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Financial Management



Today’s session

1.

Financial management: what is it
and why is it important?

How to build budgets from
scratch?

What is the difference between
direct and indirect costs? and how
to allocate indirect costs to
programs?

Why internal budgets are
important?

What is the difference between
budgets and cashflow?
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Introduction to
Financial Management
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Financial Management: What is it?

Planning



Efficient and effective use of
resources to achieve objectives
Fulfill commitments made to
beneficiaries and partners
Team trust

Clarity and transparency with
funders, partners and
beneficiaries

Long-term planning to ensure
the continuity of the
organization
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Financial Controls
(policies & procedures,
financial cycle,)
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governance
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Financial Reports
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Accounting
Software
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Budgets
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Cashflow
Projections
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Recording transactions
Categorizing transactions
Reconciling accounts
Summarizing transactions
Preliminary reporting

® Short or long term planning

e (Comparing results to
objectives

e |dentifying discrepancies

e (orrecting course when
needed
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Choose the budget template
identify the sources of revenues and
expenses (chart of accounts)
Use financial report of previous
similar projects

Use the units method

Program managers should play a
role in preparing and monitoring
budgets

Flexible and adjustable

Simple and clear to all relevant
parties
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Chart of accounts GO U L dos s

e A customized list of revenues Glwog Jolhio Ly o @
and expenses accounts set up Sblpdl SUluud
in advance Glog pondlg

® The backbone of the oUAJ c§jJ S460)l sgoell e

accounting system

® Used in all budgets and 10 U5 L G e
financial reports J0 Jo O Pl

e Ensures consistency ddloll jylaillg GUjlgall

(internally) and transparency (W) Ll §ani e
(externally) (Lo 1) duslailg
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Chart of accounts: to REY.Y Jg.oi:al.gLu.ule doJ L6
take into consideration Juicdl 0

e Areflection of the duw gall bliud gulbeil e
organization activities (tells 0j I sl gras 3puw

the financial story) s C "
e All accounts that should be ool o wglboll gl lalouw
Juoiollgdblwdl e

recorded or monitored
® Brief and simple llbiog poldl Sdbio e
® Programs and management oyl Ul
requirements




Difference between direct
and indirect costs

Direct costs

Expenses that could be associated
directly with a particular program
or project (Artist fees, hotel
booking, festival publicity)

Indirect costs

Expenses that cannot be associated
with a particular program or project
(legal consultant, financial audit,
general publicity about the
organization)
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(Program Budget) polJl aujlgo

PROGRAM/PROJECT
PERIOD
CURRENCY

NUMBER
OF UNITS PRICE/UNIT COMMENTS

ACCOUNT

I:Grants

l:Individual donations

I:Sponsorship
I:Sales income

I:Space/equipment rental
I:In-kind contributions

Indirect Costs

Total Indirect Costs
Direct Costs

Total Direct Costs

ISURPLUS/DEFICIT I $ =




Expenses to consider
when preparing budgets

Indirect expenses
In-kind contributions
Time of the team
Communication and
outreach
Documentation
Bank expenses
Digital tools
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An essential component of the
organization plan

The annual budget includes
income and expenses

It includes all programs (cost
centers)

It includes direct and indirect
expenses

Should be flexible and adjustable
Simple and clear for all relevant
parties

Approved by the board of
directors
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Organization
projects/activities

All income and expenses for
each cost center are
identified

Necessary to prepare reports
of restricted funds
|ldentifying the surplus or
deficit for each project helps
detecting gaps in funding
Operational and fundraising
expenses are additional cost
centers
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(Annual budget) dsgiw

asjlgo

Account

Grants

Operating
General

Fundraising

Program 1 Program 2

Individual Donations

Partnership

Sponsorship

In-kind Contribution

Indirect Costs

Direct Costs

SURPLUS/DEFICIT
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® Direct Expenses: according to s s opwladl Uloguooll e
the programs plan 2ol
® Salaries: based on the team | I G146 olow S .ol e

tasks & responsabilities
® Indirect Expenses:
O % of direct expenses of
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each program oy J5u dwoldl
o Monthly amount based on GJJ0 IO LD (S Ul elio ©
the team and the program aolydl 6309 Jool

duration
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® Depends on the fiscal year

® Aset of programs implemented
throughout the year

® Includes the total indirect
expenses of the organization
throughout the year

® Management responsibility

® Depends on the program
duration
® One program
® Includes only the indirect
expenses allocaed to the
program
o ® The responsibility of program
e managers/coordinators

ooooo
oooooooooooooo

oooooooooooooo
ooooooooooooooo

oooooooooooooo



Next steps..

