
Common Financial Systems 

Why have systems? 

In a nonprofit, systems are important. However, nonprofits often lack the resources of staff and time to 
feel as if they have the time put the internal systems in place—much less follow them. But internal 
systems are the key to sustainability in an organization—sustainability of finances, staff and programs.  

To set the right environment for an organization, written policies and procedures are necessary for time 
sheets, travel, reimbursements, etc.  This will be different in a one-person office than it is in an unstaffed 
nonprofit or in an organization with eight employees.  In a very small organization, the board will have 
to provide most of the oversight and control.  In a large organization, the board won’t need to be as 
directly and frequently involved in these internal systems, though the board should always be 
responsible for either writing or approving any and all internal policies and procedures.  Whatever the 
case for your organization, it is important to define who is responsible for what, whether it be in your 
financial or programmatic practices. 
 

Financial systems 

Financial Controls are necessary for the financial well-being of the organization—not just at audit time, 
but all the time—to allow for good leadership and planning in good times and bad. 

General 

• Reconcile the bank statement monthly. Ideally, this bank reconciliation would be done by 
someone other than the person responsible for day-to-day accounting. For example, you could 
have the Executive Director or a board member receive the statements unopened or access 
them online, review and sign them, and then do the same for the reconciliation once it is 
completed.   

• Lock up sensitive document and information including, but not limited to, account numbers, 
social security numbers, addresses, etc. You have legal and financial responsibility to protect the 
information of your employees and donors.   

• Financial reports and statements should be reviewed periodically by the Executive Director, your 
board members and other executive staff. 

• A system should be in place for “whistle-blowing” that allows staff access to the Board Treasurer 
or Board President, should they suspect any ethical or financial foul play. 

Cash Disbursements 

• Require two signatures on large checks, one to be a designated board member. Ideally, the 
threshold for two signatures should be based on your largest monthly expense—like your rent 
check. 



• Those responsible for day-to-day finance duties of an organization should never be a signer on 
the checking account. In a one-person office a board member should assume signing duties. 

• Never have a check issued to and signed by the same person. All reimbursements to signers 
should be signed and approved by a board member or other higher authority. 

• Control the signing of checks. The person signing of checks must know and approve what is 
being paid out.  They should review and approve the backup documents, receipts, etc. before 
signing. 

• Lock up your checks and vendor files. 
• Never pay a vendor without a proper invoice or contract.  
• The use of ATM cards is not recommended. 
• Update signature cards to remove check signers as soon as they leave the organization. 
• Destroy all voided checks. 
• No reimbursements should be issues without backup receipts. 

Cash Receipts 

• If possible, have someone other than the finance staff open the mail and receive and log 
incoming monies. 

• A check log should be kept, noting the date of receipt, date of deposit, who it is from, and the 
purpose (donation, membership dues, registration for an event, etc.) 

• Especially in a one-person office, the person performing the initial bank statement review should 
cross-reference the check log against the bank statement.  

• Your organization should have a stamp made with the organization’s name and “For Deposit 
Only.” All incoming checks should be stamped on the endorsement line on the back of the check 
as soon as they are received. 

• Copies of all check and accompanying documentation should be stapled to the deposit ticket 
from the bank in order to detail the deposit in full. Note that it is illegal to copy cash. Put cash in 
an envelope; note the purpose on the envelope to match the log and with the top 
denominations visible, copy the envelope. 

Payroll 

• Every payroll change, including new hires, terminations, overtime, raises, deductions, etc. must 
be signed by a supervisor and the employee. 

• Have tax, tax deduction and I-9 forms completed by everyone by the start of the new calendar 
year. 

• Overall payroll policies and Executive Director compensation changes should be approved by the 
Board of Directors and documents in a board resolution. 

• Keep time sheets for all personnel, reflecting time spent on program—even for full-time salaried 
personnel. 

• If possible, use an outside payroll company to issue payroll checks and file tax forms.  



