executive Director to
report on these numbers. By the way, these metrics are great to share with donors!

Last, the board should use the alignment review and metrics to determine what programs
and services need to be strengthened or even abandoned. Abandoning programs and services
that are no longer needed, successful, or that don’t align is especially di�cult but will
ultimately strengthen your organization.

https://www.pexels.com/@freestocks?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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Executive Director Roles & Responsibilities

Photo by Meraki Photos from Pexels

Imagine making your favorite cookies with a friend after
dreaming about whipping up a batch all week. Both of you
(unbeknownst to the other) add the flour. The dough seems
sti�er than normal, but you keep on stirring. Small, delicious
lumps are carefully placed on the cookie sheet and placed in
the oven. The timer goes o�, you wait a reasonable amount of
time before taking a bite. Ugh. What is this dense, cakey mess?

Remember, great board/director relationships (and cookies)
are contingent on knowing who is doing what. Things always
turn out better that way.

The primary role of the Executive Director is operations,
operations, operations. While the board should set reasonable
benchmarks and hold the executive accountable for meeting
the benchmarks, the only time the board should be involved in
the day-to-day operations is:

● during the start-up phase (Board Types 1 & 2),
● in a volunteer (non-board) capacity, or
● if the entire board has determined the Executive

Director doesn’t have the necessary skills to move the
organization forward. *

Unlike the board’s roles and responsibilities, an Executive Director’s role is not static due to the
ever-changing needs of the organization. It’s much more di�cult to provide a punch list that fits
every Director.

An organization’s daily operations, and therefore the Director’s responsibilities, include the essential
tasks that keep the doors open. Tasks include:

● tracking incoming and outgoing funds
● managing sta� and volunteers
● executing strategic goals
● building donor relations
● helping the board fulfill their roles
● fundraising
● maintaining mission alignment
● executing and evaluating programs.

https://www.pexels.com/@meraki-photos-3596636?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/cookies-on-a-plate-and-a-glass-of-milk-5379541/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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These responsibilities should be documented specifically in your job description. It is a good idea to
keep your job description easily accessible. Review it often. Ask yourself if you are fulfilling all the
key expectations.

An Executive Director’s job description expands and morphs whenever a strategic plan is
developed. The plan is a blueprint for your daily, monthly, or quarterly activities. This doesn’t mean
your job description is null and void or that you should stop focusing on operations.

There are a plethora of great books on leadership and very few on nonprofit executive roles and
responsibilities. Executive Directors should commit themselves to regular reading and goal setting.

* If an Executive Director is consistently not meeting the expectations set by the board, the board should
begin investigating why. Are the goals too aggressive? Does the Executive Director have too many
responsibilities? Does the Executive Director have all the necessary resources (financial, software,
personnel...) to achieve the goals? Do areas of weakness need to be addressed through training or by
hiring a support person? If the Board determines the “why” to be a lack of executive skill or
training, the board may need to temporarily move into the Type #2 board style or eventually replace
the Executive Director. If replacement is the answer, the board needs to ask if they are able to
attract an Executive Director of the needed skill level with the o�ered compensation package. If not,
the board again may need to move into the Type #2 board style.

Donor Relations

Donors are important members of the nonprofit team. Building
a relationship with them is crucial to the success of the
organization.

Whether maintaining or soliciting new donors, remember you
are looking for people who have the same passion or heart for
your organization as you do. This passion and heart might take
some time and education to cultivate, but ultimately you want
donors giving because they are convinced the world is better
with your organization in it. If someone has a passion for
antique cars and your organization is all about vintage tube
socks, celebrate their passion, invite them to receive a
newsletter (i.e., educate them), and then move on. Photo by Liza Summer from Pexels

The Executive Director and the Board play a role in making sure donors feel appreciated and well
informed. Donors who are strategically wrapped into the life of your nonprofit will stay longer and
contribute more. It is far easier to keep donors than to attract new donors. Both need to happen.

https://www.pexels.com/@liza-summer?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/crop-anonymous-person-showing-donation-box-6348119/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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❏ You need to understand why your donors contribute and then speak to their “why.”

❏ Make it easy for donors to give monthly.

❏ Create an engagement strategy based on giving levels.

❏ Everyone should receive regular written updates.

❏ Some should receive an occasional handwritten note or phone call.

❏ Others should also be invited to an occasional co�ee or even dinner and perhaps
personally informed before major decisions are announced.

❏ Remember, a $100 monthly donor gives more annually (and most likely over a
lifetime) than the one-time $1,000 donor. In fact, they may give more than the
one-time $5,000 donor, over time.
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Section 3:

MAINTAINING MISSION ALIGNMENT &
ORGANIZATIONAL INTEGRITY

At this point, you may be asking yourself, “Didn’t we already cover this information in the
responsibilities section of the toolkit?” Our answer to you is, “Why, yes we have!” and “Kudos to
you for thoroughly reading!”

In Section 2 of the tool kit, our focus was on specific roles and responsibilities. In this section, we’ll
dive a little deeper into how the board and Executive Director should be practically thinking about these
topics. However, since this tool kit is intended as a primer, we will only be giving you a taste. If you
want to go even deeper, more resources are available at the end of this tool kit, and even more are
on the Gianforte Family Foundation website.

❏ Board Responsibility: Establish and Uphold the Mission and Purpose
❏ Executive Director Responsibility: Commit to the Mission and Support the Board’s Work

Aligning with Mission, Vision, Core Values

Avoid the Drift

There are plenty of buzzwords in every industry. In the nonprofit
sector, one of them is “Mission Drift.” While buzz words (or
phrases in this case) can seem overdone, it’s hard to imagine how
“Mission Drift” possibly could happen. In fact, it may be the
biggest danger to your organization, besides a weak or
disengaged leadership.

So, how do you avoid the dreaded drift? First, you need to
understand why it happens and then how to intentionally combat it.

Per Peter Greer, author of (you guessed it) Mission Drift: The
Unspoken Crisis Facing Leaders, Charities, and Churches, a top drift
risk for a nonprofit “is chasing the money.” To make his case,
Greer cites a century-old story about acclaimed philanthropist
Andrew Carnegie (b. 1835- d. 1919).

Photo by Erik Mclean from Pexels
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Carnegie committed a significant amount of dollars to struggling schools and universities.
However, the gift had a catch: Any school requiring students to sign a statement of faith was not
eligible to receive the grant. What was the result? Schools like Brown University, Dartmouth,
Oberlin College, and others changed their policies and ultimately the trajectory of their schools to
receive the funding. Today, none of these schools identifies with their Christian heritage.

This example may sound rare (believe us, it’s not). Similar examples are still occurring 100 years
later.

So, how does an organization combat “mission drift”? The answer is going to sound ridiculously
simple. Know, love, and practice your mission and then surround yourself with a board of directors
that also knows, loves, and holds you accountable for putting the mission into practice. Sounds
simple, right? Well, not so much. Remember, mission drift is real. Its existence is a very present
danger for your organization.

Know, Love, and Practice Your Mission

Know your story.

Each nonprofit has a story, usually a powerfully
compelling one. The history of an organization
coupled with mission clarity is essential to this story.
A deep understanding of both history and mission
will free you up to do the work you have been
commissioned to do and restrict you from doing any
other work - thereby preventing mission drift.

Here are some steps you can take to learn your
organizational story.

Photo by Suzy Hazelwood from Pexels

STEP 1: Learn your history.

This step is simple - if there is already a written organizational history. If there isn’t, more time,
care, and research are needed. Either way, learning your history should be fun and inspiring! AND, it is
the perfect opportunity to invite the original founder/s into a conversation - if they are still living.

Digging into the history of your organization will help you understand the original intent of its
founding. Why is it important? Original intent provides insight into the meaning of the mission
statement, and therefore is part of the compass that directs organizational decisions. Additionally,
the historical story will inspire future leaders and donors to stay the course.

https://www.pexels.com/@suzyhazelwood?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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To get started, here are a few questions you’ll want to answer from the written history, a founder,
long-time employee, or old newsletters:

Who started it? When? What were the circumstances around the founding? What problems were
the founders trying to solve? Who did the founder specifically want to serve? Where was the
geographic service area? Was the geographic location critical to the mission?  What sacrifices did
they make? What programs did they implement? What was the reasoning behind the specific
programs they implemented? Have there been significant shifts in the organization throughout its
history? What were they? How did these shifts change the original intent?

STEP 2: Dissect your mission statement.

Every word of your mission statement matters. These words are your North Star! Remember to go
beyond the Webster definition of the words and use your knowledge of the organization’s history to
understand the words.

To show you how to dissect your mission statement, we will walk you through an example. The
nonprofit we selected is not a grantee of our foundation. They were chosen for their simple,
specific, easy to dissect mission statement, and deep understanding of their history.

Team Rubicon unites the skills and experiences of military veterans with first responders to
rapidly deploy emergency response teams.

To dissect the Team Rubicon (TR) mission statement, we are going
to ask several questions of it.

● WHO do we serve? military veterans & first
responders

○ Team Rubicon serves vets and first responders,
who in turn serve those experiencing an
emergency. The specific “who” that the
veterans and first responders serve are the
“most vulnerable and at-risk” individuals.
While this is not made clear in the mission
statement, knowing TR’s founding history
(detailed later on) reveals this was at the heart
of the organization’s founding. When
dissecting your own mission statement
determining “who serves who” (if applicable)
is part of staying mission-focused.

Photo by Katerina Holmes from Pexels
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● WHAT do we do? unite the skills & experiences of vets & first responders / deploy
emergency response teams

○ Once a nonprofit knows “what” they do (in this case: unite and deploy) they
should review all programs and plans by asking, “Does this program/plan help
us unite or deploy?” If the answer is “no,” the nonprofit may be o� mission.

● WHEN do we serve? not answered

○ Some might say the “When” is during an emergency. However, we would argue
that the “emergency when” is for the veterans and the first responders. The
“When” for the TR team is ongoing in preparation for the emergency.

● WHERE do we serve? not answered

○ We are on the fence with this one. One could look at the word “deploy” and
answer “anywhere there is an emergency.” Or it could be argued that the
“where” in this case belongs to the veterans and first responders. We tend to
lean toward the latter.

● HOW do we serve? rapidly

○ There are undoubtedly other “hows” for Team Rubicon, but “rapidly” is their
mission-critical “how.” The work they do year-round must be focused on
making sure they can deploy teams quickly during a crisis. This means their
training, processes, board governance, funding, partnerships, etc. should be
free of anything that keeps them moving - now.

● WHY do we serve? to rapidly provide aid during emergency situations by deploying
two groups that are already uniquely skilled to get the job done.

○ Team Rubicon’s mission statement speaks to their “Why.” Below is their
history to prove it.

