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Financial Review Procedure 
Objective:
To establish a financial review procedure that fulfills the requirements of the Minnesota Office of Grants Management (OGM)’s Policy Number 08-06 in order to only make grants to nongovernmental organizations that are financially stable enough to carry out the purpose of the grant.
Scope:
Financial review will occur before awarding a competitive or sole/single source grant of over $25,000 to a nongovernmental organization. This procedure does not apply to legislatively-named, formula, bonding, or capital grants. It also does not apply to grants to individuals. 
Grants staff may request that all grant applicant organizations submit the appropriate financial documentation or, instead of requesting these documents from every grant applicant organization, request it from only the finalists in the selection process. 
Grants staff must review at least one of the following financial documents (based on the grant applicant organization’s annual income or time in existence, as outlined in the OGM policy):
· an internal financial statement, 
· an IRS Form 990, or 
· a certified financial audit. 
More information about these financial documents is available in the Definitions section of the OGM policy.
Documentation:
The Financial Review Form must be completed, placed in the grant file, and kept for six years from the grant agreement end date (if applicable; or for the current year plus three additional years if not selected for funding) to substantiate:
· what document was reviewed,
· whether there were significant deficits and/or concerns about the organization’s financial stability (see next section for guidance on what to look for and where to look for it),
· how the grant applicant organization addressed any deficits and/or concerns (if applicable; see next section for guidance on how to do this),
· the granting decision, and 
· the rationale for the granting decision. 
The completed form and associated financial documents should also be scanned and stored in the agency electronic share drive. 
Please save the form in the folder for the year the review was completed. 



Financial Review 101:
What is a “Significant Operating Deficit” and how do I find out if an organization has one?
· An operating deficit occurs when total expenditures exceed total income during a fiscal year.  
· Information about operating deficits will be found in the portion of the financials called “Statement of Activities”. 
· If an operating deficit is detected in an annual statement, it would be important to review prior year(s) information to determine whether there is a pattern of deficit spending that could signify future cash flow issues for the grantee.
· Your professional judgment should be used to determine whether the deficit is significant. 
What is an “Unrestricted Net Asset Deficit” and how do I find out if an organization has one?
· Restricted net assets are assets that cannot be readily used to pay expenditures. They have strings attached to them that dictate how and when they may be used.
· Unrestricted net assets are assets, such as cash or short-term investments readily converted to cash, which can be used without restriction. In other words, these are assets that can be used to pay the bills and keep the organization afloat. 
· Unrestricted net asset information will be found in a section of the financials called “Statement of Financial Position”. 
· Again, your professional judgment should be used to determine whether the deficit is significant, but it is important to note that deficits in unrestricted net assets are of more importance/concern than operating deficits.
What are some examples of “Other Concerns about Financial Stability” and how do I look for them? 
· The “Statement of Financial Position” is an important resource to use. It reports the cumulative effect of all of an organization’s financial activity over the years and signals financial health or problems. Healthy organizations build up unrestricted net assets and maintain reasonable amounts of debt. Organizations with serious financial problems report diminishing or even negative (deficit) unrestricted net assets.
· As a rule of thumb, “yellow flags” are on the “Statement of Activities” and “red flags” are on the “Statement of Financial Position”.
· Debt levels are another indicator of an organization’s financial health. Information about debt would be found in the “Statement of Financial Position” under the “Liabilities” section.
· The debt ratio is a measure of an organization’s debt burden. 
· Debt ratio = total liabilities / total unrestricted net assets
· There is no magic number that signifies a healthy debt load – every organization will have different dynamics. If you have spotted some concerning items in the financial statements, a look at the direction of the debt ratio would be prudent. Look at the ratio across a few years – if the number is increasing, this is a bad sign. Conversely, if the number is getting smaller, this is a sign that the organization’s health is getting stronger.
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· If you have concerns regarding any of the items mentioned above, it is important to have a discussion with the applicant to establish an understanding of what the organization’s course of action is to be. Document the analysis performed on the statements as well as the communication with the applicant on the Financial Review Form. 