• Keep I-9 forms on all employees and contractors.  Keep a copy of the I-9 forms only in a separate 
file for review by the authorities if requested. This limits their access soley to the legally 
required information.  

• Make sure your contractors have other clients and/or meet the federal/state requirements to 
be classified as contract labor, not employees. 

Petty cash 

• Never give out funds from petty cash without having the receiver sign for the funds and provide 
backup receipts and change within a consistently established amount of time amount of time. 

• Keep petty cash and use of petty cash to a minimum 
• Conduct unannounced internal audits of the petty cash.  
• Petty Cash Reciept Vouchers should be numbered, completed in ink, and supported with 

receipts.  
• Loans to employees shouldn’t be allowed. 

Financial Statements 

Your financial statements are simply records that show the financial activity and status of your 
organization. These statements all pull their information directly from your organization’s chart of 
accounts, which falls into five major categories: 

1. Assets 
2. Liabilities 
3. Fund Balance 
4. Income 
5. Expense 

In general, when someone talks about your organization’s financial statements, they’re talking about the 
Balance Sheet and Income Expense Statement. 

Balance Sheet: The Balance Sheet is a statement of financial position—a snapshot of one point in time.  
The Balance Sheet compares what the organization owns (assets) against what it owes (liabilities) to 
determine the current financial worth (net assets or fund balance) of the organization.  

Total Assets = Total Liabilities + Fund Balance (Equity) 

Elements of the Balance Sheet: 

• Current Assets: Cash or accounts that can be turned into cash within 12 months, including cash 
accounts, certificates of Deposit (CDs), petty cash and grants receivable. 

• Investments: Stocks, bonds and other long-term securities.  
• Fixed Assets: Land and durable property and equipment held and used in normal operations and 

depreciated over future periods.  



• Other assets: A ”catch-all” section that varies between industries and organizations—typically 
any assets such as long-term notes receivable (loans to others). Also, non-depreciable fixed 
assets such as buildings purchased for renovation and resale, deposits, loans, and prepaid 
expense-payments made in advance of the expense year like employee health insurance or rent 
(e.g., a January rent payment due in December). 

• Current Liabilities: Liabilities die within 12 months, including general payables, accrued 
compensation (vacation), accrued benefits (pension), and the portion of long-term loans due in 
12 months. 

• Long-term Liabilities: Liabilities not sue within the next 12 months such as car loans, mortgages, 
and other loans with terms of greater than one year. 

• Net Assets: Year-to-date net income and the accumulated net assets (fund balance) from all 
prior years. Net assets should be divided into unrestricted and restricted (whether by time, 
issue, geography or program). 

Income and Expense Statement 

The Income and Expense Statement (Sometimes called the Statement of Activity) is a measure of the 
results of an organization’s financial activities over a period of time. The Income and Expense Statement 
records the organization’s income and expense over a certain period of time—a month, a quarter, a 
year, etc.—and the resulting difference. 

Revenue – Expenses=Net Income (Surplus/Deficit) 

The income and expense statement has two major categories: 

• “Income or Revenue”, which represents funds or resources flowing into the organization, 
regardless of whether they are restricted or unrestricted, and including monies committed but 
not yet received (receivables). 

• “Expenses,” which represents the use of the organization’s funds or resources. These are usually 
broken up into program direct expenses, fundraising and administrative expenses and indirect 
expenses—those that can be reallocated at set periods depending on your programs (eg. Rent, 
insurance, utilities, etc.) 

The resulting difference is the net income or your profit or loss. In the nonprofit world, it is more 
appropriate to refer to net income as a surplus or deficit.  You may also see it called the change in net 
assets. 

The standard format of an income statement is simple, although it can be as detailed as you want, with 
income and expenses grouped and subtotaled into subtypes or classifications.  It’s also important to 
remember that not all cash out of the organization is reported on the iNcome and Expense Statement. 
For example, a bank loan coming into the organization and the payments of principal going out will not 
be reflected here, nor will expenses over your organization’s depreciation threshold. These will show up 
on the balance sheet. 