○ “January 12, 2010. A 7.0 magnitude earthquake shakes Port-au-Prince. In
moments, hundreds of thousands were injured, infrastructure and buildings
were destroyed, countless were made homeless. In the days following, many
traditional aid organizations were slow to establish relief e�orts, citing
dangerous and unstable working conditions. Troubled by the scenes in
Port-au-Prince and the lack of proper aid, two Marines, Jake Wood and William
McNulty, decided to act. Gathering supplies and volunteers, the small group of
veterans, first responders, and medical professionals deployed to Haiti in the
days following the earthquake. The small group focused on populations often
overlooked or underserved by traditional aid organizations. By applying
medical and leadership skills honed by years of service in the military, Team
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Rubicon provided aid to thousands of survivors of the Haiti Earthquake. From
this initial operation, a larger organization grew, one committed to helping
underserved communities impacted by disasters.”  - Team Rubicon website

Now, it’s your turn to dissect your Mission Statement. Use the same format used for Team Rubicon.
Make sure to work through possible misinterpretations of your mission statement. For example,
Team Rubicon needs to keep their “who” clear at all times, or they will go o�-mission. If you run
up against similar roadblocks, ask a sta� member or board member to work through the process
with you.

Once you are done dissecting your mission statement,
What should you do if it misses the mark? AND, how can
you tell? Let’s start by answering the latter.

Typically, Mission Statements that miss the mark…

● Don’t answer Who, What, How, or Why. The
result will be a statement that:

○ lacks passion and purpose

○ lacks boundaries of service

○ makes mission-critical decision making
di�cult

● Are filled with jargon. The result will be a statement that:

○ lacks clarity

○ is cliche

○ is not memorable

○ obscures the Who, What, How, or Why

● Mixes the Mission and Vision Statement. The result will be a statement that:

○ focuses on the world you dream about creating instead of the work you will do to reach
your dream.

● Are longer than one sentence or more than 20 words. The result will be a statement that:

○ lacks clarity (or)

○ is too specific, therefore lacking flexibility of service

○ is not memorable
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What do you do if your Mission Statement misses the mark…

This is a tricky question. Below are a few options. These options are not mandatory and should be
approached with discernment and care.

● Keep it, if your mission statement answers Who, What, and either How or Why.

● Keep it, if there is disagreement on the board level or if there are bigger issues for the
nonprofit to solve.

If either “Keep it” is your situation, you may want to create additional internal clarity by answering
Who, What, When, Where, Why, and How in a non-binding document that is reviewed by and
approved by the board. Make sure this document aligns with historic decisions within the nonprofit
and the existing founding documents.

● Change it, if your organization is ready to go to the next level, the board is ready to do the
work required to change the mission statement, and you’ve discussed the possible changes
with key donors.

Changing your mission statement isn’t as simple as writing a 20-word sentence. By-laws, Articles of
Incorporation, notifying the IRS, rebranding, talking to donors, and making sure that donations are
used as originally requested (under the original mission statement) also will need to be addressed.

STEP 3: Ask WHY, again and again.

A good story is told with knowledge (historical “WHY”), passion (personal “WHY”), and tailored to
its audience (donor “WHY”). Because we’ve already discussed the historical “WHY,” let’s skip to
the remaining two, which should be tightly aligned with the mission.

1. Know the historical WHY. Done!

2. Know your personal WHY. As a leader, you need to understand the part of the mission that
gets you up and moving every morning. Perhaps you have a specific task that moves the
mission forward or personal connection to the mission. Either way, your WHY is deeply
personal and will keep you motivated during di�cult times. Additionally, leaders that are on
fire for a WHY are also the leaders that will keep the organization on mission while gaining a
following. Which leads us to...

3. Know your donor’s WHY. It is important to passionately and articulately communicate your
organization’s WHY and invite donors into that specific WHY. But you also need to
understand WHY your donors give and then speak to their “why.” Speaking to a donor’s WHY
is not an invitation to drift from your mission. In fact, a donor (no matter how big) should
never have this level of power.
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Love your story.

In fact, be willing to die for it. (Organizationally or politically
speaking, that is.) All key personnel and volunteers (interpret this
as your board) must know and love the mission. It is impossible for
any of these players to be lukewarm about the mission without
experiencing mission drift.

What happens if a key player is lukewarm or worse? It is usually
more appropriate to ask the individual to leave the organization
than to deconstruct the mission statement. However, before
handing out a pink slip, make sure their frustration is really about
the mission. The issue may be about poor practices or corrosive
personalities (even if the toxic person has left the organization)
that are impacting how the mission is “lived out.”

Photo by Karolina Grabowska from Pexels

Practice your story.

Some organizations are quick to say that they love their story, but in practice find it ine�cient or a
barrier to growth.

For example, let’s say your mission statement commissions your nonprofit to develop deep
relationships with the clientele but the board wants to scale impact, quickly. The board realizes that
the volunteers in your small community are tapped out. To overcome this volunteer shortage
barrier, the board proposes taking all the programs online. They excitedly exclaim, “We could
provide 100s or 1,000s more people with our services!” While reaching more people is exciting and
potentially life-saving - is it on mission? No. In fact, as an Executive Director who loves the story,
you might argue that deep relationships are not only missional but a key to true human flourishing
and can not be replaced.

Practicing your story may not mean defending it, but it always means choosing it...every single day.

Intentionally, hire sta� and bring on board members who are fully aligned with your mission.
There is no room for guesswork or believing “Bill is a good guy” or “Susan has mad skills.” You
want people of character with competencies that support the work that needs to be done. However,
a higher priority is that they are not wishy-washy when it comes to the mission. They can’t just like
the mission, they need to love it.

Practicing your story may mean defending it, choosing it, it may also include educating others about it.

As an incoming Executive Director, you may find that it has been a while since your mission
statement story has been practiced. Surprisingly, there may even be hostility toward practicing it.

https://www.pexels.com/@karolina-grabowska?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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Perhaps there is fear that the mission is too bold, too hard to accomplish, or simply no longer
relevant. Perhaps, past leadership was inattentive to the mission and the knowledge of it was lost.

You could take the house down, demand that the mission be practiced to the tee. Or you could start
educating your sta�, board, volunteers, and donors by telling your story (once you know it).

Photo by Yaroslav Shuraev from Pexels

Tell your story.

Good leaders share good stories that ignite the heart and
imagination of those that they lead. Tell your story often - at every
meeting, if necessary. People want to be part of something that will
make a di�erence in this world. Some people will start falling in love
with the story just because you love the story. Some will decide it
isn’t the story they want to hear. That’s okay. Wish them well and
let them find another story at another nonprofit.

Before you tell your story, make sure you know it, make sure you
love it, make sure you practice it.

Vision Statement

How will the future be di�erent because of your nonprofit’s North Star? Asking yourself this question
should make your heart skip a beat. A Vision Statement, unlike the Mission Statement, can be easily
changed by board vote.

Keep the vision out in front of you, your sta�, and your board. It’ll keep you stretching, reaching,
and striving.

Core Values

Core Values aren’t just a list of inspirational statements that live on your website or hang on the
wall over your desk (though they should be in both places). Core Values are realistic,
culture-forming statements that answer the question, “How do we behave?” This includes how
work should be done, how people should be treated, and even who should be hired (or fired).

To answer “How” well, make sure your statements are actionable. Some organizations want the
world to know that they value their participants so they create a Core Value of People. What does
this term mean? How does the Core Value of “People” change my behavior? Can I be held

https://www.pexels.com/@yaroslav-shuraev?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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accountable to “People”? Likewise, idealistic terms like “Inspiring” sound exciting, but how can
you hold a sta� person accountable to “Inspiring”?

Perhaps better Core Values than “People” or “Inspiring” that also capture the culture of your
organization might be:

● We LISTEN carefully to our neighbors’ stories.
● We RESPECT our neighbors’ perspectives.
● We ENCOURAGE our neighbors to do the next best

thing.

Patrick Lencioni’s book, The Advantage, is a great
step-by-step resource to help you develop Core Values,
integrate them into your everyday work life, and hold
everyone on your team accountable.

Photo by Alexandr Podvalny from Pexels

Ensuring the Quality and Effectiveness of Programs

❏ Board Responsibility: Determine, Monitor, and Strengthen the Organization’s Programs and
Services

❏ Executive Director Responsibility: Ensure the Quality and E�ectiveness of Programs and
Support the Board’s Work

As mentioned earlier, learning all you can about your nonprofit’s programs should be one of your
primary tasks during the first several months. Read about, ask questions regarding, participate in,
critique overall e�ectiveness of, and make necessary adjustments.

It is assumed, at this point,  you have read all the supporting program documentation. If not, please
collect and read any literature you can find.

The next steps are to ask clarifying questions (of yourself or others) and critique the program.

To help you accomplish these steps, we have provided you with a list of questions. Take time to
actually write down well-thought-out answers (i.e., resist the temptation to jot down binary
answers). Why? You may want to use your notes later on at a board meeting, in a donor newsletter,
or to brainstorm program tweaks with sta�. Please note: These questions are also useful for creating
new programs.

A few questions in this section may require program attendance to answer.  As the sta� person
responsible for operations, reporting on program e�ectiveness to the board, and helping donors
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(and your community) understand the organization’s value - it only makes sense to participate in the
programming.

Words of caution: No one likes to be observed or critiqued. When you walk through the door, the
natural assumption of sta�, volunteers, and participants will be that you are there to critique.
While this is one reason for your program attendance, a greater reason should be your own
education. Your program participation should come with humility, curiosity, and respect for those
who have poured hours, weeks, months, years, and most probably tears into running these
programs. The truth is, your program leaders and the participants have deep insight into the
program. Make sure you listen to them. You should never assume their methodologies are wrong
unless you first understand why the methodologies are being used.

Questions:

  Photo by Olya Kobruseva from Pexels

❏ Why does our community need this program? (State as a
problem that needs to be solved.)

❏ How will this program make our community a better
place?

❏ Does the program fully support our mission and vision
statements?

❏ Yes? Describe how the program fulfills each
section of the statement, then move to the next
question.

❏ No? Then,

❏ List ways the program is not in alignment.
(e.g., serves folks outside of the service area
or demographic, provides help that is not
mission aligned).

❏ Are there specific ways the program could
be tweaked to regain mission alignment? If
so, what tweaks?

❏ Do the program sta� and volunteers exemplify Core Values in both program administration
and execution?

❏ If yes...jot down how they fulfilled each Core Value and use this information to
encourage program leaders and brag to the board about your team.

https://www.pexels.com/@olyakobruseva?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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❏ If no...answer the following.

❏ Which Core Values are being exemplified? (It is always important to focus on
the positives.)

❏ Which Core Values are not being exemplified? How were they not lived out?

❏ What training might be needed to help sta� or volunteers understand
how to live out the Core Values?

❏ Should processes or procedures be added or subtracted to help rectify the
problems you witnessed?

