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Todayõs Agenda



What do you think of when you think about          

organizational capacity?
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Question for the Group
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Critical Questions

ÅWhat are the organizationõs programmatic activities?

ÅHow strong is the organizationõs governancefunction. What 

does it say about leadership?

ÅWhat does the 990 tell us about fundraisingactivities and 

the level of public support?

Using the 990 to Understand Capacity



What do you think of when you think about 

financial health?
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Question for the Group
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Three Key Questions About Financial Health

1. How strong are the organizationõs reserves? How liquid are 

they?

2. How many months of operations can be covered with 

available cash?

3. What are the trends in operating results? 

Using the 990 to Understand Capacity



The IRS Form 990: 

Background
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What is it?

ÅInformation return for organizations exempt from income tax

ÅProvides the IRS and state charity agencies with information 

to assist them in enforcing the laws governing nonprofits

ÅThe most publicly available document about an organization

The IRS Form 990
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What Are the Filing Requirements?

ÅAnnual gross revenue of $50K or less: 990-N (E-postcard)

ÅAnnual gross revenue of $200K or less and total assets of 

less than $500K:990-EZ or 990

ÅGross revenue greater than $200K, or total assets of $500K 

or more: 990

The IRS Form 990



Summary & Program 

Service Accomplishments



Front Page:Part I, Summary
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Front Page:Part I, Summary (continued)

ĄKey Question: How long after the end of the fiscal year was the 

organizationõs 990 filed?
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Schedule O



Part III: Statement of Program Service Accomplishments



Governance & 

Leadership
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Information about the òtone at the topó

ÅGoverning Body and Management

ÅPolicies

ÅCompensation

ÅOther Areas of Note

Governance& Leadership
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Part VI, Section A: Governing Body and Management

ÅUse of management company

ÅChanges to organizational documents

ÅDocumentation of board and committee meetings

ÅPresentation of 990 to board 

ÅList of officers, directors, trustee or key employees

ÅDid the org become aware of a significant diversion of assets? 

Ą Key Questions: How many board members? Are they 

reviewing the 990? Is there an unusual management 

structure?

Governance, Management & Disclosure



Part VI, Section A: GoverningBody and Management
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Part VI, Section B: Policies

ÅConflict of Interest 

ÅMonitoring and enforcement of conflict of interest policy

ÅWhistle Blower Policy

ÅDocument retention and destruction

Ą Key Questions: Does the organization have appropriate 

governance policies in place to set the right òtone at the 

top?ó

Governance, Management & Disclosure



Part VI, Section B: Policies
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Part VI, Section B: Policies

ÅProcess for determining compensation.  Process should include:

ïA review and approval by independent persons

ïComparability data

ïContemporaneous substantiation of the deliberation and 

decision

Ą Key Question: Is there a deliberate, fair, comprehensive 

process to set compensation for leadership?

Governance, Management & Disclosure



Part VI, Section B: Policies
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Part VII, Section A

ÅòKey employeesó paid over $150,000

ÅFive highest compensated staff (paid over $100,000) other than 

òkey employees,ó directors, and trustees

ÅFormer officers, key employees, and highest compensated 

employees paid over $100,000

Ą Key Questions: Does compensation seem reasonable? Are 

there significant pay disparities between employees? Are 

any board members being paid?

Compensation
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What is a òkey employee?ó

ÅReceives compensation in excess of $150,000

ÅHas responsibility over the organization as a whole that is similar 

to those of officers, directors, or trustees

ÅManages a discrete segment or activity of the organization that 

represents 10% or more of the organizationõs activities, assets, 

income, or expenses

ÅHas or shares authority to control or determine 10% or more of the 

organization's capital expenditures, operating budget, or 

compensation 

Compensation



Part VII: Compensation
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Schedule J

Provides additional information on compensation practices for 

officers, directors, trustees and key employees

Ą Key Questions:

ïDid the organization pay for first class or charter travel?

ïWas there access to discretionary spending accounts?

ïDid the organization pay for òbusiness useó of a personal 

residence?

ïWere personal services (e.g. maid, chauffeur, etc.) provided?

Additional Compensation Information
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Some Additional Questions to Consider:

ÅPart IV, Question 26:Did the organization take out a loan from a 

board member? (if so, more info will be provided in Schedule L)

ÅPart IV, Question 28:Was the organization a party to a business 

transaction with a current or former officer, director, trustee, or key 

employee? (if so, more info will be provided in Schedule L)

ÅPart IV, Question 32: Did the organization sell or transfer more 

than 25% of its net assets (if so, more info will be provided in 

Schedule N)

ÅPart XII, Question 2c: Does the organization have a board 

committee that oversees the audit process?

Tone at the Top: Other Areas of Note



Understanding Financial 

Health Using the 990
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Three Key Questions About Financial Health

1. How strong are the organizationõs reserves? How liquid are 

they?

2. How many months of operations can be covered with 

available cash?

3. What are the trends in operating results? 

The 990: Understanding Financial Health



Operating Reserves & 

Liquidity
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Three Key Questions About Financial Health

1. How strong are the organizationõs reserves? How liquid are 

they?

2. How many months of operations can be covered with 

available cash?

