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1. COURSE OBJECTIVES
1.1. Understand The Meaning And Importance Of Financial Management.
1.2. Learn How To Establish A Good Financial Governance Framework.
1.3. Understand The Budgeting Process.
1.4. Understand The Importance Of Accounting And Reporting.
1.5. Learn The Importance Of Controlling.
2. FINANCIAL MANAGEMENT

The key to success for anyone and or organization is GOOD financial management and budgeting. As an executive in an organization developing and managing your activities is difficult at most. In order to successfully manage and budget your finances, you will need to demonstrate (1) strong leadership skills, (2) profound business management skills and (3) an in debt knowledge of finances (cash flow). All of these characteristics will play a strong and vital role to good financial management and successful business outcome. 

It is extremely important for individuals and organizations to pay close attention to cash flow. The easiest way of doing so is to develop a strict budget. This is a primary factor to financial management. Many individuals find themselves in financial ruins due to lack of prioritizing and budgeting their income. Budgeting requires discipline and patience. In the long run, it will prove to be most efficient to the prospering of your financial stability and business performance. 

However, in order to stick to a strict and effective budget you will need to be organized and your company will need to be organized. Going through a year of invoices, payments, sales reports, etc., during year end is not organization. It will be impossible to stick to a budget and prioritize if you are disorganized. You may need to improve your finance management and management skills, as well. By gaining the knowledge and skills required to keep up with the fast paced and ever changing economy will prove proficient for anyone and or business.

You may find that your best approach to financial management is hiring someone who specializes in the task. However, if hiring an expert does not fit into your budget, an alternative is to become familiar with the concept of financial management. There are many short courses available on the subject. Also, there are several programs online available to download to assist small business and individuals with budgeting and financial management at little or no cost. 
2. FINANCIAL MANAGEMENT (Continued)

You may also purchase software programs that will manage all of your financial activities and give you a broader perspective on your organization’s financial stability. When searching for a finance management software program; it should complement your organization’s needs. It should be structured to sponsor effective and precise execution of your finances and account activities, in order to provide your organization with timely and consistent information, which will result in proficient business production.
3. FRAMEWORK FOR GOOD FINANCIAL GOVERNANCE
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4. BUDGETING PROCESS
4.1. Budgeting Formation
The process of formulating a written financial plan to cover a limited time period that includes resources (cash in) and expenses (cash out).

4.1.1. Steps in Preparing a Budget
4.1.1.1. Establish the goal of the organization.
4.1.1.2. Estimate revenues.
4.1.1.3. Identify costs.
4.1.1.4. Make adjustments.
4.1.1.5. Submit for approval.

4.2. Characteristics of Good Budget
4.2.1. Expresses a well-conceived plan.
4.2.2. All levels of management are involved.
4.2.3. Flexibility is built in.
4.2.4. Prepared in a timely way.
4.2.5. Clearly understood by those carrying out activities.
4.2.6. Used to evaluate and control.

4.3. Budgeting Execution
4.3.1. Challenges in budgeting execution:
4.3.1.1. Creates conflict over scarce resources.
4.3.1.2. Compliance.
4.3.1.3. People aren’t interested.

Example
Operating Budget
Program A – Activity Level

	
	Expected
	Minimum  
	 Maximum


	Revenue





Registration Fees

Miscellaneous


	$X , XXX  

XX
	$ XXX 

XX
	$ XXX

XX

	Total Revenue
	$  1,100
	$ 900
	$ 1,300

	Expense



Salaries and Wages 

Payroll Taxes and Benefits       

Professional Services

Hotel and Travel

Communication and Mailing       

Printing

Supplies

Honoraria

Reference Materials

Audio Visual Aids

Rent Meeting Rooms

Food Services

Miscellaneous


	$   XXX 

XX

XX

XXX

XX

X

XXX

XXX

X

XX

XX

XX

XX
	$ XXX

XX

XX

XXX

XX

X

XXX

XXX

X

XX

XX

XX

XX
	$ XXX

XX

XX

XXX

XX

X

XXX

XXX

X

XX

XX

XX

XX

	Total Direct Expense
	$ 800
	$   675
	$  900

	Allocations

Building and Grounds

Controller’s Office

Purchasing, Mail, Supply

Computer


	$XX 

XX

 XX 

X
	$XX

XX

XX
X
	$XX

XX

XX
X

	Total Allocations
	$100
	$80
	$120

	Total Direct and Allocated Expense        
	$900
	$775
	$1,020

	Excess Revenue/(Expense)
	$200
	$125
	$280


SUMMARY OPERATING BUDGET# 2

	
	Revenue
	Expense
	Net
	Overhead Allocation
	Excess    Revenue /(Expense)