❏ Do sta� and volunteers possess the necessary talents and knowledge to e�ectively lead the
program?

The answers you just jotted down are critical to your organization’s health. Here is a tough truth. If
the program doesn’t align (and can’t be made to align) with the mission or vision, it should be
abandoned by your organization. However, this decision cannot be made in a vacuum. Your
observations should be thoughtfully developed and then brought before the entire board for
discussion.

Photo by cottonbro from Pexels

Most of the time, areas of Core Value weakness can be rectified
without an awkward conversation or discipline. Bringing the
list of Core Values (consistently, week after week)  into your
regular sta� meeting and casting a positive vision of how the
organization will look if consistently upheld often does the
trick.

Role-playing exercises can be a fun way of learning how to live
out the Core Values. Keep it fun, keep it light, cast vision, and
live out the Core Values yourself.

Whether you have major concerns regarding the program’s
alignment with the Mission, Vision, and Core Values or not,
dive into the next set of questions. They will provide a fuller
picture of the state of the program and will provide deeper
insight for possible board discussions.

❏ When did the organization start o�ering the program?

❏ How often is the program o�ered? (e.g., 1 hour per week for 6 weeks, 2x’s per year)
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❏ Who are the program participants? (Demographics)

❏ How many participants are impacted by the program per year?

❏ Have participant numbers increased or declined over the past several years? Why?

❏ How much does the program cost? How much is spent per participant?

❏ If costs are high, how do you want to adjust this? (Reduce costs, increase participant
numbers, etc.)

❏ Depending on your answer, what strategies need to be employed to adjust the cost per
participant? (Eliminate overhead, expand or improve marketing e�orts, etc.)

❏ Based on the answers above, do we have too few, too many, or just the right number of
participants?

❏ What can be done to better manage the high volume of participants?

❏ Do we need to o�er additional time slots or increase the bar for participation?

❏ What are the time, budgeting, and sta�ng implications of making these
decisions?

❏ What is driving the lack of participants? (getting the word
out, sta�ng or space capacity, general disinterest…)

❏ What needs to be done to turn the tide? (Can/should
the tide be turned?)

❏ Do we have all the resources needed to execute our
plan (budget, sta�, talent)?

❏ What will it take to gather all the resources needed?

❏ Does the program align with our most recent strategic
plan? (for new program initiatives)

❏ What are the top 2-4 objectives of the program? Is each
objective being met successfully? How do you know?

Photo by Dids from Pexels

❏ What is the program methodology?

❏ What steps are participants taken through?

❏ What knowledge, skills, results are participants asked to achieve?

https://www.pexels.com/@didsss?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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❏ How are these achievements measured?

❏ What is the program setting? Classroom, mentoring, workbooks, lectures, casework,
on the job training.

❏ Is the program setting optimal for the goals participants are trying to achieve?

❏ What are the industry-standard best practices for similar programs?

❏ Are we utilizing these best practices?

❏ If not, how are we not, and why aren’t we?

❏ Is our program evidence-based?

❏ If yes, what are the proven outcomes?

❏ Is our program achieving similar outcomes? Are known areas of non-program
compliance negatively impacting the outcomes?

❏ If our program is not evidence-based and a similar evidence-based program exists,
what are the pros and cons of switching?

❏ What are the expected participant outcomes?

❏ What are the specific tracked outcomes?

❏ How are the outcomes gathered and
measured? Is the gathering process
consistent, e�cient, e�ective,
reportable?

❏ Are the outcomes tracked long term?
(after the participant exits the program)

❏ Should additional participant outcomes
be tracked?

Photo by cottonbro from Pexels

❏ Do procedures or processes need to be implemented to easily, e�ciently, and
e�ectively track outcomes?

❏ What is our program participant satisfaction rating?

❏ Does the participant survey ask the correct questions?

https://www.pexels.com/@cottonbro?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/person-using-a-tape-measure-6636342/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels


NEW EXECUTIVE DIRECTOR TOOL KIT pg 36

Spend time reviewing the answers to these questions. Do program tweaks need to be made? Should
the program be dismantled? What is a reasonable timeline for these changes? Before tweaking or
dismantling, discuss the program with sta�, key volunteers, and the board of directors to get their
feedback. Be ready to have your conclusions challenged or corrected. If all of your observations are
accurate, it may take time to establish buy-in from all key stakeholders. Be patient (unless the
program is overtly harmful).

Things to consider before discussing tweaks or dismantling:

Some Executive Directors coming out of the corporate world erroneously believe e�ciency equals
e�ectiveness. In many cases, it does. However, for human services-focused nonprofits, this is not
necessarily the case. Set goals and create e�ciencies in your processes, in your administrative
duties, but to some degree maintain the messy, ine�ciency of human connectedness.

Additionally, not all nonprofit organizations have the capacity to conduct randomized control trials
to establish that their programs are generating the desired results. Often there are plug-and-play
programs that are evidence-based. These might be substituted for programs you are currently
running. However, these programs tend to be expensive and require extensive training. What do
you do if this is not currently an option?

Establishing Ethical Standards with Policies and Procedures

❏ Board Responsibility: Ensure Legal and Ethical Integrity
❏ Executive Director Responsibility: Follow the Highest Ethical Standards, Ensure

Accountability, Comply with the Law, and Support the Board’s Work

Your organization probably already has some policies and procedures (at the very least you have
bylaws). Making sure you have the appropriate P&Ps in place is a worthwhile endeavor, as all strong
organizations use P&Ps. It may take you a while to determine which policies and procedures should
be written and even longer to write them.

Since P&Ps double as legal documents, before you begin writing or rewriting, take time to
understand the what, why, and who of policies and procedures.

Defining Policies & Procedures

Policies are general guidelines that explain a rule but not how to implement the rule. The steps
needed to fulfill the rule are the procedures. A simple way of remembering the di�erence is:

● What is the rule? = Policy
● How is the rule lived out? = Procedure

○ Include who is responsible, step-by-step process, who they report to, etc.
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Why Implement?

Organizational integrity can be integrated into the DNA of your nonprofit through thoughtfully
constructed and consistently upheld policies and procedures (P&Ps). This doesn’t mean there won’t
be integrity breaches. It does mean you have the standards in place to address these breaches.

In addition to legally safeguarding your nonprofit, P&Ps are a
terrific avenue for keeping your organization Mission, Vision,
and Core Value aligned. The lack of (or wrong) P&Ps can
actually negatively impact all of these.

For example, if your organization has a Core Value of “keeping
each other accountable” but doesn’t also have clearly defined
financial P&Ps, the Core Value of accountability is not being
upheld. Or more abstractly, if there is a Core Value of “Acting
with Humility toward all People” but a P&P causes your clients
to experience judgment, you have inadvertently broken a Core
Value.

Who is Responsible for Writing Policies?

Policies that are likely to fall under the roles and responsibilities of the board, like governance,
Executive Director (hiring, firing, compensation, review), financials, etc. should be led and
implemented by the board. The board may establish the general framework of the policy but ask the
Executive Director to finalize the writing of the P&Ps and then bring a finalized draft back to the
board for review, revision, and final vote.

Policies that are strictly operational and don’t also cross into the board’s lane are the responsibility
of the Executive Director. Depending on the relational dynamics and expectations, it may be
appropriate to let the board know about these updates or additions. These operational Policies and
Procedures (also known as a Sta� Handbook) should be provided to and read by the sta� so that
they understand what is expected of them (and of the organization).

Photo by Nubia Navarro (nubikini) from Pexels

An organization’s “hit-by-the-bus” plan falls into the
Executive Director’s domain. Under the direction of the
Executive, each sta� member should document and maintain
their daily, monthly, and annual tasks. This procedural
documentation safeguards the organization against the loss of
institutional knowledge, and therefore, the potential loss of
significant time and financial resources.

https://www.pexels.com/@nubikini?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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Example

A good policy might require that two to three (unrelated) people manage all the incoming
donations to prevent fraud and error. The connected basic procedures for this policy should provide
specific details on the roles and actions of each person. Perhaps one person counts cash and checks
while in the presence of another sta� person, a second person enters the amounts into Quickbooks,
and yet another takes the deposits to the bank. This policy and procedure combination protects
both the organization from fraud and the individual from accusation.

How to Proceed

STEP 1: Assess if any of the current policies and procedures need to be updated.

❏ Do any policies or procedures conflict with the Mission, Vision, or Core Value Statements?

❏ Are you able to follow the associated procedures with very little guidance?

Photo by Amina Filkins from Pexels

STEP 2: Determine if all standard policies and
procedures exist.

❏ Governance: Conflict of Interest, Whistleblower,
Records Retention, Code of Ethics,
Anti-Harassment, Executive Director
Compensation, and Review.

❏ Human Resources: Employee Compensation
setting, Spending, Vacation, Holidays, Employee
Exit Strategy (including firing), Performance
Evaluation, Overtime Compensation, Harassment
& Bullying, Attendance, Remote Work, etc.

STEP 3: What areas in your organization create vulnerabilities? (fraud - financial, accusation -
sta�, client relations)

❏ Make a list of potential vulnerabilities. Yes, this requires that you hypothetically assume the
worst of people - including yourself.

❏ Are these hypothetical situations covered in the P&Ps?

❏ Examples: Financial, Child Care, Personal Information, Social Media, Confidentiality
(client or otherwise), Safety (e.g., volunteers going into a rough part of town)

https://www.pexels.com/@amina-filkins?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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STEP 4: What work/knowledge does each sta� member or key volunteer have? If they left the
organization without notice, what would be the organizational consequences?

❏ Here are a couple of good P&Ps associated with institutional knowledge and work.

❏ Policy: each sta� member needs to write and maintain step-by-step documentation
of their daily, monthly work. Procedure: describes the method for documentation and
where the final documentation should be “housed” (e.g., electronic filing system).

❏ The result of this Policy & Procedure is the “hit-by-the-bus” plan.



NEW EXECUTIVE DIRECTOR TOOL KIT pg 40

Section 4:

EXERCISING RESPONSIBLE FINANCIAL STEWARDSHIP

THE TOP 7 NONPROFIT BUDGETING MISTAKES
AND HOW TO AVOID THEM

1. Budget?

Some nonprofits don’t create an annual budget. The reasons for not creating a budget often
start innocently enough. Perhaps as a start-up, the nonprofit had very few costs. Or the
organization was primarily self-funded by the founder. As a result, budgeting was not in the
governance “rhythm” as the organization grew.

No matter the reason, developing a budget demonstrates financial integrity to donors. It also
provides a road map for future fundraising, planning, and sta� activities. If you are serious
about the good work you are doing, you should be serious about creating a well-thought-out
budget.

2. Lack of attention to the budget.

More often than not creating a budget, nonprofits
don’t utilize their budget. Comparing the budget
and actual expenses regularly is a powerful activity.

