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PREFACE TO SECOND EDITION

This book is an update of the previous edition, formerly titled 
Financial Management for Nonprofit Human Service Agencies. We are

grateful for the continued warm reception to the first edition. But many
events have transpired since then. At the time of the writing of that first
edition, nonprofit human service agencies were not regulated to the de-
gree they are now. During the last few years many pressures have been
brought to bear on nonprofits, not the least of which is the drive to
make them more “businesslike”, more “accountable”, and more un-
derstandable to those outside of the nonprofit field.

This book attempts to provide nonfinancial managers in the non-
profit field with the critical knowledge needed to communicate with the
“experts” they depend upon for financial decision making. It is not in-
tended to be an entry-level text in accounting for nonprofit organiza-
tions. Rather, it is to familiarize the reader with the financial terms, con-
cepts, required forms and procedures to be used in the nonprofit
human service agency.

The central organizing theme of this book is the acquisition, distri-
bution, and reporting of agency resources within a systems framework.
Human service organizations take in resources that they convert to
goods and services. To be accountable, they must record and report on
the distribution and use of the resources they receive. This book at-
tempts to present key concepts and skills in each of the major areas of
the financial management process. The book is divided into sections re-
lating to those parts of the process.

Section I is an overview that covers the historical and sociopolitical
context of nonprofit organizations and financing as well as the systems
concept and unique characteristics of nonprofits. Section II covers 
the planning and acquisition of resources by human service organi-
zations. This involves planning and budgeting as well as marketing and
grantwriting skills. Section III covers distribution of the acquired re-
sources through internal control, budgeting, and investments. 
Section IV covers the recording and reporting of organizational fi-
nancial activities. Included here are basic accounting techniques, fund
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accounting, financial reporting guidelines, and financial statement
analysis.

Admittedly, there are some arbitrary distinctions made in the divi-
sion of the topics. Real life is not so neat and tidy. Certainly those who
work in nonprofit finance know that the activities of budgeting, record-
ing, and fundraising go on simultaneously. The division of topics and
the order in which they are presented are due to didactic attempts to
show a logical flow from inputs (acquiring resources) to outputs (re-
porting of what happened to the resources), and to show the cyclical na-
ture of the processes involved.

This book is still intended for students and practitioners in the human
services, and new topics have been added to update the continual
changes in nonprofit management. In addition to new topics, all of the
sections have been revised and new features have been added:

Added Topics

New topics added in this edition include:
• Fees for services
• Purchase of service contracting
• Breakeven analysis for costing services and activities
• Third-party payments
• Internet resources
• A glossary

Revised Sections

There are updated sections to reflect changes in practice as well as in
law. Major revisions are in the areas of:

• Financial Statements: The new Statement of Cash Flows, State-
ment of Financial Accounting Standards Nos. 116 and 117

• Audits and Financial Statement Analysis: Ratio analysis for Cash
Flow Statements, audits for nonprofits receiving federal awards

• Fundraising: New guidelines for joint activities, unrelated business
income tax

• Internal Control: COSO standards for internal control
• Investments: Socially responsible investing, Statement of Financial

Accounting Standard No. 124.
• Grants: grants management and OMB Circulars A-110 and A-122
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New Features

In order to serve the needs of both practitioners and students, the
cases and exercises have been removed. Cases and exercises are now
in a student workbook available from the publisher. This was done so
the text could more readily serve as a reference tool for practitioners.
The separate workbook allows students to complete exercises that fa-
cilitate a working knowledge of financial management principles. In
addition, an instructor’s manual is available from the author at the ad-
dress listed below. Since this is a beginning text for the nonfinancial
manager and others interested in aspects of financial management,
those familiar with the more technical aspects of financial manage-
ment such as accountants, Certified Public Accountants (CPA’s), 
attorneys, and financial planners should always be consulted for tech-
nical expertise and the particular legal requirements of an organiza-
tion’s home state.

Raymond Sanchez Mayers
Rutgers University
School of Social Work
536 George Street
New Brunswick, NJ 08901
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Chapter One

THE SOCIAL CONTEXT 
OF HUMAN SERVICES FINANCING

After reading this chapter you should be able to:

1. Understand the social context within which nonprofits operate;
2. Describe the human service organization in systems terms;
3. Have an understanding of the place of financial management

within the nonprofit organization.

INTRODUCTION

This book is about the management of resources in nonprofit human
service organizations. Using a systems approach, we will examine

various aspects of financial management in the nonprofit organization,
including budgeting, fundraising, financial statements, and agency ac-
countability. However, before we begin a discussion of these topics, it
is necessary to place the financing of human services in a larger context.

This chapter begins with a brief historical overview of nonprofits.
Then a presentation of systems concepts as applied to the nonprofit will
be presented, including the suprasystem, the sociopolitical environ-
ment in which such organizations operate, the nonprofit organization as
a system, and its various subsystems.