	General




General and Administration
Boards and General Committees

Fund Raising

Government Relations

Communications                      

Membership

	$xxx        
----                
----
----
xx                                 
xxx                               


	$xxx
xxx
xx          
xx
xxx
xxx
	$(xxx)
(xxx)
(xxx)
(xx)            
(xx)
xxx 
	$(xx)
(xx)
(x)
(x)
(xx)
(xx)
	$(xxx)
(xxx)
(xx)
(xx)
(xx)
xxx

	Total General
	  $900             
	$700        
	$200     
	$(80)      
	$120

	Program Services



Program A
Program B

Program C

	$1,100                  

xxx
xxx
	$800 
xxx 
xxx
	$ 300
xx
xxx       
	$(100)
(xx)
(xx)
	$200
xx

xxx

	Total Program Services
	$2100       
	$570       
	$530         
	$(150)      
	  $380

	Support Services
Building and 
Controller’s Office
Purchasing, Mail, and Supply 


Computer

	
$—                 

 
  —                          

—
—
	$ 90
xxx
xxx
xx       
	$(90)
(xxx)
(xxx)          (xx)        
	$ 90              
xxx
xxx
xx
	$—
—
—
__

	Total Support Services
	$—
	$230     
	$(230)         
	    $230              
	$—

	Excess Revenue / (Expense)       
	$3000          
	$2500     
	$ 500            
	$—
	$500


5. ACCOUNTING AND RECORDING
Any organization that deals with money or money’s worth needs to record every transaction that enters into using the following accounting cycle:

·  Analyzing transactions.

·  Recording transaction in journals.

·  Posting verified entries to ledgers.

·  Balancing the accounts.

·  Preparing trail balances.

After finishing the accounting cycle, the following steps are to be performed to finalize the accounts:

· Rectifying the erroneous entries.

· Journalizing adjusting entries.

· Passing the closing or transfer entries.

· Preparing adjusted trail balances.

· Preparing financial statements and reports.

6. FINANCIAL STATEMENTS IN NOT-FOR PROFIT ORGANIZATIONS
Financial statements are summaries of financial data reported by the accounting system of an organization. This information reports the financial position of the organization on a certain date, states the results of operations/activities and the sources and uses of cash for a specified period.

· Statement of Financial Position
· Statement of Activities

· Statement of Cash flow.

· Financial Statement of Disclosures.

6.1. Statement of Financial Position

The primary purpose of the Statement of Financial Position is to provide relevant information about a not-for-profit’s assets, liabilities and net assets. The statement should report on the organization as a whole, and must report amounts for total assets, liabilities and net assets. 
The information provided in the Statement of Financial Position helps external users such as donors, members and creditors (as well as internal users) to assess the organization’s ability to continue to provide services as well as determine the organization’s liquidity. In addition, the user should be able to determine the ability of a not-for-profit organization to take effective actions to alter amounts and timing of cash flows so it can respond to unexpected needs and opportunities, and any needs for external financing. 

Assets and liabilities should be reported in order of their liquidity. One way to do this would be to classify them as either current or non-current. Another method to use is to list assets in order of their ability to be converted into cash and list liabilities in order of their maturity (how soon they will be repaid). Any assets received with a donor-imposed restriction that limits their use to long-term use (over one year in term) should not be classified as a current asset. You should also include, in the notes, information about the liquidity or maturity of assets and liabilities, including any restrictions on the use of particular assets.
The net asset section of the statement was formerly referred to as the fund balance or equity. Net assets must be reported in one or more of three categories:

6.1.1. Permanently Restricted Net Assets:

Net assets that came from contributions which are permanently restricted by the donor, i.e., the not-for-profit may use the interest capitalized from the asset, but the asset itself must be maintained permanently (cannot be spent) by the recipient. Perhaps the best example of a permanently restricted asset would be a permanent endowment fund.
6.1.2. Temporarily Restricted Net Assets:
Net assets that came from contributions which are temporarily restricted by the donor. Once the donor’s restrictions are met, the asset becomes unrestricted. Temporary restrictions imposed by donors may require that the contribution be used in a later period or after a specified date (time restriction), or that the contribution be used for a specified purpose (purpose restrictions), or both.
6.1.3. Unrestricted Net Assets:
Net assets that are neither permanently nor temporarily restricted by any donor-imposed restrictions.
Donor-imposed restrictions alone will determine whether the not-for-profit organization’s net assets are either temporarily or permanently restricted. Therefore, if a not-for-profit organization does not receive any contributions or other support from donors, it will not have any net assets reported as either temporarily or permanently restricted. 
Many not-for-profit organizations have designated a specified amount in their fund balance as board-designated. Such board-designated amounts should be included as unrestricted net assets, and not temporarily restricted. However, the not-for-profit organization may report such board-designated amounts as a separate line item under the unrestricted net asset classification, if it wishes to do so. 
You must include information regarding the nature and amount of temporary and permanent restrictions imposed by donors. Such information can be reported as separate line items in the permanently or temporarily restricted net assets classes, or it can be discussed in the notes to the financial statements.
If a not-for-profit organization receives significant contributions with donor-imposed restrictions, it may find the classification of net assets somewhat of a burden. Organizations must assess each component of each fund on an individual basis to determine into which class that fund balance (net assets) should be classified. 

Example
Statement of Financial Position
  Not-for-Profit Organization

(in thousands)
	Assets:
	

	    Cash and Cash Equivalents
	XXX

	    Accounts and Interest Receivables
	XX

	    Inventories and Prepaid Expenses
	X

	    Contributions Receivable
	XX

	    Short-Term Investments
	XX

	    Assets Restricted to Investment in Land, Buildings and Equipment
	X

	    Land, Buildings and Equipment
	X

	    Long-Term Investments
	XX

	        Total Assets
	XX,XXX

	Liabilities:
	

	    Accounts Payable
	XXX

	    Refundable Advance
	XX

	    Grants Payable
	XXX

	    Notes Payable
	X

	    Annuity Obligations
	XXX

	    Long-Term Debt
	XX

	        Total Liabilities
	X,XXX

	 
	

	Net Assets:
	

	    Unrestricted
	XX

	    Temporarily Restricted (A)
	X

	    Permanently Restricted (B)
	X

	        Total Net Assets
	XXX

	Total Liabilities and Net Assets
	XX,XXX


Note (A) would describe the purpose and time restrictions imposed by donors, for example, in which programs the assets must be used and when the restrictions would expire.

Note (B) would describe the nature of the permanent restriction, for example, a permanent endowment which may generate income to support operating activities.

6.2. Statement of Activities
Like the Statement of Financial Position, the Statement of Activities should focus on the organization as a whole. 
The Statement of Activities must report the change in unrestricted net assets, temporarily- restricted net assets, permanently-restricted net assets and total net assets. 
Revenues increase unrestricted net assets, temporarily-restricted net assets, or permanently-restricted net assets depending upon the absence or existence of donor-imposed restrictions.

Gains or losses on investments will generally increase or decrease unrestricted net assets, unless their use is limited by donor-imposed restrictions.

The removal, expiration, or satisfaction of a donor imposed condition or restriction will result in a transfer between temporarily-restricted, permanently-restricted, or unrestricted support.
6.3. Statement of Cash Flows 

A statement that summarizes the cash flows in an organization during a certain period where is shows the sources of cash and cash expenditures.
6.4. Financial Statement Disclosures 

Non-for-profit entities are required to disclose the following:
Contributed Services - An entity that receives contributed services must describe the programs or activities for which the services were used, the nature and extent of the contributed services received during the period and the amount recognized as revenue. Entities are encouraged to disclose the fair value of contributed services received but not recognized as revenues, if it is practical to do so.

Temporarily Restricted Support - If an entity reports as unrestricted support, contributions with donor-imposed restrictions that are met in the same accounting period, it must disclose this in its accounting policy note and must apply this policy consistently from period to period.