It should be obvious that reviewing the budget vs.
actuals can help you develop a budget for the
following year. However, a regular review process
can also help leadership steer the ship
month-to-month.

Boards can proactively respond to “overspending”
by evaluating if costs are legitimate (e.g.,
skyrocketing electricity prices vs. $500 in gum for
the sta�), and then proactively addressing issues
by increasing fundraising activities, reducing
expenses, creating a policy to prohibit the purchase
of gum, or utilizing the slush fund. Photo by Klaus Nielsen from Pexels
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Reviewing the budget vs. actuals can also help alert the board of directors to programs or
initiatives that might not be on track for the year. If a top strategy set by the board is to
purchase and implement a new database and the actuals are at $0 after 6-9 months, the
board should ask the Executive Director about progress.

Here are a few simple questions to ask of your budget and actuals:

● Are there large variances? Significant overspending in one area or a large amount of
the budget for a line item spent in a short period of time needs to be discussed. Often
there is an easy explanation, “This was a one-time purchase or event.” At other times
a serious discussion along with intervention needs to happen.

● Are there consistent variances month over month? This often represents a budgeting
or forecasting error. This happens and shouldn’t be too alarming unless there aren’t
funds to cover the variances. These variances should inform the budgeting process for
the following year.

● Are there growing variances across multiple areas? Slight variances on a couple of
items shouldn’t be alarming. It should be expected. However, the cumulative e�ect
across many line items may be worth discussing, especially if funds are limited.

3. The budget and strategic plan are not aligned.

Sometimes we see nonprofits develop
exciting strategic plans but fail to integrate
those plans into the budget. Other times the
strategic plan is included in the budget but
not fleshed out enough to include accurate
projections. Usually, this happens due to
time constraints that don’t provide enough
cushion for thoughtful, well-researched
cost projections.

To meet your goals, realistically count the
cost.

Photo by Black ice from Pexels

Note: As a funder, we often ask for an organizational budget and/or project budget to help us
make funding decisions. If we approve a grant and later determine that proper planning did
not occur, we may have future funding hesitancy.

https://www.pexels.com/@black-ice-551383?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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4. The organization’s goals are the wrong size.

While most funders want to participate in growing a
program or your organizational capacity, a large budget
jump from one year to the next causes funders to pause.
Unless that is, the organization has a clear history of
meeting or exceeding fundraising goals and program
expansion.

There is a place for dreaming big, but, if your organization

● is chronically underfunded,
● isn’t solidly executing existing programs,
● has limited program impact,
● hasn’t successfully implemented a large project in

the past, or
● has recently experienced significant program

growth in other areas...

Photo by Maksim Goncharenok from Pexels

...most funders will hesitate to fund the proposed project.

This all comes back to paying attention to the budget, focusing on diversifying funding
streams, and creating strategic plans that stretch your organization but aren’t unrealistic.

5. Not budgeting for savings.

How many months of operations does your organization currently have on reserve? Has your
board established a policy regarding how much should be maintained in your slush funds? If
not, this is a good discussion to start before the next budgeting cycle. To help navigate that
discussion, please note, financially healthy organizations have at least 3-6 months of
operating expenses in cash at all times.

6. Not developing a fundraising plan to meet a new budget.

Fundraising is intricately connected to an organization’s budget. And it often takes far more
time and energy than anticipated. If your organization plans on increasing the annual
budget, come up with a plan meeting your goals. The plan should allot enough time for
everyone to accomplish their assigned fundraising work.

https://www.pexels.com/@maksgelatin?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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Remember: Fundraising is a joint responsibility of the Board and Executive Director. Before
creating a fundraising strategy, make sure 100% of your board is giving substantially, yet
within their means, to the organization. Board giving is part of building donor confidence.

7. Relying on grants.

Some nonprofits develop an aggressive fundraising plan strictly around grants. In general,
we discourage this approach. To be honest we often hesitate to fund organizations that make
this their primary funding strategy. Why? Because it usually doesn’t work.

For context, the average organization relies
on grants for approximately 17% (or less) of
its funding. Certain organizations that
receive government grants may have a larger
percentage. To read more about how to
diversify your funding streams read our
article, “Developing a Balanced Financial
Portfolio.”

Photo by Nandhu Kumar from Pexels

What if your organization already receives one or two large grants every year? You still need
an aggressive plan for cultivating new small individual and funder relationships. Why? Big
historical grants can be lost. No one likes to believe that until a request is not approved.
Grants aren’t always lost because of grantee performance. Sometimes a grantor’s funding
priorities change, or the dollars available are reduced.

If your organization desires to aggressively pursue grants, this plan will require a lot of time
and possibly a designated sta� person.

FINANCIAL POLICIES AND PROCEDURES
MAINTAINING INTEGRITY BY CREATING SAFEGUARDS

No one wants to assume a trusted sta� member or long-term board representative would embezzle
funds. But it happens.

It is also possible to employ someone who doesn’t have the right skills, or gets behind on their
responsibilities, or becomes overwhelmed by inconsistencies in the books and then hide these
issues in hopes of rectifying the situation on their own.

https://gianfortefoundation.org/wp-content/uploads/Developing-a-Balanced-Financial-Portfolio-2.pdf
https://gianfortefoundation.org/wp-content/uploads/Developing-a-Balanced-Financial-Portfolio-2.pdf
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These scenarios are almost always preventable, with the appropriate safeguards.

The Importance of the Board

The board plays an important role in safeguarding the organization from financial harm— whether
harm comes from a lack of knowledge, neglect, or malicious intent. This responsibility comes in
multiple forms, including:

● creating financial policies and procedures
● providing accountability to the adherence of policies and procedures
● learning how to read financial statements
● reading the financial statement before every board meeting
● asking questions about the financial statement at each board meeting
● requiring that the financial statements are provided at every board meeting
● ensuring enough resources to hire the right person/people for the job

Creating Financial Policies and Procedures

The board has a responsibility to protect the organization from financial harm AND sta� from false
accusations. The beauty of solid policies and procedures is that they accomplish both.

If your organization doesn’t have financial policies and procedures, here are a few pointers to get
you going.

● Identify potential financial risks. Below are some situations that could lead to, or result
from, fiscal mismanagement.

○ One person or related persons running the financial show
○ Theft of cash donations
○ Unauthorized credit card or blank check use
○ Original full receipt of purchases not submitted
○ Failure to track donations appropriately, including restricted funds
○ Opening non-board approved banking accounts or loans
○ Large purchases not approved by the board
○ Long stretches between deposits
○ Negligence in reconciling books
○ Late invoice or bill payment
○ Unreasonable reimbursement requests
○ Unauthorized travel expenses
○ Purchases that do not reflect the organization’s values
○ Loss of computerized financial data
○ Access to computerized financial data
○ Hiring a vendor or sta� person with a conflict of interest
○ Lack of clear process for reporting financial concerns
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● Create a policy. Each policy should answer what needs to happen to mitigate risk or a group
of related risks.

Before writing any other financial policy or procedure, create a policy regarding the
segregation of financial roles. This policy is one of your organization’s biggest safeguards
available. Writing it first will help your board structure all the other policies and procedures.

Photo by Ron Lach from Pexels

The responsibility of opening the donation
mail, photocopying checks, signing checks,
entering gifts in the accounting software, and
making the deposits should not be given to the
same person. Additionally, some of these roles
should be performed by teams of two unrelated
people. For example: counting cash after an
event.

In addition to segregating roles, there should be a clear Whistleblower Policy for reporting
concerns of financial abuse. The policy needs to include a reporting avenue that does not
require a whistleblower to report to a relative of the individual of concern.

For smaller family-run nonprofits, the focus on “unrelated” people may seem o�ensive.
Remember, policies and procedures are as much about the protection of individuals as it is
the organization.

Sample Policy:

Make all disbursements from the organization’s funds by check, except for petty cash. This
allows us to track how our funds are spent, who is spending them, and who is authorizing
expenditures.

● Write corresponding procedures. Procedures provide the specific steps needed to fulfill the
requirements of the policy.

Policies are usually broad and encompass multiple but related risks. Because of this, there
may be more than one or even two loosely related procedures included under the umbrella of
one policy.

Reread the sample policy above. Some of the types of corresponding procedures that might
need to be written are:

● Opening Bank Accounts
● Custody of Checks

● Payment by Checks
● Duties of Check Signers

https://www.pexels.com/@ron-lach?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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● Check Authorization
● Expenses not Invoiced

● Prohibited Practices
● Online Payments

Sample Procedure:

Duties of Check Signers. All checks will be signed by individuals designated by the Board of
Directors. Before signing a check, a check signer will do the following:

● Compare the check to the original invoice, or the Treasurer’s note to pay the expense.
○ Compare the amount on the check to the amount on the invoice or note.
○ Be sure that the Treasurer has initialed the invoice. This is to mitigate the risk

of a duplicate payment.
○ Check the date on the invoice or the Treasurer’s note against the date of the

signing of the check. If the date is more than 60 days, get written approval
from the Treasurer before signing the check. This is to mitigate the risk that
the organization is paying the same expense twice.

The policy and procedure samples in this document were borrowed from online samples created by Cindy
Cumfur. By linking to these samples we are not providing our seal of approval.

Providing Accountability to the Adherence of Policies and Procedures

The Executive Director has the primary responsibility of adhering to the policies and procedures
established by the board. However, the board is responsible for holding the Executive Director
accountable. This doesn’t mean the board should micromanage the Executive Director. Please don’t
micromanage! It does mean that if the board hears of occurrences of financial policies not being
followed, the board should address its concerns immediately. Lack of adherence may not be a
rebellious act, it may be that the policies in place are not su�cient and need updating.

Photo by Thirdman from Pexels

Learning How to Read Financial Statements

Board members can’t safeguard an organization
if they do not know how to read financial
statements. It is important to bring on board
members who possess this skill. However, if one
or more of your board members is a financial
statement novice, give them this short article,
“Easy Calculations: To help you interpret
financial statements” and encourage
ongoing board education.

https://www.hfpgnonprofitsupportprogram.org/application/files/4015/7477/7618/7_GuideFinancialControlsPolicies.pdf
https://www.pexels.com/@thirdman?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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https://gianfortefoundation.org/wp-content/uploads/Easy-Calculations-to-Help-You-Interpret-Financial-Statements.pdf
https://gianfortefoundation.org/wp-content/uploads/Easy-Calculations-to-Help-You-Interpret-Financial-Statements.pdf
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Reading the Financial Statements before Every Board Meeting

Many board members don’t take this responsibility seriously. Fiduciary Duty is the primary
function of the board. There isn’t much more that needs to be said.

Asking Questions about the Financial Statements at Every Board Meeting

Asking questions is a great way to learn how to read financial statements. It is also a wonderful way
for experienced financiers to help the rest of the board grow. When the questions can’t be
answered, assign necessary follow-up tasks and deadlines.