Budget 

No matter how small your organization, an annual budget is one of the most important processes to 
insure financial management and oversight. This is the financial plan that details what your organization 
plans to accomplish in the coming year and how you’re going to do it.  Without a detailed budget, you 
would not know how much money must be raised to cover the organization’s cost for a project, 
program, or an entire year of operation.  The budget process helps determine the path that the 
organization will take in accomplishing its mission. Funders may care deeply about an organization’s 
mission and programs, but rarely are they interested in funding an organization without a financial plan 
that shows how the program plan will be accomplished. 

When Does Budget Development Start?   The most important part of developing a budget is time.  If 
budget planning is started early enough, there will be time to include both staff and board, yet still begin 
the year with as solid plan for how to move your organization forward through the year. The budget 
process for the following year should begin a little after midway through the current year. By midway 
through your current year, you will have revenue and expense numbers that will allow you to plan for 
the coming year. 

Who Should be Involved? In one way or another, the entire staff and board should be involved in budget 
development.  Great ideas can come from everyone, so providing space for reaction and response is an 
important part of the process.  It is important that all staff and board understand, participate, and own 
the outcomes of the budget process. In this way, we share knowledge and empower both board and 
staff in what is one of the most important tools of an organization. When program and financial staff 
work together, you are more likely to produce a well-rounded plan that takes into account both 
program staff goals and economic reality.  Obviously, the Executive Director (or head of the 
organization) must be involved, and the Board of Directors must approve and adopt the budget before 
the beginning of the fiscal year. 

One Method of Developing the Annual Budget 

• Devise a Plan and Timeline (based on a calendar year) 
• Analysis (early August) determines how things are currently going within the organization. Is the 

organization meeting current fundraising goals and operating within current budgeted 
expenses? What are the expense overages or underages? This information is vital to the 
development of the following year’s budget. If fundraising is not going as well as projected, you 
may need to lower goals for the coming year. If the organization has over or under spent in a 
particular category or categories, you need to determine why that has happened. 

• Revenue Projections (early August) are needed in order to know what the expense goal is for 
the year. Obviously, expenses should not exceed revenue, so the projected revenue must be 
determined at the same time. A good place to start is to look at your revenue over the past five 
years.  These trends, along with other information you have gatheres about your funding 
sources, can help you establish the projected revenue budget. Once those are developed, work 



can begin or creating draft program, fundraising, and administrative budgets based on your 
current economic reality. 

• Instruction for Staff (mid-August): Based on the current financial status of the organization and 
revenue projections for the coming fiscal year, staff should be given some basic guidelines for 
budget construction.  Developing your dream budget is fun, but not when it is quickly cut into 
little bits and pieces. It is much more realistic to develop a budget with a general guideline (i.e. 
add 5% more than the previous year, reduce by 10%, or add one more staff member to a well-
funded program). As with revenue trends, expense trends for the past five years can provide a 
starting point for many categories, especially for routine expenses such as utilities, rent, and 
general office expenses. 

• Program Planning and Budget Development (mid-August to mid-September): Now that staff 
has a guideline, give them time to think, plan and write everything up. It is the job of the 
financial staff to provide details and explanation of what has been expended within the current 
and previous accounting periods so that program staff will have numbers to work with.  The 
general ledger is a good source of information, along with any other financial statements 
(Income and Expense, Budget to Actual) that are available for the specific program or 
department.  In addition, financial staff should make themselves available to work with program 
and department staff to obtain estimates from vendors and to project expenses in general. One 
way to make sure that each program or department provides consistent information that falls 
within established expense categories is to give them a budget template to work with. When 
done correctly, templates can be quickly combined to form your draft budget. Typically, salary 
and benefit information is inserted into the budget by the finance department and then 
distributed among the different programs and departments using workbook links. The 
document 
 
 
 

 


