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A Step-by-Step Guide to Creating a Budget

One of the biggest keys to finan-

cial stability for nonprofit orga-
nizations is budgeting. Creating and
approving an annual budget is fun-
damental to financially managing a
nonprofit.

The annual budget will serve as a
blueprint for your organization’s
financial activity in the coming year.
Because circumstances will change
throughout the year, your budget
must be flexible enough to change
with them. In this sense, your budget
is a guide that can help you plan for
the financial future, as well as assess
your current financial health.

Nonprofit budgets should be built
around each organization’s specific
programs and activities and support
the organization’s overall mission.
Effective budgeting will give the
board and management more control
over the organization’s finances—for
example, by allowing them to limit
certain expenses if necessary and
take steps to boost income if a cash
shortfall is anticipated.

By monitoring the budget closely,
the board and management can
move funds around as necessary for
more efficient allocation.

Seven Steps to Budgeting

The budgeting process begins at
least three months before the end of
the fiscal year. This allows time for it
to be approved by the board of direc-
tors before the start of the new year.
Following are the steps involved in
creating a nonprofit organization
budget.
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Step #1: Set goals. These include
goals for the overall organization as
well as specific programs. This will
give you a starting point for deter-
mining how much revenue you'll
need to generate to reach these goals.

Step #2: Assess your current finan-
cial situation. Review your current
year income and expenses and com-
pare them to last year’s budget. Ana-
lyze any variances so you understand
them and can adjust going forward.

Step #3: Make forecasts. Use last
year’s budget as a starting point for
your financial forecasts. Determine
whether you expect income and
expenses to rise, fall, or remain about
the same in the upcoming year and
plan for seasonal fluctuations in both
income and expenses. Anticipate
when you expect to receive major
donations and incur large expenses.

How to Establish a
Whistleblower Hotline

A Step-by-Step Guide
to Creating a Budget

Step #4: Build in contingencies.
Plan for the unexpected by building
contingency amounts into your
annual budget to cover unplanned
events that may require funding.
Also make sure you understand the
true operating costs of your program
services—including administrative
expenses—and budget for these.

Step #5: Develop and review a
draft budget. Make sure the draft
meets your organizational and pro-
gram goals. Review and question all
assumptions and adjust as needed to
bring income and expenses into
alignment.

Step #6: Finalize the budget and
obtain approval. The finance and
audit committees should review the
budget, and it should be separate
from the budget committee to avoid
conflicts of interest. Final budget
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Fraud Prevention

How to Establish a Whistleblower Hotline

Q_ ccording to the 2022 Report to the
ations, published by the Associa-

tion of Certified Fraud Examiners
(ACEFE), the most common way that
internal fraud is detected is via anony-
mous tips. These accounted for 42 per-
cent of the frauds that were uncov-
ered, compared to just 16 percent of
frauds that were uncovered in an
internal audit and 12 percent that were
uncovered in a management review.
One of the best ways to generate
fraud tips is to establish a fraud or
whistleblower hotline. “Tips via hot-
lines continue to be an important anti-
fraud mechanism and contribute to
the quicker detection of fraudulent
acts,” notes the ACFE report. Estab-
lishing a whistleblower hotline can
also help limit potential liability for
board members if fraud does occur.

What is a Whistleblower Hotline?

A whistleblower hotline is any sys-
tem or mechanism that allows
employees to report concerns or suspi-
cions about fraud to management or
the board of directors. In addition to
helping uncover fraudulent activity, a
whistleblower hotline can also “have a
deterrent effect on fraudsters by
instilling a perception of detection in
the minds of perpetrators,” notes the
ACFE report.

While the word “hotline” conjures
up images of a telephone line, the
phone is not the only method whistle-
blowers can use to report their suspi-
cions. A dedicated email address or
web-based form can also serve this
purpose. These allow for easy catego-
rization of complaints and don’t force
whistleblowers to formulate their
thoughts on the spot. Younger
employees may also be more comfort-
able with digital rather than verbal
communication.

Anonymity is Crucial

Perhaps the most important compo-
nent of a whistleblower hotline is that
users be confident they will remain
anonymous. Fear of retaliation or other
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consequences for blowing the whistle
on suspicious activity can be a very
real obstacle to reporting. “Employees
must be able to trust that they can
report suspicious activity anony-
mously or confidentially without fear
of reprisal,” states the ACFE report.