No one is perfect. Everyone makes mistakes. By asking questions, errors will be found and rectified
before they can cause significant damage. Asking good questions will help make sure the
organization stays strong.

Requiring that the Financial Statements are Provided at Every Board Meeting

It is surprising how often boards mention financial statements weren’t provided for months before
embezzlement, negligence, or mistakes were discovered. This is either an issue of not having the
right policies in place or not adhering to the policies.

If financial statements are not provided at a board meeting
for any reason—be it a computer virus, illness, or known data
entry delays—the financials should be provided by the next
board meeting or within one month, whichever time frame
is shorter. If this can not happen (even for legitimate
reasons), the board should devise an intervention plan.

Additionally, when it comes to finances, nothing should be
o�-limits to the entire board, except perhaps a donor’s
name and associated gift amount. If expenses are redacted
or unclear, ask questions.

Photo by cottonbro from Pexels

Remember: Individual board members do not have the same rights as the entire board. No board
member should have access to the financial software, checks, or receive banking privileges unless it
is explicitly written in the policies and procedures. And then there should still be protections
around these activities.

Ensuring Adequate Resources to Hire the Right Person

If a board does not provide financial protection by creating e�ective policies and procedures or by
taking the review of financial statements seriously, any resulting negligence or malicious practices
are on their shoulders. The same is true for not guaranteeing adequate financial resources to hire a
qualified sta� person.

https://www.pexels.com/@cottonbro?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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DEVELOPING A BALANCED FINANCIAL PORTFOLIO

One of the most common questions we hear from our non-profit partners is, “What should our
funding streams look like?” That’s a great question!

As a foundation, our directors evaluate funding streams every time an organization submits an
application. We do this because a balanced financial portfolio is one key indicator of long-term
organizational sustainability. Think about it, an organization that is heavily reliant on one big
donor risks closing its doors if that same donor changes giving priorities.

So what are healthy giving breakdowns?

The best way to answer that question is by looking at giving trends in the United States. In 2019,
Americans donated $449.64 billion to charity which is a 5.1% increase from 2018. (As a side note, 77
million volunteers donated the equivalent of hundreds of billions of dollars in time. Americans are
incredibly generous!)

Photo by Karolina Grabowska from Pexels

Who gave that $449.64 billion and what percentage of
the $449.64 billion they gave should inform your funding
strategy. Here’s the non-governmental giving breakdown
from 2019*:

○ 69% Individuals
○ 17% Foundations
○ 10% Bequests
○ 5% Corporate

What these numbers reveal is that the individual donor, those who give $25, $250, or $2,500 a
year, is an organization’s bread and butter. Creating a solid base of individual, local donors is a wise
financial move because it creates long-term sustainability. Losing one $250 a year donor won’t
impact your organization the same way as losing a $25,000 a year grant.

Another excellent way to diversify a portfolio is to collect fees for services or product sales. Earned
income through a resale store, program tuition, or membership fees may not be a fit for every
non-profit but some find it beneficial.

How should your organization restructure its funding stream? Are you relying on one or two
donors too heavily? Do you need to build up your “bread and butter” donor base? How should your
fundraising strategies be modified to reach your goals?

*https://www.nptrust.org/philanthropic-resources/charitable-giving-statistics/
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LEARN TO READ YOUR STATEMENT OF ACTIVITIES
A.K.A. PROFIT AND LOSS

❏ Board Responsibility: Provide Financial Oversight, Ensure Adequate Financial Resources
❏ Executive Director Responsibility: Exercise Responsible Financial Stewardship, Lead and

Manage Fundraising

Learning to read financial statements is a lot like learning a foreign language. At first, you can tell
the paper is filled with symbols, but are at a loss for what they mean. But as you begin to learn the
language, individual symbols start to develop meaning. And soon, you realize, the symbols (as a
whole) are telling you a story.

Are you ready to start learning how to read the Statement of Activities? Let’s begin with the basics.

PURPOSE: What story is being told?

The Statement of Activities tells you how much money came
in, how much went out, and how much was leftover—during
a specific time period.

TERMS: (Did you know there would be so few to learn?)

● Revenue: What came in.

● Expenses: What went out.

● Net Assets: How much the organization is worth.

● Donor Restrictions: A strings-attached gift, only to
be used for a specific purpose.

● Cash Basis: A simple way to tell a financial story.

● Accrual Basis: A more complicated way to tell the
story.

Photo by Taryn Elliott from Pexels

Before we explain the terms in detail, take a look at the Statement of Activities sample. In fact,
print it out so that you can visually follow along as we discuss each term, and then make
observations about the statement together.

https://www.pexels.com/@taryn-elliott?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/books-on-brown-wooden-shelf-4440123/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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SAMPLE
STATEMENT OF ACTIVITIES
Jan 1 - Dec 31, 2020
CASH BASIS

Revenue:
W/O DONOR

RESTRICTIONS
WITH DONOR

RESTRICTIONS TOTALS

Contributions, Gifts, Pledges $310,894 $38,952 $348,846

Program Services 102,576 102,576

Grants & Contracts 10,000 1,500 11,500

Net Assets Released from Restriction 500 (500) 0

Other 50 50

Total Revenue $424,020 $39,952 $462,972

Expenses:

Fundraising $66,501 $66,501

Program Services 250,654 250,654

Grants & Contracts 55,675 55,675

Management & General 105,934 105,934

Total Expenses $478,764 $478,764

CHANGE IN NET ASSETS (15,792)

BEGINNING NET ASSETS $298,545

ENDING NET ASSETS $282,753
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REVENUE: The story of what came in.

For the most part, revenue is self-explanatory. It is any way your organization brings in money.
There are, however, a couple of items worth noting.

Revenue categories are specific to each nonprofit; the sample provided is very basic. Under each
category will be subcategories. For example, under “Contributions” you may find a subcategory
called “Donated Services,” with the specific dollar value for those services. Notice the “Total
Contributions” (below) is the same dollar amount as on the sample statement, but more detail is
provided.

Contributions, Gifts, Pledges

Gifts 297,526

Donated Services $1,739

Estate Gifts $11,629

Total Contributions $310, 894

Other items of note are the columns listed “W/O Donor Restrictions” and “With Donor
Restrictions.” You need to understand how these impact the revenue available for use. To discuss
this further, let’s jump to the next term on the list.

DONOR RESTRICTIONS: A strings-attached gift, only to be used for a specific purpose.

Photo by julie aagaard from Pexels

Usually, your organization’s money can be used any way the
leadership chooses. However, if revenue is donated for a
specific purpose, those funds can not be used for any other
purpose. Therefore, donor-restricted gifts need to be tracked
carefully.

Example: The sample organization sent out a fundraising letter
to solicit $10,000 in donations for a new literacy curriculum.
More than 12 donations came in, totaling $10,500! Remember,
the curriculum only costs $10,000. The Executive Director
reaches out to a donor who gave $500 and explains that more
than enough money came in to purchase the product. She asks
the donor if:

https://www.pexels.com/@julieaagaard?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/purple-and-yellow-petaled-flowers-1374115/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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1. she should return the $500 or

2. if she can use the gift for general operations. The donor loves the organization and is happy
to release the funds from restriction. The Statement of Activity reflects this change by
showing (500) was removed from restriction and added to the “W/O Restrictions” column.

Please Note: The Statement of Activities is not always provided with Restricted and Unrestricted
donations as columns. When restricted donations are not shown as column entries, you can usually
find them listed as line items.

EXPENSES: The story of what went out.

Expenses are very cut and dry. This section simply records what your organization spent during the
specified period of time. There are a few nuances with expenses, but those will be explained in the
Cash and Accrual Basis section (below).

NET ASSETS: The story of how much the organization is worth.

The Net Assets of the organization are tracked in the Statement of Financial Position (a.k.a. Balance
Sheet) and then transferred to the Statement of Activities. You will want to learn to read the
Statement of Financial Position (SFP), too. All you need to know, for now, is that the Net Assets are
calculated from the SFP as follows:

Equation: Total Assets - Total Liabilities = Net Assets

The Total Assets include anything the organization owns, including cash in the bank, financial
investments, petty cash, and owned property.

The Total Liabilities include anything that the organization owes, including the mortgage, payroll,
credit card debt, security deposits the organization is holding for clients, etc.

Let’s return our focus to the Statement of Activities.

● Change in Net Assets (CNA): The Change in Net Assets (CNA) is the di�erence between the
Total Revenue (TR) and Total Expenses (TE) for the time period under review.

Equation: TR - TE = CNA

Sample Equation: $462,972 - $478,764 = -$15,792
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● Beginning Net Assets (BNA): Obviously, this number reflects the Net Assets that the
organization started with at the beginning of the financial period. This number can be found
in the previous accounting period’s Statement of Financial Position (a.k.a. Balance Sheet) under
the header Total Net Assets. The number reflects the sum of the Unrestricted (U) and Restricted
(R) Net Assets from the previous accounting period.

Equation: U + R = BNA

● Ending Net Assets (ENA): This number answers “What is left over after a specific account
period?” Once calculated the number will be transferred to the Statement of Financial
Position and recorded as the Total Net Assets for the end of the current accounting period.
Additionally, this number will be recorded as the Beginning Net Assets on the Statement of
Activities at the start of the next accounting period.

Equation: BNA + CNA = ENA

Sample Equation: $298,545 + (15,792) = $282,753

CASH & ACCRUAL BASIS: How do their stories di�er?

Your nonprofit either uses a Cash or Accrual based accounting method. To determine which, look
in the top left corner of the Statement of Activity. If you don’t see the word Cash or Accrual in the
corner - ask your bookkeeper, accountant, or Board Treasurer which method is used.

Why is knowing important? Because the method used will impact how you interpret (read) the
statement (story). Each method tells a di�erent story about the money your nonprofit makes,
spends, and saves.

Consider a piggy bank.

The Cash Basis represents the classic piggy bank. Money is
either in the piggy bank (revenue) or out (expenses). The
di�erence between the two is the amount inside the piggy bank
only for that period of time (revenue - expenses = change in net
assets). This change in assets is then subtracted from the assets
that were previously in the piggy bank. The Cash Basis tells a
“right now” story for a specific period of time by answering:
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● What went into my piggy bank during this timeframe?

● What exited my piggy bank during this timeframe?

● What remained in my piggy bank during this timeframe?

The upside to the Cash Basis is its conceptual concreteness and bookkeeping ease. The downside is
that it doesn’t take into account unpaid or delinquent bills OR a big recently approved grant that
may impact financial decision-making. Nor does it allow a board to project income or expenses
based on historical data from a specific timeframe. Therefore, other financial statements are
needed to gain a full financial picture.