Gifts of Long-Lived Assets If an entity receives a gift of a long-lived asset that does not contain a stipulation as to how long the asset must be used, it is reported as restricted support if it is the organization's policy to imply a time restriction over the useful life of the asset.

Promises to Give - Recipients of unconditional promises to give must disclose the amounts of promises receivable in less than one year, one year to five years, and more than five years as well as the amount of allowance for uncollectible promises receivable.

Recipients of conditional promises to give must also disclose the total amounts promised and a description and amount for each group of promises possessing similar characteristics. 
Contributions of Works of Art or Collections Items - There are a number of disclosure requirements concerning contributions of this type.
Permanent and Temporary Restrictions - Information about the nature and amount of different types of permanent and temporary restrictions must be provided including distinguishing between permanent restrictions of holdings of assets which stipulate that they must be used for a specific purpose, preserved, or not sold and assets donated with the stipulation that they be invested to provide a permanent source of income (permanent endowment). 
Board Designations - Board-designated endowments of unrestricted, assets must be classified with unrestricted net assets but disclosed either in the body of the financial statement or in the notes as board designated. 
Depreciation - FASB 93 requires a not-for-profit entity to provide the same information concerning depreciation as for-profits do. In performing audits and preparing financial statements of not-for profit organizations, 

Financial statements are expected to: 

· Present fairly, clearly and completely the financial position and the operations results of an organization.

· Be comparable between accounting periods and to similar organizations.

A set of standards and procedures called Generally Accepted Accounting Principles (GAAP) were established and are periodically updated to be universally applied.  These standards assure the unification of accounting treatments in recording and reporting in these companies which apply them.

Financial statements which are consistent with accepted guidelines include these standard elements:

· They are complete in reporting all rights and obligations and financial transactions
· All reported items should exist, or should have occurred
· Assets and liabilities should all be properly valued

· Certain required disclosures should be made

METHODS OF ACCOUNTING 

I. Cash Basis: records income and expenses only when cash is received or disbursed.

II. Accrual Basis: records income and expenses in the period in which the transaction occurs, regardless of the period in which the cash is received or disbursed.

CONTROLLING 

An organization needs to have a strong controlling system to:

· To prevent fraud and misuse.

· Insure accuracy of financial records.

· Promote efficiency and management.

Controlling Tools
· Written internal polices and procedures.

- Financial Management Policies.


- Internal control Policies.


- General Accounting Policies.
· Solid Internal control systems.

· Internal audits.

· Independent audits.

· Governing Body Oversight.
Written Financial Policies
 1.
Policies are statements of management's goals or areas of management emphasis

 2.
Not to be confused with procedures - the tasks management intends to carry out to accomplish its goals

 3.
Adopting formal written financial management policies to avoid "reinventing the wheel"

 4.
Policies should be developed for:

a.
Financial management

b.
Internal control

c.
General accounting

e.
Compensation 

f.
Fringe Benefits

g.
Procurement
h.
Travel

j.
Property management

i.
Personnel management
 5.
The process for proposing, reviewing and gaining closure should be inclusive of all financial and non-financial viewpoints

Solid Internal Controls 
Internal controls are organizational, system and people measures to safeguard the organization's assets and records.

Selecting an Auditor
· Should have expertise.
· Should be accessible – in case of any problems.
· Should specialize in non-for-profit organizations.
· Governing Body Oversight
The Board of Directors should have the sole authority to approve and incorporate into its own minutes decisions regarding:  

1. Changes to the organization's name, or creation of any subsidiary organizations.

2. Adoption of the annual operating and capital budgets.

3. Selection or termination of Key Executives.

4. Senior staff promotions and salary changes.

5. Incurrence of debt, mortgages or other encumbrances and their covenants and restrictions.

6. Payment or performance guarantees of third parties or of affiliates.

7. Investment policies and investments of over $XX,000.

8. Depository and investment banks and brokerage firms.

9. Purchase or sale of property over $XX,000.

10. Contracts or subcontracts of over $XXX,000.

11. Entering into any license technology transfer agreement.

12. Joint venture and partnerships.

13. Leasing of real property.

14. Risk management decisions involving more than $XX,000.

15. Institution, termination or settlement of any litigation in controversies exceeding $XX,000.

16. Opening up or closing checking or savings accounts, and Selection and supervision of the organization's public accountants.
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