Employees aren’t the only ones who
can use a whistleblower hotline. Cus-
tomers, donors, and other stakehold-
ers can also use a hotline to report
suspicious or questionable behavior.
Publicize the hotline on your website,
invoices, or purchase orders to make
them aware of it.

Organizations must adopt a zero-
tolerance policy when it comes to
retaliation toward whistleblowers.
Make sure employees and other stake-
holders know that retaliation against
whistleblowers is illegal and will not
be tolerated.

It’s also critical to assure whistle-
blowers that reports of suspicious activ-
ity will be promptly and thoroughly
evaluated. Once you receive a report,
use a disciplined investigation approach
by determining the proper course of
action and making sure that any nec-
essary follow-up actions are taken.

Communication and education are
essential to ensure that employees and
other stakeholders are aware of the
whistleblower hotline and the fact they
can report suspicious activity anony-
mously. Publicize the hotline phone
number, email address, and website
URL in employee newsletters, on bulle-
tin boards, and on your intranet.

Do It Yourself or Hire a Specialist?

You can operate your whistle-
blower hotline internally or hire a
third-party service provider to set up
and operate it for you. Organizations
often choose to work with an outside
specialist if they believe this will
make employees more comfortable
using the hotline.

Many nonprofit organizations don’t
have the resources to establish and
maintain a 24/7/365 whistleblower
hotline themselves. Using an indepen-
dent company that specializes in pro-
viding this service may end up being
more cost-effective in the long run
because the service provider handles
everything for you.

Once your whistleblower hotline is
established, you should test and eval-
uate it on a regular basis. For example,
how are contacts received and man-
aged? Are reports of potential fraud or
malfeasance being promptly investi-
gated? Do employees feel comfortable
using the hotline without fear of their
anonymity being compromised or
potential retaliation? Analyzing
reporting trends from the hotline can
help you strengthen your program.

Limit Fraud Potential

Establishing a whistleblower hot-
line can help limit the potential for
fraud at your organization and possi-
bly shield directors from liability if
fraud does occur. Talk to your board
about the possible benefits for your
nonprofit organization.
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Set the Right Tone at the Top

A whistleblower hotline is an important tool in creating a strong corporate
culture that emphasizes ethical behavior. This starts by setting the right cul-
tural tone at the top of your organization.

Tone at the top refers to the ethical atmosphere created by your organiza-
tion’s leadership team. If your leaders are nonchalant and indifferent about
ethics and act as if the rules apply to everyone except themselves, this attitude
may filter down to the rest of the employees, who in turn may be less likely to
use a whistleblower hotline to report suspicious activity they observe.
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approval should come from the board
of directors.

Step #7: Implement the budget.
Document your assumptions and
create a consolidated budget spread-
sheet and file. Incorporate the budget
into your accounting system, assign
management financial responsibili-
ties, and implement a system for
monitoring the budget and making
adjustments as needed.

Note: Capital expenditures and
fixed assets aren’t included in an
annual budget. Therefore, it’s a good
idea to prepare a separate capex bud-
get to account for these large
expenses so you have the capital
needed when it’s time to purchase
them.

Budgeting and Cash Reserves

Some reports have indicated that
many nonprofit organizations have
less than three months of cash on
hand, and just a minority of nonprof-
its have more than six months of cash
reserves. As you work on your
annual budget, also think about how
much operating reserves your orga-
nization should have set aside.

An operating or cash reserve is a
portion of net assets that is unre-
stricted and relatively liquid. Operat-
ing reserves for nonprofits are usually
built using unrestricted contributions
or investment income—not endow-
ments—temporarily restricted funds,
or non-liquid fixed assets.

One rule of thumb is to maintain
enough cash reserves to cover
between three and six months of
operating expenses. However, each
organization must determine the
right level of reserves based on the
risks they face in terms of donor sta-
bility and unexpected large outlays.
Given its fiduciary oversight role to
ensure the organization’s financial
sustainability, the board of directors
usually determines the amount and
purpose of cash reserves.