The Accrual Basis piggy bank does more than record what is physically put in or pulled out of the
piggy bank, it also records committed money. However, this committed money has not yet been
pulled out of or put into the piggy bank. In some ways, it is hypothetical money. If a Statement of
Activities reader didn’t know that the Accrual Basis was being used, they would assume all the
financial transactions had already occurred. Do you see how this changes the story? Don’t worry,
we will explain this concept further.

The story told by the Accrual Basis is both “right now and futuristic” for a specific designated period of
time and answers:

Photo by Tara Winstead from Pexels

● What went/will go into my piggy bank as
a result of commitments made during
this time period?

● What left/will leave my piggy bank as a
result of commitments made during this
time period?

● How much will be/is remaining in my
piggy bank after all commitments made
in this time period are finalized?

For clarity, (or perhaps to beat a dead horse) these are the types of money the Accrual basis counts:

● Current money. (cold hard cash)

● Current expenses. (payments completed during the designated time period)

● Future money. (pledges, invoices for services, or grants that were not received but committed during the designated
time period)

https://www.pexels.com/@tara-winstead?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/person-reaching-out-to-a-robot-8386434/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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● Future expenses. (financial obligations made during the designated  time period that are yet to be paid, like: credit
card purchases, purchases on store accounts, bills received, future contracted work, etc.)

Here’s the downside to the Accrual Basis—it doesn’t care about telling a story about each type of
transaction it records. It only cares about telling the story of the whole piggy bank. If a board
member wanted to know how much “physical money” was received during the accounting period,
another type of statement would be referenced. Additionally, the process for recording this method
usually requires an accountant or highly qualified bookkeeper. On the positive side, the Accrual
Basis allows for a more accurate future budgeting process. And it shows the reader what will be
available once all upcoming expenses and income are accounted for. Capisce?

Note: The Cash Basis is usually used by small to medium-sized nonprofits while the Accrual Basis is
usually used by medium to large-sized nonprofits. The di�erence occurs because the IRS
recommends Accrual Basis for nonprofits of a certain size, though any nonprofit from the smallest
to the largest can use it.

READING THE SAMPLE TOGETHER

Let’s read the story of this Statement of Activities together. To help understand the story, we will
make observations and ask clarifying questions. Please have a copy of the sample as you work
through this section.

1. What period of time is this Statement of Activities looking at?

January 1 - December 31, 2020

2. What Accounting Calendar does this organization use? Calendar Year or Fiscal Year?

This statement doesn’t answer this question but as a reader, you should ask someone
in your organization, if you don’t know.

3. What type of accounting method is being used?

Cash Basis

4. When I read a suspense novel I  often take a peek at the end of the book, to make sure my
favorite characters survive. For the same reason, I also like to take a peek at the end of the
Statement of Activities before reviewing the rest. What was the reported Change in Net
Assets?

● $15,792
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Any time you see a deficit in the Change in Net Assets, you should ask “Why?” For that
matter, ask “Why” if there is a sharp increase in Net Assets or if there isn’t any
movement (if the organization has committed to increasing fundraising). This
number is an indicator of what is and isn’t happening in your organization.

Note: All organizations have regular patterns of high and low revenue generation.
Usually, revenue increases right after a fundraising event or End-of-Year campaign. If
your Statement of Activities is looking at a quarter instead of the entire year, a deficit
may be normal for that timeframe. Still ask, “why?”

5. Let’s jump back to the beginning of the story and start looking at Revenue and Expenses. It is
a good practice to pull out your organization’s annual budget at this point, or request the
accountant provide you with an Actuals vs Budget comparison. Here is a sample of what that
might look like:

Revenue: ACTUAL BUDGET

Contributions, Gifts, Pledges $310,894 $300,000

Program Services 102,576 100,000

Grants & Contracts 10,000 30,000

Expenses:

Fundraising $66,501 $45,000

Program Services 250,654 260,000

Most of the actuals are close to the budgeted amounts. However, it looks like your
nonprofit didn’t bring in as much in Grants and spent considerably more on
Fundraising than anticipated. By having this side-by-side review of the financials you
would have been able to answer the question “why” regarding the deficit on your own.
Now the question that needs to be asked is, “What happened?”

Hint: Looking at the Statement of Activities from the previous year or two is a great
exercise. (Make sure you are using the same time frame for each year.) By comparing
two or three years of statements, a reader will be able to identify positive trends or
negative changes.
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6. Did you notice that Program Services is listed under both the Revenue and Expenses? Here’s
what you need to think about in these cases.

Sometimes a nonprofit will charge minimal fees for a program without the goal of
fully paying for the program through these fees. By looking at the Budget vs. Actuals
sample on the previous page, it is clear by comparing the amount brought in, amount
budgeted to bring in, expected expenses, and actual expenses that this organization
never intended to “pay” for its programs through fees.

However, this is not always the case.

Some nonprofits run a Thrift Store to help the organization become financially
sustainable. If the Thrift Store is chronically losing money, the goal of sustainability
will not be reached and a board-level discussion needs to happen.

Additionally, if an organization is regularly running a deficit, considering increasing
program fees may be a good solution to closing the gap.

7. The Statement of Activities can be used in greater detail when reviewed side-by-side with
other financial statements. To learn a few more basics, read “Easy Calculations: To help you
interpret financial statements”.

https://gianfortefoundation.org/wp-content/uploads/Easy-Calculations-to-Help-You-Interpret-Financial-Statements.pdf
https://gianfortefoundation.org/wp-content/uploads/Easy-Calculations-to-Help-You-Interpret-Financial-Statements.pdf
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LEARN TO READ THE STATEMENT OF FINANCIAL POSITION
A.K.A. BALANCE SHEET

❏ Board Responsibility: Provide Financial Oversight, Ensure Adequate Financial Resources
❏ Executive Director Responsibility: Exercise Responsible Financial Stewardship, Lead and

Manage Fundraising

We’ve said it before, we’ll say it again. Learning to read financials is like learning a new language.
Once you learn the language it’s like reading any good story. If all stories have a beginning, a
middle, and an end, the Statement of Financial Position lies somewhere in the middle. This is why
we recommend first familiarizing yourself with the Statement of Activities.

Before reading the Statement of Financial Position here is what you need to know.

PURPOSE: What story is being told?

The Statement of Financial Position tells you what your organization owns and what it owes, at a
specific moment in time.

TERMS: What new language do you need to learn?

● Assets: What you own.

○ Types of Assets: Cash, Investments,
Accounts Receivable, Inventories, Prepaid
Expenses, Pledges, PP&E

● Liabilities: What you owe.

○ Types of Liabilities: Accounts Payable,
Debt, Accrued Expenses

● Net Assets: What you’re worth.

Don’t worry, we explain all these terms in detail.
But first, take a look at the Statement of Financial
Position sample that follows. Better yet, print it out so
that you can visually follow along as we discuss each
term, and make observations about the statement
together.

Photo by Yelena Odintsova from Pexels

https://www.pexels.com/@yelenaodintsova?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/pink-entrance-door-in-old-building-7283549/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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SAMPLE

STATEMENT OF FINANCIAL POSITION
Jan 1 - Dec 31, 2020

Assets:

Cash $75,789

Accounts Receivable 55,462

Inventories 15,321

Prepaid Expenses 2,367

Contributions Receivable (pledges) 0

Investments 598

PP&E, Net (less depreciation) 540,120

Total Assets $689,657

Liabilities & Net Assets:

Accounts Payable $38,564

Debt (short & long term) 296,024

Accrued Expenses 10,999

Net Assets

Unrestricted 314,075

Restricted 30,000

Total Net Assets 344,070 344,070

Total Liabilities & Net Assets $689,657
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ASSETS: What does your organization own?

The easiest way to think about assets is to think in terms of cash.

● What cash do we currently have?

● What can be converted into cash? (financial investments)

● What can be sold for cash? (property investments)

The Statement of Financial Position lists multiple types of assets,
each with a di�erent level of “liquidity.” Liquidity refers to how
easily an asset can be converted into cash without a�ecting the
item’s market value. It is possible for an organization to have a
large amount of assets but be cash-poor. An organization’s readily
available liquid assets show an ability to pay bills and meet
potential financial crises quickly.

Photo by Karolina Grabowska from Pexels

Types of Assets

● Cash: The ultimate liquid asset. Includes bank funds, unmade deposits, petty cash,
short-term investments (less than 12 months).

● Investments: Long-term investments are less liquid than cash and may require your
organization to wait a specific period of time before accessing. May include stocks, bonds, or
property held as an investment.

● Accounts Receivable: This refers to anticipated payments from your organization’s clients or
for goods or services provided by your organization. However, they have not yet been
received. And, you can’t necessarily rely on what you have not yet received.

● Inventories: These include products ready for sale to clients or materials for making sellable
products.

● Prepaid Expenses: Expenses that have been paid for with cash (not debt) but have not yet
been received.

● Contributions Receivable: Pledges not received (anticipated but not realized).

● PP&E: Property, Plant & Equipment. PP&E is an asset but can’t be liquidated easily for cash.
This number on the statement represents the purchase price of real property (vehicles,
computers, desks, buildings, etc.) minus the depreciation of that item over time.

https://www.pexels.com/@karolina-grabowska?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/crop-man-getting-dollars-from-wallet-4386433/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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Photo by Tima Miroshnichenko from Pexels

LIABILITIES: What does your organization owe?

Liabilities are your upcoming, known, but not yet paid expenses.

● Accounts Payable: These are items purchased on credit or
services that have been rendered (but received invoices
have not yet been paid).

● Debt: Whatever you owe to banks or other creditors. This
includes short-term (less than 12 months) and long-term
(more than 12 months).

● Accrued Expenses: Slightly di�erent from Accounts
Payable. These represent services rendered when no
invoices have been received.

NET ASSETS: How much your organization is worth?

Your organization’s Net Assets are derived from its Total Assets minus its Total Liabilities. Your
bookkeeper calculates the Net Assets in the Statement of Financial Position and then transfers
them to the Statement of Activities.

Equation: Total Assets - Total Liabilities = Net Assets

Equation from Sample: $689,657 - $345,587 = $344,070

READING THE SAMPLE TOGETHER:

1. What period of time is this Statement of Financial Position looking at?

Jan 1 - Dec 31, 2020

2. In the for-profit world, the Statement of Financial Position is called the “Balance Sheet.”
Look at the sample. Can you tell why some call it the Balance Sheet?

Total Assets = Total Liabilities + Net Assets
$689,657 = $689,657

https://www.pexels.com/@tima-miroshnichenko?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/close-up-shot-of-a-man-in-green-long-sleeves-using-an-ipad-while-holding-a-credit-card-4841698/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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3. It is a good practice to request a side-by-side comparison between two identical accounting
time periods. Here is a sample of what that might look like. As you look at the comparisons
identify trends, significant changes, and evaluate if goals are being met.