HUMAN SERVICES: AN OLD ENDEAVOR

Care of the poor and others in unfortunate circumstances is a funda-
mental human impulse that goes back to the dawn of history as re-
flected in the Bible and other early writings. This concern flows through
time and is embodied in the Elizabethan Poor Law of 1601, the Social
Security Act of 1935, and the social welfare legislation of most world
countries. Before the Middle Ages, organized religion had been the
main source of support for the needy in the Western world. Religious
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groups, both Christian and Jewish, followed such teachings of the Bible
as:

For the poor shall never cease out of the land: therefore I com-
mand thee, saying, Thou shalt open thine hand wide unto thy
brother, to thy poor, and to thy needy, in thy land (The Holy Bible,
1985, Deuteronomy 15:11).
With the passage in 1601 of the Elizabethan Poor Law in Great Brit-

ain, responsibility for the poor came under the aegis of small units 
of government, the local authorities representing the interests and 
resources of both Church and State. Many of the principles of social
welfare regarding treatment of the needy in the 21st century can be
traced back to the early 17th century. Some of these principles include
the responsibility of local government for the needy in their jurisdic-
tions; the idea that any monetary subsidies given to the poor should be
lower than the lowest local wages; and the distinction between the
“worthy” and the “unworthy” poor (Axinn & Levin, 1997).

When the first settlers came to the New World, they brought their val-
ues and some of their laws with them. These included laws regulating
the provision of services to the needy. As more immigrants came, vol-
untary societies were formed to meet the needs of their members. Many
of these voluntary societies, some of which are still with us today, were
formed based on some special characteristic of the members, such as
ethnic group, religion, or nationality (Sanchez Mayers, 1980). For ex-
ample, the Scots Charitable Society was set up in Boston in 1657; a
Friends Almshouse for poor Quakers was established in Philadelphia in
1713 (Axinn & Levin, 1997). Unlike many European countries that had
some type of social welfare legislation in place in the nineteenth cen-
tury, the United States had no national social welfare system until
rather recently. Not until the middle third of the twentieth century did
the federal government become involved in the provision or funding of
social services, except for such groups as seamen, military personnel,
and veterans. Up until the passage of the Social Security Act of 1935,
social services were provided by private local nonprofit agencies, reli-
gious organizations, municipal authorities, or those states that had
passed “mother’s aid” legislation. The 1935 Act was passed in response
to the tremendous needs brought on by the Great Depression and the
inability of local agencies to fill these needs.

The passage of this Act and its subsequent amendments, as well as
other major legislation in the 1970’s, 1980’s, and 1990’s, has had a sig-
nificant impact on the funding of social services in the United States.
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Over the years since 1935, human service organizations have de-
pended more and more on federal funding for the operation of their
programs. This is true to the extent that many programs could not con-
tinue functioning without such funding, and some did not continue
when funds dried up due to the vagaries of the economy and shifting
political currents.

Because of the tradition of local responsibility assumed from the
Elizabethan Poor Law, and our American espousal of “states rights,”
the administration of social welfare programs in this country has varied
greatly. Even major federal programs under the Social Security Act,
such as the former Aid to Families with Dependent Children (AFDC),
have been administered differently in each state. That is, the amount of
subsidy to eligible families has been based on an amount decided by
each state. Other federal programs, such as the Social Security pension
system, are administered uniformly throughout the states. Many social
programs, however, are left largely to the province of the individual
states. The federal government as well as state and local governments
often elect to purchase services from voluntary agencies rather than
providing the services themselves (Abramovitz, 1986).

The Great Society programs of the 1960’s and early 1970’s saw a
tremendous increase in the funding of human services programs. De-
spite many criticisms and attacks from some quarters on such pro-
grams, particularly the traditional social welfare program (formerly
AFDC), funding for many programs has increased over time. Such
funding will probably continue to increase, especially to certain popu-
lations and certain targeted social problems. For example, with the ag-
ing of the huge cohort of baby boomers, many programs and services
to the elderly are expected to expand.

As can be seen from Table 1-1, federal aid to state and lo-
cal governments increased tremendously from 1970 to 1996. For ex-
ample, payments to states for family support activities went from
$81 million in 1970 to $953 million in 1996. This was an increase of
1,077%. Alcohol, drug abuse, and mental health payments to states
(including grants for payments to individuals) went from $146 million
in 1970 to $2,083 million in 1996, an increase of 1,327%. Some of this
money, especially large portions of social services block grants to
states, was paid to nonprofit human service organizations in the form
of contracts and grants to provide services. These changes can be com-
pared to the Consumer Price Index (CPI), an index used to chart the
relative change in the cost of goods and services over time. The over-
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all CPI increased only 298.8% from 1970 to 1996 in contrast to the
much larger increases in human services funding previously cited (U.S.
Department of Labor, 1999). Thus we can see that increases in Federal
Aid have increased dramatically over time, much faster than the aver-
age cost of living. Nevertheless, funding shifts from one program to an-
other have left many organizations feeling pinched.