The board might establish an oper-
ating reserve to continue program

services if a longtime corporate

donor withdraws support. Other

potential uses for cash reserves might
be to develop an endowment, fund
future construction projects, or sim-

ply have cash on hand in case of a

“rainy day.” For example, healthy

operating reserves allowed some

nonprofits to stay afloat even after
donations dried up during the

COVID-19 pandemic.

Your board might consider the fol-
lowing when adopting a policy for
building and using an operating
reserve:

* What is the minimum balance
above which the reserve should be
kept?

* What specific circumstances will
warrant tapping the reserve?

e What process will be followed in
determining when and if the
reserves will be tapped?

* How (and how quickly) will
reserves be replenished after
they’ve been tapped?

* What kinds of restrictions or limi-
tations (if any) should be placed on
the use of reserve funds?

Cash reserve funds should be kept in

a low-risk, highly liquid account so they

can be accessed quickly and easily if

needed, such as a bank or credit union
savings account. Make sure your insti-
tution is an FDIC-insured bank or

NCUA-insured credit union. The first

$250,000 on deposit at these institutions

will be insured against loss.

Prepare Now

Now is a good time to think about
creating a budget for next year. Gather
your financial information and docu-
ments, including last year’s budget, and
sit down with your executive team to
begin the process. This way, you'll be
prepared when budgeting season hits
full stride later in the year.

We can answer any questions you have
about nonprofit budgeting. Call us today to
schedule a meeting.

-
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Helping Not-for-Profit Organizations Further Their Mission

If you are interested in working with a CPA firm that understands your issues,
delivers valuable insight, and can answer the questions to help your
organization achieve its goals, contact us.

¢ Audits, Reviews and Compilations

e Form 990 Tax Return Preparation

* Agreed Upon Procedures

e General Consulting

e Exemption Applications

* Exempt Status Issues

e Restricted Net Asset Accounting

* Fraud Risk Assessment

e Charitable Solicitation License Filing
* Board Development

e UBIT Planning

gilliam bell moser

CPAs and advisors

we hear you.

Joy Klenke, CPA
336-417-5511

www.gbmcpas.com

Add Gilliam Bell Moser LLP to your RFP list today!

Increase Your Board’s Diversity

he Nasdaq stock exchange will

soon require all listed companies
to publicly disclose board-level diver-
sity statistics and have (or explain why
they don’t have) diverse directors.
While this requirement only applies to
Nasdag-listed companies, it might be
a good idea for all organizations to
increase board diversity, including
nonprofits.

The first step is to determine the
current makeup of your board from a
diversity standpoint. One idea is to
create a spreadsheet matrix that lists
all your board members and their age,
race, religion, gender, ethnicity, etc.
This will tell you how diverse your
board is now and give you an idea of
what steps you should take (if any) to
make your board more diverse.

As you think about increasing the
diversity of your board, it’s important to
go beyond mere tokenism and symbol-
ism. In the past, it may have been suffi-
cient to claim that your board is diverse
because one or two women or people of
color. Achieving true board diversity
today, however, requires more.

Given the growing awareness of
diversity, equity, and inclusion (DEI)
and environmental, social, and gover-
nance (ESG) issues today, many non-
profit donors expect the organizations
they support to have a diverse board
of directors.

Your organization could realize a
number of benefits by increasing
board diversity. Each board member
will bring their own diverse perspec-
tives to the table when discussing

issues and making decisions and rec-
ommendations. With diversity in
experience and expertise, your organi-
zation could be in a stronger position
to advance equity, make more well-
rounded decisions, and take advan-
tage of new opportunities.

As you seek to build a more diverse
board, look for candidates with a vari-
ety of cultural backgrounds and life
experiences they can bring to your orga-
nization. Also consider regional factors
specific to your community and constit-
uents, such as cultural norms and
trends in your area of the country.
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This publication is distributed with the understanding that the author, publisher, and distributor are not rendering legal, accounting, tax, or other
professional advice or opinions on specific facts or matters and, accordingly, assume no liability whatsoever in connection with its use. The information
in this publication is not intended or written to be used, and cannot be used, by a taxpayer for the purpose of (i) avoiding penalties that may be imposed
under the Internal Revenue Code or applicable state or local tax law provisions or (ii) promoting, marketing, or recommending to another party any
transaction or matter addressed in this publication. © 2023
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