SELECTED FINANCIAL INDICATORS FOR NONPROFIT ORGANIZATIONS

          INDICATOR
         

SIGNIFICANCE             
  IF  HIGH 1          
       IF  LOW

	Balance Sheet
	
	
	

	
	
	
	

	- Expendable net assets2.  Ratio of net assets to ex​penses.  (Often called “operating reserves”)
	Extent to which there is a reserve for hard times or for new opportunities (longer term).
	Organization may appear too rich to donors, members, other resource providers.
	Organization may not have enough working capital.

	
	
	
	

	- Liquid assets (cash/marketable securit​ies) vs. cash needs (current liabilities & expenses).
	Ability to pay obligations when due (shorter term).
	(same as above)
	(same as above)

	
	
	
	

	- Levels of: (1) receivables, vs. related revenue; (2) inventory and other less liquid assets, vs. related expenses.
	Extent to which financial  resources may not be quickly available because they are tied up in such assets.
	Organization may not be making the most productive use of its assets.
	Organization may be losing opportunities, or purchasing inefficiently.

	
	
	
	

	- Ratio of debt to assets or net assets.
	Extent to which activities have been financed by borrowing.
	Organization may not be attracting enough contributed or earned support.
	Normally a desirable situation, however organization may be losing opportunities.

	
	
	
	

	Income Statement
	
	
	

	
	
	
	

	- Excess of revenue over expenses.  Ratio of this excess to total revenue.3
	Whether organization is: 1) living within its means;  2) maximizing its program services.
	Organization may appear too rich, and may not be maximizing its program services.
	If deficits continue, organization may be in financial difficulty.

	
	
	
	

	- Comparison of actual to budgeted data.
	Extent to which organization engages in: 1) realistic planning and/or 2) adequate financial control.
	N.A.    (Normally, actual should be close to budget.  Significant differences must be explained.4)

	
	
	
	

	- Ratio of program service expenses to total expenses.5
	Extent to which activities directly benefit the members or the community.
	(Normally a desirable situation.)
	Overhead may be excessive, or organization may be new, troubled, or controversial.


INDICATOR
         

SIGNIFICANCE             
  IF  HIGH 1          
       IF  LOW

	- Ratio of fundraising (member development) expenses to contributions (dues) or to other amounts raised (break down by type if possible).
	Efficiency in raising money.
	Fundraising methods may not be effective, costs may be excessive, or organization may be new or controversial.
	Normally a desirable situation, however organization might consider being more aggressive in seeking support.

	
	
	
	

	- Ratio of fees received for services to costs of providing services.6
	Extent to which services are subsidized from other resources.
	Services may be priced beyond the means of those needing services.
	If lower than planned, organization may have financial problems.

	
	
	
	

	- Investment yield (income/invested assets).
	Effectiveness of investment management; degree of risk assumed.
	Organization may be assuming an unreasonable degree of risk.
	Organization is not getting as much income as it should.

	
	
	
	

	- Relation of market value to cost of investments.
	(Same as previous item.)
	Normally desirable, but should be consistent with organization's investment policy.
	If there are excessive losses, there may be an inappropriate degree of risk.

	
	
	
	

	- Ratio of "soft" revenue (contributions, or other definition7 ) to total expenses.
	Extent to which revenue may be subject to fluctuation beyond the organization's control.
	Revenues may fluctuate; money might not be available for planned activities.
	Revenues are likely to be relatively stable.

	
	
	
	

	Other
	
	
	

	
	
	
	

	- Comparison of key current financial data, and indicators, to similar data for prior periods.
	Whether organization is better or worse off than in the past; possible future trends.
	N.A.  (Significant fluctuations must be understood.)

	
	
	
	

	- Relationship of the three categories of cash flows (operating, financing, investing).
	Whether organization is managing cash appropriately


	N.A.  (Relationship among categories must be considered in each case.)8


Used with permission of Richard Larkin, CPA

Notes:

1 -   Since for most financial indicators, it is not possible to define standard, desirable, or average values due to a scarcity of data, and the variety of organizations in the not-for-profit sector, the columns, “If High” and “If Low” are provided to help users consider what would be appropriate levels for a particular organization at a particular time.  For example, the Red Cross of Los Angeles clearly needs more operating reserves than does an organization not subject to large, unpredictable, immediate demands on its resources (i.e., when the Big One hits.)

2 - What is considered expendable net assets must be considered in each case.  Most unrestricted net assets are normally included, however equity in property and equipment likely should not be.  Expendable temporarily purpose-restricted net assets should probably be included, but time-restricted net assets probably not.  However, deferred revenue such as tuition, dues, or ticket sales intended for the next period might be added back to net assets.  Similarly, non-cash expenses such as depreciation could be excluded from the expense number for purposes of this ratio.

3 - The ratio to revenue is a frequently used indicator in the business world.  It has much less meaning to not-for-profits, many of which deliberately budget to end up close to break-even, but it is included in this list because businesspeople, who often populate not-for-profit boards, are used to seeing it.

4 - This is a very powerful indicator, but not easy to use effectively because offsetting events may mask circumstances which indicate a need for management action.  It is probably best thought of a general indicator of the quality of management.

5 - This indicator, and the one following it, are the two most widely used - and over-used - indicators in the not-for-profit sector.  While they are not unimportant, and are certainly worth looking at, many people ascribe too much weight to these in assessing organization performance - which often translates into, “Will I make a contribution to this charity, or join this association?”   An organization that spends, say 80 cents (inputs) on programs (outputs) out of every dollar it spends is not necessarily doing more good for its members or society than one which spends only 70 cents.  One must consider the quality and effectiveness of what they are doing (outcomes).  Tracking ratios like these over time is probably a more effective use of the indicators, as is making sure that you (management, board member, fundraiser, etc.), are always prepared to reply to a skeptical questioner as to why your ratio is such-and-such - e.g., not as good (at least in the eyes of the questioner) as the comparable ratio of [that other charity or association over there].

6 - This is analogous to “gross profit” in a business.  Of course in businesses this ratio should normally be greater than one (or else you are selling your goods or services for less than it costs you to have them available).  In the not-for-profit sector, organizations often lose money on every item they sell (e.g., orchestras as a group spend about $2 to put on concerts for every $1 they take in at the box office), but they make up the deficit from contributions, grants, and endowment income.  An association may lose money on its conference but cover the deficit from dues, advertising, or from other activities on which it makes a profit.

7 - Each organization should define this indicator for itself.  “Soft” here is meant to connote uncertainty - i.e., which part of your anticipated revenue are you less sure will be there when you need it?  For many not-for-profits, this will be contributions, or some portion of them.  For others it might be other types of revenue.

8 - For example, if large negative operating flows are regularly made up by positive financing or investing flows, the organization is probably headed for a cash crisis.