STATEMENT OF FINANCIAL POSITION
Jan 1 - Dec 31, 2020

Assets: Jan 1 -Dec 31,
2019

Jan 1 -Dec 31,
2020

Cash $32, 405 $75,789

Accounts Receivable 85,643 55,462

Inventories 16,712 15,321

Prepaid Expenses 3,043 2,367

Contributions Receivable (pledges) 0 0

Investments 598 598

PP&E, Net (less depreciation) 570,754 540,120

Total Assets $709,155 $689,657

Liabilities & Net Assets:

Accounts Payable 19,817 $38,564

Debt (short & long term) 361,960 296,024

Accrued Expenses 11,128 10,999

Net Assets

Unrestricted 265,652 314,075

Restricted 50,000 30,000

Total Net Assets 315,652 344,070

Total Liabilities & Net Assets $709,155 $689,657
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The first thing you’ll notice when reading the side-by-side statement is that the sample
organization had nearly $20,000 more Total Assets ($709,155 vs. $689,657) in 2019 over
2020. A good financial statement reader will ask the question, “Why?”

There are several factors to consider.

● PP&E: In 2019, the organization had $30,000+ more in Property, Plant & Equipment.

○ Some if not all may be a result of depreciation. Or...

○ Perhaps the organization sold a vehicle or a couple of extra copiers.

You may need to ask the bookkeeper to share the history of this change. Let’s assume the
reason for the majority of the change is that the organization sold an unused but valuable
15-passenger van for $26,000.

● CASH: Between 2019 and 2020 there was also a relatively significant change
($43,000+) in available cash. As a reader, I want to know why. Don’t you?

○ The cash from the sale of the van might explain all but approximately $17,000
of the di�erence.

○ However, another possible reason for an increase in “Cash” is that in 2020
there was approximately $30,000+ less in Accounts Receivable (a.k.a:
unrealized payment for services provided by your organization). Perhaps the
new Client Manager (who started in September 2020) put a concerted e�ort
into collecting unpaid client fees.

○ However, it could also be that few fees were charged, and therefore there
wasn’t as much to collect.

How can you tell if the increased cash amount is the result of better fundraising, the sale of
the vehicle, or better fee collection? This is where your knowledge of the Statement of
Activities comes into play.

Look at a side-by-side Statement of Activities for the same time frame as the Statement of
Financial Position (2019 vs. 2020). Here are a few things to consider:

● Under Revenue look at the di�erent revenue streams. Are one or more line items in
2020 higher than in 2019? Are the “Contributions” higher? What about the revenue
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from “Program Services”? Or the “Other” category? Note the di�erence by jotting
down the change from 2019 to 2020.

● Under Expenses look at each category. Was less spent on “Program Services”? What
about “Fundraising”? Take special note of significant changes. Perhaps the only
discrepancies were slight changes in all categories.

● Subtract Total Expenses from Total Revenue in 2019 and then in 2020. Compare the
two. Was less spent in 2020 that could contribute to the cash flow di�erence?

There is one last thing to note on the Statement of Financial Position. Under Liabilities you
note that significant headway (almost $67,000) was made in paying o� debt!

EASY CALCULATIONS:
TO HELP YOU INTERPRET FINANCIAL STATEMENTS

Not every board member needs to be a financial wizard.
But, every board member needs to be a financial steward.

E�ective stewarding starts with learning to read,
understand, and ask good questions of financial
statements. Sound daunting? This article will help you get
started with a few easy calculations.

To perform these calculations, request the following
information from your Executive Director for the last
complete fiscal year:

● Statement of Activities (Profit & Loss Statement)

● Statement of Financial Position (Balance Sheet)

● Funding Sources & Percentages (Request the total
amount donated by each funding source:
individuals, corporations, grants, endowments, etc.
Also, request the dollar amount donated by your
top two donors.) Photo by Mikhail Nilov from Pexels

https://www.pexels.com/@mikhail-nilov?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/couple-people-woman-coffee-6962992/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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As you become more comfortable reviewing the statements, you’ll want to compare them with
those from previous years (or quarters). These side-by-side comparisons will help you evaluate the
trajectory of your organization’s financial health and identify trends.

Photo by fauxels from Pexels

Financial statements should be included in every
board meeting packet and be reviewed by all board
members before each meeting. The packet should
include the above financial statements as well as
the current annual budget with year-to-date
actuals. You should come to each meeting
prepared to ask a question or two.

CALCULATIONS USED TO DETERMINE: FINANCIAL STRENGTH

#1 Liquidity:

This calculation measures your organization’s ability to pay
bills in the short term. Numbers for this calculation can be
found on the Statement of Financial Position under “Current
Assets” and “Current Liabilities.” The answer in the
following equation of .369 means the organization has 37
cents for every dollar of “liability” or projected expenditures.
Since the answer is less than 1.0, the liquidity for this
organization is considered weak or doesn’t have enough
readily-available assets to cover your short-term expenses.

An answer of 2.5+ is considered strong, 2.5-1.0 is fair, and
below 1.0 is weak.

Current Assets/Current Liabilities = 41,000/111,000 = .369 cents to the dollar

https://www.pexels.com/@fauxels?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/group-of-people-gathered-around-wooden-table-3184360/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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#2 Burn Rate:

This calculation shows how many months of cash is
on hand. Pull the number for “Cash” from the
Statement of Financial Position and pull the “Total
Expenses” from the Statement of Activities. The
number 12 in the equation below represents 12
months of the year. This calculation can be adjusted
to estimate the number of days of cash on hand by
replacing the 12 with 365.

Cash reserves of 4+ months are considered strong,
2-4 months fair, and 2 months or less weak.

Photo by Vlad Bagacian from Pexels

Cash/(Total Expenses/12 months) = 50,000/(300,000/12) = 2 months of cash

Questions to ask of these calculations:

1. Does our organization have enough cash on hand to pay bills when they come due?

2. Do we have enough cash in reserve?

a. If you answered “yes,” ask: How much (if any) of this cash is designated for a specific
purpose? Your Executive Director (with enough notice) can answer this question for
you.

3. If you answer “no” to either question, ask:

a. Has some factor skewed these numbers? (i.e.: Some nonprofits bring in the bulk of
their funds during an annual banquet or end of year campaign. Therefore, a quarterly
snapshot might be misleading.)

b. Where can we cut expenses?  How can we raise more funds?

c. What financial goals should we set for future liquidity and burn rate?

d. What is the reasonable amount of time needed to reach these goals?

e. What role does the board play versus the Executive Director in reaching these goals?

4. After considering designated gifts, is the burn rate negatively impacted?

https://www.pexels.com/@vladbagacian?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/lit-bonfire-outdoors-during-nighttime-1368382/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://boardsource.org/product/nonprofit-chief-executives-ten-basic-responsibilities/
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CALCULATIONS USED TO DETERMINE: FINANCIAL RISK

#3 Reliance:

Photo by Karolina Grabowska from Pexels

Building a balanced financial portfolio should be the goal of
every nonprofit board. In the next calculation, one donor
gives 33.3% (or $20,000) of the annual revenue. Jackpot?
Probably not - at least for the long-term health of an
organization. Your “bread and butter” should come from
small to medium-sized local donors or earned income. Why?
Simply, losing one $25 or $250 per-month donor is easier
for an organization to recoup than losing one large grant.

Note: Most grantmakers do not want their nonprofit partners financially reliant on their ongoing gifts.
Also, if a single donor gives 33.3%+ of your revenue for two consecutive tax years, your nonprofit may
“tip.” Tipping reclassifies a public charity to a private foundation, resulting in excise taxes and minimum
distribution requirements (read more).

To run this calculation, use the information on donor types:

1. Amount Donated by Largest Single Donor

2. Amount Donated by Individual Donors

3. Amount Donated by Grant-Making Organizations (total and individual amounts)

4. Amount Donated by Corporate Donors

5. Any other donor types that are unique to your organization. For guidance on “normal”
percentages of giving by donor type, read this short article.

Note: Your organization’s policies on donor anonymity requests may limit the information your Executive
Director is able to provide - specifically, the names of certain donors.

Revenue Source/Total Revenue = 20,000/60,000 = .333 or 33.3% of total
revenue

#4 Self-Su�ciency:

Nonprofits that generate earned income often achieve greater overall financial health. Earned
income reduces financial risk through a strong business model directly connected to your
organization’s mission.

https://www.pexels.com/@karolina-grabowska?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/person-spreading-butter-on-sliced-bread-6957138/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.hurwitassociates.com/private-foundations/faq-tipping
https://gianfortefoundation.org/wp-content/uploads/Developing-a-Balanced-Financial-Portfolio-2.pdf
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Note: Earned income must be related to your nonprofit's mission or may be subject to unrelated business
income tax.

Options include thrift stores, tutoring, training, and other services o�ered for a fee. Though earned
income operations are a wise move, some nonprofits su�ered losses in 2020 because their
revenue-generating vehicles (primarily thrift stores) were closed. This should not deter you from
developing an earned income business plan; just be aware of the risks. In the calculation below, the
higher the self-su�ciency ratio, the lower the financial risk.

Both numbers needed to run this calculation can be found on the Statement of Activities. “Earned
Revenue” may also be listed as “Program Services Revenue.”

Earned Revenue/Total Expenses = 10,000/160,000 = .062 or 6.2% of total revenue

Questions to ask of these calculations:

1. Do we rely too heavily on any one source? What would happen if X donor ceased giving?

2. Which donor type needs to be strengthened in our donor portfolio?

3. Is our earned income program generating su�cient income? (Consider costs associated with
sta� time, designated facilities, utilities, material costs, etc.)

4. Should we consider new ways to generate earned income?
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Section 4:

RESOURCE LIST

Federal and State Regulations

Nonprofit organizations have a lot to keep track of. Federal and State paperwork, employment
regulations--the list goes on and on. Below are helpful websites to find up-to-date information to
help keep you compliant.

In fact, did you know that your organization is NOT compliant with the law if…

❏ A paid sta� person uses “volunteer” hours to provide the same type of services to the
nonprofit organization that they are employed to provide?

❏ A donor receives a tax-deductible receipt for the entire purchase price of an auction item or
banquet meal instead of only the amount above retail value?

❏ Your nonprofit brings in (and then doesn’t pay taxes on) revenue, above the current legal
threshold, that is not directly connected to your overall mission statement?

❏ A large donor receives tickets to one of your events as part of a donation and those tickets are
used by anyone other than the actual donor? (This excludes foundation sta� but includes
foundation sta� spouses.)

Tax and employment law changes too much for us to provide you with specific information.
However, there are great resources available to you. Please Note: Links often change on websites. If
links are broken below, you may do an internet search to find the new location of the following
information.