3. What are the trends in operating results? 

The 990: Understanding Financial Health



Assets

Liabilities

Net Assets

What We Own:

ÅCash

ÅReceivables

ÅInvestments

ÅProperty, Plant & 
Equipment, net

What We Owe:

ÅBills due

ÅLine of Credit

ÅDeferred Revenue

ÅDebt (short- and 
long-term)

Our Available Capital

ÅUnrestricted
Fɐixed Assets

Bɐoard Designated

Oɐther

ÅTemp. Restricted

ÅPerm. Restricted

Statement of Financial Position

=
+



Audit: Statement of 

Financial Position 990: Balance Sheet (Part X)

Information in the Audit vs. Form 990
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IRS Form 990: Balance Sheet
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IRS Form 990: Balance Sheet (continued)



Capacity GoalType of Capital

Growth & Expansion

Innovation  (R&D)

Replenishment

Liquidity
Operating Reserve / 

LUNA
Security

Capital for Change and Security

Change Capital

Maintaining & 

Replacing Facilities
Facility Reserves
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Liquid Unrestricted Net Assets (LUNA)

LUNA = Unrestricted Net Assets ð(Fixed Assets ðMortgages) 

ÅThe portion of unrestricted net assets that could be converted to cash 

relatively easily (may or may not include board designated funds, based 

on accessibility)

ÅFunds available for purposes such as supplying working capital, guarding 

against downturns, and pursuing new opportunities

Benchmark:LUNA sufficient to cover 3-6 months of operating expenses is generally 

consideredd healthy, but this depends on an organizationõs business model, plans, 

and goals.

Measuring Liquidity (Level of Reserves)
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Calculating LUNA Using the Form 990



Calculating LUNA Using the Form 990
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Three Key Questions About Financial Health

1. How strong are the organizationõs reserves? How liquid are 

they?

2. How many months of operations can be covered with 

available cash?

3. What are the trends in operating results? 

The 990: Understanding Financial Health
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Calculating Months of Cash on Hand
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Calculating Months of Cash on Hand



Other Key Financial 

Indicators
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Three Key Questions About Financial Health

1. How strong are the organizationõs reserves? How liquid are 

they?

2. How many months of operations can be covered with 

available cash?

3. What are the trends in operating results? 

The 990: Understanding Financial Health



Audit: Statement of Activities 990: Stmt of Revenues (Part VIII)

990: Stmt of Expenses (Part IX)

Information in the Audit vs. Form 990



Two columns



49

Front Page:Part I, Revenue and Expense

Only one  column
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Calculating Operating Results
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Calculating Operating Results



Audit: Statement of 

Functional Expenses

990: Stmt of Functional 

Expenses (Part IX)

Information in the Audit vs. Form 990
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Part IX:Statement of Functional Expenses
Are expenses 

spread across all 

three columns?



Part IX:Statement of Functional Expenses



Overhead vs. Indirect Cost

Management & General  +  Fundraising

Total ProgramExpense

Indirect Cost Rate

Management & General  +  Fundraising

Total OrganizationalExpense

Overhead Rate
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Calculating Overhead / Indirect Cost Rate
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Calculating Overhead / Indirect Cost Rate



Public Support
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Public Support Test and òTippingó

ÅTipping:Occurs when a donor makes so large a grant that the grantee 

fails the IRS public support test and is òtippedó out of public charity 

status into private foundation status.

ÅPublic Support Test: charities must prove that they receive at least one-

third of their total support in contributions from the general public.

Ą Key Questions: Is the organization over-reliant on one 

funder? If so, what risks may that pose?

Public Charity Status



Schedule A: Public Charity Status and Public Support



Fundraising
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Key Questions on Fundraising 

ÅPart I: Types of fundraising activities conducted; engagement of 

outside contractors for fundraising

ÅPart II: Financial return on special events

Ą Key Questions: Who is doing fundraising for this 

organization? How are they doing on special events?

Schedule G: Fundraising



Schedule G: Fundraising Activities



Schedule G: Fundraising Activities (continued)



Depreciation
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Schedule D: Depreciation of Fixed Assets

Shows depreciation of fixed assets by category: land, buildings, 

leasehold improvements, and equipment

ĄKey Questions: How depreciated are the organizationõs 

buildings and equipment? If highly depreciated (over 80%), 

are there reserves to fund replacement/repair?

Depreciation



òBook Valueó of Fixed Assets: 

÷ Fixed Assets at Original Cost:

= Percentage Depreciated:

$1,725,538

$3,400,188

51%



Resources
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FMAõs Toolkit for Grantmakers

Website Address:http://fmaonline.net/toolkit -for-grantmakers/

Area Available Tools

Audit ÅFinancial Health Analysis Tool: Audit Version

IRS Form 990
ÅAssessing Organizational Capacity Using the Form 990

ÅFinancial Health Analysis Tool: Form990 Version

Infrastructure 

and Budgets

ÅFramework for Reviewing Organizational and Program 

Budgets

ÅNonprofit Financial Infrastructure: Questions to Ask Your 

Grantees

Resources

http://fmaonline.net/toolkit-for-grantmakers/


Tool: Assessing Capacity with the 990

TOOLKIT RESOURCE
http://fmaonline.net/toolkit -for-grantmakers

http://fmaonline.net/toolkit-for-grantmakers/


Financial Health Analysis ToolFinancial Health Analysis Tool

Less is More: How 

Grantmakersare Using 

Simple Financial 

Metrics

Hilda Polanco and Luther 

Snow, The Foundation 

Review, June 2018

Access the article here:

https://scholarworks.gvsu.edu/cgi/viewcontent.cgi?article=1414&context=tfr

https://scholarworks.gvsu.edu/cgi/viewcontent.cgi?article=1414&context=tfr


Financial Health Analysis: 990 Version

TOOLKIT RESOURCE
http://fmaonline.net/toolkit -for-grantmakers