® Recording revenues and
expenses (accounting)

® Reporting (accounting)

e (Comparing budgets to
actual revenues and
expenses

e Updating budgets

® Develop different scenarios
as needed
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Prepare the budget of the
following year and present it
to the board of directors for

approval

Budget vs. aujgo pjlaj
Actual

Periodical budget vs.
actual reports

Q4 Q1
OUjlgaJl 0j9o
Budgeting
Cycle

Q3 Q2
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Budget vs. Actual dujgo pjlaj

Start the spending process
based on the budget approved
by the board of directors

budget vs. actual reports
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Budget vs. Actual aujgo pjlaj

Semi-annual budget review
to present it to the board of
directors

budget vs. actual reports



e Vertical analysis: :L“,LlJiJJl Juaul
Expenses of a particular account/total / (oo ulbuo Jle wgunall
expenses x 100 100 x wlog pandl Jloo|

e Horizontal analysis: A0 JuoUl e
(Current year expenses - previous year plell wgpow - JLJl plell g pow
expenses)/previous year expenses 100 x Gslud! pledl Loguow /(G lul

e Dependence on donors/diversity of JaLow ggii/dailoll Sloaldl le sloicdl o
income sources: :JoI

: Percentage of funding from a specific 2o = 01320 des Jo Jygod! duuw
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Old View New View

Fundraising

Program 1 Program 2

Admin

Programs

Program 3

Programs | '/Admin [ Fundraising

https://nonprofitquarterly.org/graphic-re-visioning-nonprofit-overhead/



Underfunded Line-item Funding

Programs Create a Gap Creates a Gap at the
at the Core Core
=il

Pro, Program 1 P 2
Program1 - nses 7 Frograp, Program 2 rogram
et DS

Program 3

Program 3

https://nonprofitquarterly.org/graphic-re-visioning-nonprofit-overhead/



Invest in the Core to Grow the Mission







Show the flow of cash that comes
in and out of your organization
Budgets are divided to short
periods, monthly or quarterly
Linked to the organizational
annual plan

Transactions are recorded based
on the date of payment

Include unexpected or
emergency expenses
Non-monetary transactions are
excluded

Regular update
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Budgets (what?)

Revenues = Expenses
Needed by all organizations
Annual

Divided by programs
Includes monetary and

X non-monetary transactions
e Updated regularly
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Cashflow Projections (when?)

Sufficient cash to fulfill all financial
commitments as they arise

Can be disregarded if the organization
is not dealing with a cash issue
Annual

Divided on monthly/quarterly basis
Includes only monetary transactions
Updated regularly
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USEFUL LINKS

https:.//nonprofitquarterly.org/graphic-re-visioning-nonprofit-overhead/
https://nonprofitquarterly.org/cash-flow-nonprofit-business-model-question-whats-whens/
Understanding cashflow (3min video)
https.//www.propelnonprofits.org/resources/cash-flow-primer-video/
https:.//www.nonprofitaccountingbasics.org/reporting-operations/budgeting-practices
https.//www.propelnonprofits.org/resources/10-step-budgeting-checklist/
https.//www.wallacefoundation.org/knowledge-center/resources-for-financial-management/Docu
ments/Organizational-Financial-Infrastructure-Self-Assessment.pdf
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https://nonprofitquarterly.org/graphic-re-visioning-nonprofit-overhead/
https://nonprofitquarterly.org/cash-flow-nonprofit-business-model-question-whats-whens/
https://www.propelnonprofits.org/resources/cash-flow-primer-video/
https://www.nonprofitaccountingbasics.org/reporting-operations/budgeting-practices
https://www.wallacefoundation.org/knowledge-center/resources-for-financial-management/Documents/Organizational-Financial-Infrastructure-Self-Assessment.pdf
https://www.wallacefoundation.org/knowledge-center/resources-for-financial-management/Documents/Organizational-Financial-Infrastructure-Self-Assessment.pdf
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