❏ Department of Labor (check both Federal and State)
❏ Workplace Posters

❏ Minimum Wage Poster (Montana)
❏ Human Rights Posters (Montana)

❏ Wage and Hours Law
❏ Calculating Hours Worked (Montana)
❏ Minimum Wage (Montana)

❏ Worker’s Compensation Law
❏ Worker’s Compensation Forms (Montana)

❏ New Hire Forms
❏ Various (Federal)

https://www.dol.gov/
https://dli.mt.gov/
https://erd.dli.mt.gov/labor-standards/wage-and-hour-payment-act/state-minimum-wage
https://erd.dli.mt.gov/human-rights/web-based-training/posters-and-brochures
https://erd.dli.mt.gov/labor-standards/wage-and-hour-payment-act/hours-worked
https://erd.dli.mt.gov/labor-standards/wage-and-hour-payment-act/state-minimum-wage
https://erd.dli.mt.gov/work-comp-claims/claims-assistance/claims-assistance-forms
https://www.dol.gov/agencies/oasam/orientation/forms/new-employee
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❏ Secretary of State (check your State)
❏ Articles of Incorporation (certified copy, revisions)
❏ By-Laws (certified copy, revisions)
❏ Annual Report (Montana)
❏ Change an Agent (Montana)

❏ Internal Revenue Service
❏ Life Cycle of a Public Charity
❏ 990 - (Annual IRS Tax Form)
❏ Due Dates (Annual Returns, 990, Employment Tax, Reports)
❏ 1023 Form (Fill out to become a Tax Exempt Organization)
❏ Determination Letter (proof of tax exemption)

❏ 4506-A Form (request copy of Determination Letter)
❏ EIN (Employer Identification Number)
❏ Unrelated Business Income
❏ Donation Acknowledgements
❏ In-Kind Donations

❏ Selling a Non-Cash Donation
❏ Vehicle Donations

❏ 1099 Form (Contractors Annual Tax Form)
❏ W-2 (Sta� Annual Tax Form)
❏ IRS Audit Process

Board of Directors / Governance

❏ Books
❏ Ten Basic Responsibilities of Nonprofit Boards, by Richard T. Ingram
❏ The Steward Leader: Transforming People, Organizations, and Communities, by Scott

Rodin
❏ Chief Executive Succession Planning: Essential Guidance for Boards and CEOs, by

Nancy Axelrod

❏ Articles
❏ How to Prepare for Executive Director Transition, by John Franklin
❏ Three Hats / Three Board Roles, by John Pearson
❏ Board Giving: An Essential Responsibility, by BoardSource

Executive Director

❏ Books
❏ The Nonprofit Chief Executive's Ten Basic Responsibilities, by Rick Moyer

https://sosmt.gov/
https://sosmt.gov/business/how-do-i/#request-business-information
https://sosmt.gov/business/how-do-i/#request-business-information
https://sosmt.gov/business/how-do-i/#file-an-annual-report
https://sosmt.gov/business/how-do-i/#find-change-an-agent
https://www.irs.gov/charities-non-profits/charitable-organizations/life-cycle-of-a-public-charity
https://www.irs.gov/charities-non-profits/annual-filing-and-forms
https://www.irs.gov/charities-non-profits/return-due-dates-for-exempt-organizations
https://www.irs.gov/forms-pubs/about-form-1023
https://www.irs.gov/forms-pubs/about-form-4506
https://www.irs.gov/businesses/small-businesses-self-employed/employer-id-numbers
https://www.irs.gov/charities-non-profits/unrelated-business-income-tax
https://www.irs.gov/charities-non-profits/charitable-organizations/charitable-contributions-written-acknowledgments
https://www.irs.gov/charities-non-profits/charitable-organizations/charitable-organizations-substantiating-noncash-contributions
https://www.irs.gov/charities-non-profits/charitable-organizations/irs-guidance-explains-rules-for-vehicle-donations
https://www.irs.gov/forms-pubs/about-form-1099-misc
https://www.irs.gov/forms-pubs/about-form-w-2
https://www.irs.gov/charities-non-profits/exempt-organizations-audit-process
https://boardsource.org/product/ten-basic-responsibilities-nonprofit-boards/
https://www.amazon.com/Steward-Leader-Transforming-Organizations-Communities/dp/0830838783/ref=sr_1_4?dchild=1&keywords=the+steward+leader+scott+rodin&s=books&sr=1-4
https://boardsource.org/product/chief-executive-succession-planning-essential-guidance/
https://murdocktrust.org/2016/11/prepare-executive-transition/
https://murdocktrust.org/app/uploads/2016/07/Board-Leadership-Three-Hats-Article.pdf
https://gianfortefoundation.org/board-governance/
https://boardsource.org/product/nonprofit-chief-executives-ten-basic-responsibilities/
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❏ The E�ective Executive: the Definitive Guide to Getting the Right Things Done, by
Peter Druker

Organizational Health

❏ Books
❏ First Things First: A Leadership Guide to Building a Gold Star Nonprofit, by Tom Iselin
❏ The Advantage: Why Organizational Health Trumps Everything Else in Business, by

Patrick Lencioni
❏ Mission Drift: The Unspoken Crisis Facing Leaders, Charities, and Churches, by Peter

Greer
❏ Good to Great: Why Some Companies Make the Leap...and Others Don’t, by Jim Collins

❏ Video
❏ Mission Drift, by Peter Greer

❏ Methods
❏ S.M.A.R.T. Goals (Specific, Measurable, Achievable, Relevant, Time Bound
❏ SWOT Analysis (Strengths, Weaknesses, Opportunities, and Threats)
❏ OGSM (Objective, Goals, Strategies, Measures)

Fundraising

❏ Books
❏ Development 101: Building a Comprehensive Development Program on Biblical Values,

John Frank & Scott Rodin
❏ The God Ask: A fresh, biblical approach to personal support raising, by Steve Shadrach
❏ A Spirituality of Fundraising, by Henri Nouwen

❏ Articles
❏ A Face-to-Face Request is 34 Times More Successful than an Email, by Vanessa Bohns

Financial Oversight

❏ Books
❏ Nonprofit Accounting & Financial Statements, Thomas R. Ittelson
❏ A Picture Book of Nonprofit Financial Statements, Thomas R. Ittelson
❏ Nonprofit Bookkeeping and Accounting for Dummies, Sharon Farris
❏ Financial Accounting Standards Board (FASB)
❏ Generally Accepted Accounting Principles (GAAP)

https://www.amazon.com/Effective-Executive-Definitive-Harperbusiness-Essentials/dp/0060833459/ref=as_li_ss_tl?s=books&ie=UTF8&qid=1503199883&sr=1-1&keywords=the+effective+executive+by+peter+drucker&linkCode=sl1&tag=readingraphic-20&linkId=c328fd742b67ab70cfcfc544c2849081
https://www.amazon.com/First-Things-Leadership-Building-Nonprofit/dp/B00TUFKDR6
https://www.amazon.com/Lencioni-Patrick-M-s-Advantage-Organizational/dp/B008EAWBXC/ref=tmm_pap_swatch_0?_encoding=UTF8&amp&qid=&amp&sr=
https://www.amazon.com/Mission-Drift-Unspoken-Charities-Churches/dp/0764211641/ref=sr_1_1?dchild=1&keywords=Mission+Drift%3A+The+Unspoken+Crisis+Facing+Leaders%2C+Charities%2C+and+Churches&qid=1632864167&s=books&sr=1-1
https://www.amazon.com/Good-Great-Some-Companies-Others/dp/0066620996/ref=sr_1_1?dchild=1&keywords=Good+to+Great%3A+Why+Some+Companies+Make+the+Leap&qid=1632864220&s=books&sr=1-1
https://www.youtube.com/watch?v=ukbAGTqGeiQ
https://www.atlassian.com/blog/productivity/how-to-write-smart-goals
https://www.investopedia.com/terms/s/swot.asp
https://archpointconsulting.com/ogsm-strategy-guide
https://www.amazon.com/Development-101-Building-Comprehensive-Biblical-ebook/dp/B00X0B7O46/ref=sr_1_1?dchild=1&keywords=Development+101%3A+Building+a+Comprehensive+Development+Program+on+Biblical+Values&qid=1632921908&s=books&sr=1-1
https://www.amazon.com/God-Ask-Biblical-Approach-Personal/dp/098251073X/ref=sr_1_1?dchild=1&keywords=The+God+Ask%3A+A+fresh%2C+biblical+approach+to+personal+support+raising&qid=1632921883&s=books&sr=1-1
https://www.amazon.com/Spirituality-Fundraising-Henri-Nouwen/dp/0835810445/ref=sr_1_1?dchild=1&keywords=A+Spirituality+of+Fundraising&qid=1632921856&s=books&sr=1-1
https://hbr.org/2017/04/a-face-to-face-request-is-34-times-more-successful-than-an-email
https://www.amazon.com/Nonprofit-Accounting-Financial-Statements-Management/dp/0997108967/ref=sr_1_3?crid=2MVGJVLUD1UE1&dchild=1&keywords=nonprofit+accounting+and+financial+statements&qid=1632921770&sprefix=nonprofit+accounting+and+%2Caps%2C203&sr=8-3
https://www.amazon.com/Picture-Book-Nonprofit-Financial-Statements/dp/0997108940/ref=sxts_rp_s1_0?cv_ct_cx=A+Picture+Book+of+Nonprofit+Financial+Statements&dchild=1&keywords=A+Picture+Book+of+Nonprofit+Financial+Statements&pd_rd_i=0997108940&pd_rd_r=e0b443b1-7633-4e24-8c34-91d3ced84751&pd_rd_w=1SQ3A&pd_rd_wg=ONIst&pf_rd_p=af8d3766-df56-425b-8b01-c9ac6db61af2&pf_rd_r=4A8CMDBTSAD4MY07Y80Y&psc=1&qid=1632921795&sr=1-1-c0f7e2e2-11af-4edb-92eb-888d18bf51be
https://www.amazon.com/Nonprofit-Bookkeeping-Accounting-Dummies-Sharon/dp/0470432365/ref=sr_1_1?dchild=1&keywords=Nonprofit+Bookkeeping+and+Accounting+for+Dummies&qid=1632921818&s=books&sr=1-1
https://www.fasb.org/jsp/FASB/Page/BridgePage&cid=1351027226246
https://www.investopedia.com/terms/g/gaap.asp
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Miscellaneous

❏ Books
❏ Start with Why: How Great Leaders Inspire Everyone to Take Action, by Simon Sinek
❏ Good to Great and the Social Sectors, by Jim Collins

❏ Organizations
❏ Montana Nonprofit Association

https://www.amazon.com/Start-Why-Leaders-Inspire-Everyone/dp/1591846447/ref=sr_1_1?dchild=1&keywords=start+with+why&qid=1632921708&sr=8-1
https://www.amazon.com/Good-Great-Some-Companies-Others/dp/0066620996/ref=sr_1_1?dchild=1&keywords=Good+to+Great&qid=1632921734&sr=8-1
https://www.mtnonprofit.org/

