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Reading and Interpreting A
Financial Statement

®




There are four financial statements:

Statement of Financial Position:
Reports resources (assets),
obligations (liabilities), and

residual ownership claims (net assets)
of the organization
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On the Statement of Financial Position,
Assets are divided into two sections:

Current Assets — which are expected to be
converted into cash or consumed within
one year

Non-current Assets — which are expected to be
held for one year or longer



Likewise, the Liabilities are divided into two
sections:

Current Liabilities — which are expected to be
paid within one year

Non-current Liabilities — which are expected to
be paid after one year
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Unrestricted: May be separated into Unallocated
and Allocated

Temporarily Restricted (restricted by the donor)*
Permanently Restricted (restricted by the donor)*

*(Soon to be one category called “with donor
restrictions”)



Statement of Changes in Net Assets:
Reports revenues, expenses, gains,
losses for a specific period of time
(focus is on the unrestricted net assets)
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Statement of Changes in Temporarily
Restricted and Permanently Restricted Net
Assets:

Summarizes activity for each function
and shows net increase or decrease
for the period
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Statement of Cash Flows

Reports cash “inflows” and “outflows”
during the period



Step one:

Run your thumb down the current asset side of the
operating fund and find the largest number(s).

b
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Step two:

Review the numbers in the comparative format, as
presented.

In this case, cash is up; investments are slightly down;
accounts receivable is slightly up; accounts payable is
down.



Step Three: Ratio analysis

Ratio analysis is the process of comparing the level of
different performance results to industry averages and
to the organization’s own past performance.

It involves the comparison of two numbers on the
financial statements and has the advantage of putting
large numbers into an easily-understandable
perspective.



Liquidity Ratios: Used to estimate the ability to pay
current obligations

Acid Test (or Quick Asset) Ratio

Cash + Investments + Receivables

Current Liabilities



Acid Test Ratio for 20X1:

1,179,434 + 525,696 + 425.474 = 5.64
377,791

Acid Test Ratio for 20Xo0:

579,417 + 540,968 + 413,720 = 3.64
421,623



Analyzing Financial Statements
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Current Ratio for 20X1:

2,221,116 = 5.88
377,791

Current Ratio for 20Xo:

1,616,218 = 3.83
421,623




Ratio of Supporting Services to Tithe:

Total Supporting Services Expenses

Gross Tithe Income
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Ratio of Supporting Services to Tithe:

20X1: 418,366 = 15.1%
2,767,767
20X0: 409,358 = 15.2%

2,700,281



Ratio of Educational Programs to Tithe:

Total Educational Program Services

Gross Tithe Income



Analyzing the Financial Statements




Days of Cash on Hand:

Cash and Cash Equivalents

Operating Expenses/365



Analyzing the Financial Statements




Analyzing the Financial Statements

_ = =

Acid Test Ratio 5.64 3.64
Current Ratio 5.88 3.83
Ratio of Support Services 15.1% 15.2%
to Tithe

Ratio of Education Prog 36.0% 31.5%
Services to Tithe

Days of Cash 168 86




What factors made the cash and the investments
increase in 20X1?

What proportion of Accounts Receivable are with
church remittances (and thus collectible)?

What proportion of Accounts Receivable is considered
to be of questionable collectability?



What are the primary factors in the decrease in
accounts payable at year-end?

There is a significant increase in loans payable in
20X1. What is the loan for? What are the loan terms?

Are there any contingent liabilities?



Are there any concentrations of risk for the
organization?

What is the organization’s working capital percentage?



Rules for data selection for financial analysis:
Measure accounts, balances, or activities for which:

a. The results of analysis would trigger the need for a
management decision.



b. The decision is not obvious but would be of
consequence to the organization.

c. The results can have significant repercussions for
constituents, affiliated entities, or financial
performance.



Analyzing the Financial Statements




Each not-for-profit sector uses its own unique
ratios

For example, hospitals analyze their activities on a
patient-day or per-bed basis

Educational institutions use a per-student or a per-
course basis



Statement of Cash Flows provides information on:
The organization’s ability to generate positive future net cash flows

The organization’s ability to meet its obligations

The organization’s need for external financing
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The Statement of Cash Flows is divided into:

Cas!
Cas]
Cas]

h F
h F

lows from Operating Activities
lows from Investing Activities

h F

lows from Financing Activities

When the three sections are totaled the Statement of
Cash Flows explains how the beginning cash balance
was converted to the end-of-the-period cash balance



Any Questions?
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