Budgeting
Whether you are just starting a nonprofit or have been in existence for years, your organization will need a budget.  The larger your organization, the more complex the process may be, including creating multiple project or department budgets with the help of several staff.  Even a one-person shop needs a budget which details the basic income and expenses of the organization.  According to MCN's Principles and Practices for Nonprofit Excellence, "a nonprofit should operate in accordance with an annual budget that has been approved by the board prior to the beginning of each fiscal year".  
In order for the board to adequately manage your nonprofit's financial health, it needs a benchmark to measure current income and expense against.  A budget can also help predict tough financial times, and will give the board time for contingency planning if grants or other income sources fall through.  Lastly, funders will require a budget if you are planning on applying for grants.
New organizations may start the budgeting process by looking at potential income -- figuring out how much money they have to spend.  Existing organizations will have an easier time developing a budget as they will be able to review its history of contributed income and stability of earned income revenue streams, such as fees for service or organizational dues.
RESOURCES:
· Alliance for Nonprofit Management article "How do we prepare a budget?" 

· Sample Budget Summary (free downloadable guide from the Nonprofit Financial Center, www.nfconline.org) - A sample to use as a guide to preparing and properly formatting your own budget summary. 

· Sample Budget Guidelines (free downloadable guide from the Nonprofit Financial Center, www.nfconline.org) 

· Budgeting (NFC Notables Newsletter, 1994, from the Nonprofit Financial Center, www.nfconline.org) 
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Accounting
Establishing an accounting system from scratch is a process that can be greatly simplified by using one of the basic accounting software packages.  QuickBooks (www.quickbooks.com) and Peachtree (www.peachtree.com) each have users that have a strong preference. Quickbooks has also recently released "Nonprofitbooks", accounting software specifically designed for nonprofit organizations (www.nonprofitbooks.com)  Ask colleagues and similar organizations if there is one that will work better for the new nonprofit.
1. Seek the advice of professionals — Hiring or contracting with a part-time or full-time accountant or bookkeeper should be one of the first steps when an organization gets started. Accounting is a tricky business and a service worth paying for. 

2. Documentation is key — Accountants and auditors often refer to a "paper trail" when examining an organization's financial records. It is the responsibility of the nonprofit managers to maintain good records about each financial item whether it is an invoice, a paycheck or a bank statement. Good record keeping helps prevent fraud inside the organization. 

3. File, file, file — Maintain good files that keep relevant information together and make key documents easy to access. Tracking down an invoice from a vendor or a contribution deposit record shouldn't take an afternoon. 

RESOURCES:
· The Management Assistance Program (MAP) for Nonprofits offers different levels of accounting services for nonprofits, from help with specific issues to actual accounting services for your organization.  

· Search for accountants that specialize in working with nonprofits on the Online Nonprofit Yellow Pages. 

· "Quickbooks for Nonprofits": a two-day class offered at MCN by representatives from South Central Technical College.  For more information about upcoming classes, contact Scott Taylor at 507-354-5858/ sbm@mnic.net; or Dan Sprague at dans@mail.sctc.mnscu.edu. 
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the board and financial management
Nonprofit board members have specific responsibilities as stewards of their organizations.  Many of these responsibilities are requirements under Minnesota law.  Board members are responsible for ensuring that the nonprofit is managed in a fiscally sound way and that the organization has adequate resources to operate its programs and fulfill its mission. Board members must do so by monitoring the organization's financial activity on a regular basis.  Failure to do so can result in serious consequences for the organization (see Jon Pratt's article, "Financial Malfeasance and Nonfeasance: Ten Pitfalls Boards Should Avoid".)
Nonprofit board members are responsible for:
· Reviewing and approving the organization's financial statements (usually a statement of functional expenses and balance sheet) on a regular basis. 

· Reviewing and approving the organization's federal Form 990 and annual audit, if one is conducted. 

· Making sure taxes and accompanying forms are paid and filed with the appropriate state and federal agencies (Michigan Department Treasury, IRS etc). 

· Updating the organization's mandatory insurance policies 

· Reviewing and approving contracts and large financial transactions or payables. 

· Reviewing and approving the salary of the Chief Executive and salary ranges for staff positions. 

· Developing and overseeing internal financial controls and investment policies. 

· Investigating warnings or reports of officer or employee theft or mismanagement, including reporting the misconduct to the proper authorities. 

RESOURCES:
· Sample Board Treasurer job description 

· "Fiduciary Duties of Directors of Charitable Organizations" (a guide for board members from the Office of the Minnesota Attorney General - Charities Division). 
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legal requirements for financial management and reporting

IRS Form 990 


Return of Organizations Exempt from Income Tax. Even though a nonprofit organization may be tax exempt, it must file an annual tax return with the Internal Revenue Service. Generally, charities with more than $100,000 in gross revenues and more than $250,000 in total assets must file the Form 990; smaller charities may file the EZ Form. 

This is the most detailed and most misunderstood filing for nonprofits. It is the most complete documentation of an organization’s financial history and is often used to hold the organization accountable for its past actions and future decisions. Recent rulings by the Internal Revenue Service state that nonprofit organizations must make their Form 990 and applications for tax-exempt status widely accessible and available to anyone who requests. The Form 990 is available in the back of this book.
	 
	Filing Fees: None.

	 
	Late filing: Severe penalties apply for filing late or failing to file.

	 
	Mail to: Internal Revenue Service, Ogden, UT 84201-0027.


Charitable Organization Annual Report Form 


The Charitable Solicitation Act states that an annual report must be filed with the Attorney General by the 15th day of the 7th month after the close of the organization's fiscal year. An organization must also include a copy of IRS Form 990 and an audited financial statement, if applicable. This form is provided in the back of this book. 
  

	 
	Filing Fees: $25

	 
	Mail to: State of Minnesota, Office of the Attorney General, Charities Unit, Ste 1200, NCL Tower, 445 Minnesota St., St. Paul, MN 55101.


Nonprofit Corporation Annual Registration 


After an organization has filed for incorporation, it must continue to register annually with the Minnesota Secretary of State. Failure to register by December 31 each year will result in the dissolution of the organization, and a $25 fee will apply to reinstate the organization’s corporate existence.
The Secretary of State’s Office will send the incorporated nonprofit its registration form each year with the organization’s name and address already completed. If that information has changed, the organization will also need to amend its articles of Incorporation.

	
	Filing fee: None if filed on time. $25 fee to reinstate if filing late.

	
	Mail to: Secretary of State, Records Processing Division, 180 State Office Building, 100 Constitution Ave., St. Paul, MN 55155-1299. 


Unrelated Business Income Tax (UBIT) 


According to the IRS, 501(c)(3) organizations are subject to an Unrelated Business Income Tax, which is any unrelated trade or business income that is regularly carried on and not substantially related to the organization's exempt purpose or function.
Nonprofits with more than $1,000 in UBIT must complete Form 990-T by the 15th day of the fourth month after the end of the tax year.  Excessive UBIT can jeopardize the tax exempt status of an organization.
	 
	Filing fee: None.

	 
	Late filing: Severe penalties apply for filing late or failing to file.

	 
	Mail to: Internal Revenue Service, Ogden, UT 84201-0027.