The ways in which funds have been received from the federal gov-
ernment has changed over time as well, from direct allocations in 
the form of grants to individuals and specific organizations to block
allocations to states and local governments which then decide how 
the monies are used (Stoesz & Karger, 1993). The impetus for block
grants was to give state and local governments more control over ways
such monies would be spent, the assumption being that local commu-
nities are more aware of local needs than is an impersonal central gov-
ernment in Washington. But another factor has been the desire of po-
litical conservatives to reduce the role and scope of the federal
government in social service provision ( Jansson, 1997).

There are advantages and disadvantages to block grants. A major ad-
vantage to block grants is that more decisionmaking power is vested in

6 Financial Management for Nonprofit Human Service Organizations

Table 1-1
FEDERAL AID TO STATE AND LOCAL GOVERNMENTS: 1970 TO 1996*

(In millions of dollars)

Percent
Change
1970–

Program 1970 1980 1990 1993 1995 1996 1996***

Social Services block grants 574 2,763 2,749 2,785 2,797 2,484 333%

Payments to states for Family 81 383 265 736 953 953 1077%
Support Activities (programs)

Alcohol, drug abuse, and 46 679 1,241 1,994 2,444 2,083 1327%
mental health

Family support payments to 4,142 6,888 12,246 15,628 17,133 16,670 302%
states**(programs & benefits)

Food stamps -administration 559 412 2,130 2,611 2,740 3,030 442%

Child nutrition and special 380 3,388 4,871 6,589 7,387 7,757 1941%
milk programs**

Housing assistance** 436 3,435 9,516 14,100 18,416 16,762 3744%

*Source: U.S. Census Bureau, Statistical Abstract of the United States: 1997.
**Includes grants for payments to individuals.
***Note: During this same period the Consumer Price Index (CPI) increased 298.8% (Bureau of Labor Statistics,
1999); These program increases were well in excess of the CPI.



local governments that are presumably more aware of the needs in their
communities. A major disadvantage to block grants is that they are of-
ten at the mercy of local politics and politicians, who may use the funds
for political patronage. Moreover, as different locales have different
values and beliefs regarding the appropriateness of some federally
mandated social legislation, the goals as originally intended in some
legislation become subordinated to, or distorted by, local political agen-
das.

While government spending has become an increasingly important
source of revenue for nonprofits, private dollars also continue to pro-
vide important support for social services. It is this mix of revenue and
support from so many sources that makes the nonprofit experience so
rich, and nonprofit fiscal management so complex. These sources of
support will be more fully discussed in the next chapter and throughout
this text.

As seen above, nonprofit organizations have existed for quite a long
time. Most have come into existence to meet human needs whose reso-
lution is often not seen as the province of government, or as a way to
provide publicly mandated services using the less costly, and often bet-
ter informed, delivery approaches characteristic of the private sector.

THE HUMAN SERVICE ORGANIZATION AS A SYSTEM

Systems theory has pervaded the physical and social sciences over
the last decades and has provided a framework with which to view
many different types of processes. Concepts and techniques of systems
theory are important in financial management for a number of reasons.
First, they are the bases for the development of computerized 
information systems found in all types of organizations today. An orga-
nizational systems analysis is an integral part of the planning and de-
velopment of a computerized information system. Systems techniques,
such as flow-charting, are used in programming. Further, modern au-
diting today includes in its evaluations a systems review (Bodnar, 1980;
Bodnar & Hopwood, 1995). Thus, systems concepts are very important
for accounting and auditing functions. Finally, systems concepts have
been employed in social work (as has the related eco-systems approach)
for several decades and help give us a way to look at the human service
organization, its subsystems, and its processes in some kind of totality
(Germain, 1978, 1981; Payne, 1997).

“A system is composed of interacting parts that operate together to
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achieve an objective or purpose. Systems are not random collections of
objects. Systems consist of coherent, patterned, purposeful sets of ele-
ments” (Bodnar, 1980, p. 26). The concept of open systems holds that
energy and resources flow across permeable boundaries. Material re-
sources, technologies, and values may be seen as flowing into (as inputs)
and out of organizational boundaries (as outputs). The environment of
the human service organization (the suprasystem) is a complex net of
social values and events, economic conditions, political constraints and
facilitating factors, including federal and local laws and regulations.

The Suprasystem

It should be clear from the brief historical overview provided above
that approaches to caring for the needy in our society are influenced by
historical precedent, politics, public attitudes, religious beliefs and so
forth. Thus human service organizations do not exist or operate in a
vacuum, but rather in a complex socio-political environment that is in-
fluenced by many factors (see Figure 1-1 below). This environment we
term the suprasystem. Thus, “. . . the suprasystem is comprised of those
external individuals, groups, and other social systems that have an iden-
tifiable direct and ongoing pattern of relationships with the subject sys-
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