ELSBA GLOSSARY

LONDON SCHOOL OF BUSINESS
AND ADMINISTRATION

Professional Certificate in Financial Due Diligence for Nonprofit Partnerships

Introduction to Financial Due Diligence

Introduction to Financial Due Diligence

Financial due diligence is a crucial process that organizations undertake when considering entering into a
partnership or transaction with another entity. It involves a comprehensive review of the financial health and
performance of the target organization to assess its viability, risks, and potential opportunities. This process
is essential for nonprofits to ensure that they make informed decisions and mitigate financial risks when
entering into partnerships with other organizations.

Financial due diligence helps nonprofits gain a deeper understanding of the financial aspects of a potential
partnership, enabling them to identify any red flags or areas of concern that may impact the success of the
partnership. By conducting financial due diligence, nonprofits can assess the financial stability, performance,
and compliance of the target organization, as well as identify any potential financial risks or liabilities that
may affect the partnership.

Financial due diligence typically involves a thorough examination of financial statements, tax returns,
budgets, cash flow projections, debt obligations, contracts, and other financial documents of the target
organization. It also includes an analysis of key financial metrics, such as liquidity, profitability, solvency, and
financial ratios, to evaluate the financial health and performance of the organization.

Overall, financial due diligence is a critical step in the partnership process for nonprofits, as it helps them
make informed decisions, mitigate financial risks, and ensure the long-term success and sustainability of
their partnerships.

Glossary of Terms

1. Audit

- Related Terms: Financial Audit, External Audit, Internal Audit

- Explanation: An audit is a systematic examination of an organization's financial records, transactions, and
operations to ensure accuracy, compliance with regulations, and reliability of financial reporting. Audits can
be conducted internally by the organization's own audit department or externally by independent auditors.

2. Balance Sheet

- Related Terms: Assets, Liabilities, Equity

- Explanation: A balance sheet is a financial statement that provides a snapshot of an organization's
financial position at a specific point in time. It shows the organization's assets, liabilities, and equity, with
assets equaling liabilities plus equity.

3. Cash Flow Statement
- Related Terms: Operating Activities, Investing Activities, Financing Activities
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- Explanation: A cash flow statement is a financial statement that shows how changes in balance sheet
accounts and income affect cash and cash equivalents. It provides insights into an organization's ability to
generate cash and meet its financial obligations.

4. Due Diligence

- Related Terms: Legal Due Diligence, Operational Due Diligence, Compliance Due Diligence

- Explanation: Due diligence is the process of conducting a thorough investigation and analysis of a
potential business partner or investment opportunity to assess risks, opportunities, and compliance with
regulations. Financial due diligence focuses on reviewing the financial aspects of the target organization.

5. Financial Analysis

- Related Terms: Ratio Analysis, Trend Analysis, Variance Analysis

- Explanation: Financial analysis involves evaluating an organization's financial performance by analyzing
financial statements, key financial metrics, and trends. It helps stakeholders assess the financial health,
profitability, and efficiency of the organization.

6. Financial Ratios

- Related Terms: Liquidity Ratios, Profitability Ratios, Solvency Ratios

- Explanation: Financial ratios are quantitative measures used to assess an organization's financial
performance, efficiency, and risk. Common financial ratios include the current ratio, return on assets, debt-
to-equity ratio, and gross profit margin.

7. Financial Statement

- Related Terms: Income Statement, Balance Sheet, Cash Flow Statement

- Explanation: Financial statements are formal records that present an organization's financial performance
and position. They include the income statement, balance sheet, and cash flow statement, providing
insights into revenue, expenses, assets, liabilities, and cash flows.

8. Liquidity

- Related Terms: Current Ratio, Quick Ratio, Working Capital

- Explanation: Liquidity refers to an organization's ability to meet its short-term financial obligations using
its current assets. It is essential for ensuring financial stability and operational continuity.

9. Nonprofit Organization

- Related Terms: 501(c)(3), Charitable Organization, Tax-Exempt Organization

- Explanation: A nonprofit organization is a tax-exempt entity that operates for charitable, educational,
religious, or social purposes. Nonprofits rely on donations, grants, and fundraising to support their mission
and programs.

10. Partnership

- Related Terms: Collaboration, Joint Venture, Strategic Alliance

- Explanation: A partnership is a formal agreement between two or more organizations to work together to
achieve common goals. Partnerships can involve shared resources, expertise, risks, and rewards to advance
mutual interests.
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11. Risk Assessment

- Related Terms: Risk Management, Risk Mitigation, Risk Identification

- Explanation: Risk assessment is the process of identifying, analyzing, and evaluating potential risks that
may impact an organization's objectives, projects, or partnerships. It helps organizations develop strategies
to manage and mitigate risks effectively.

12. Solvency

- Related Terms: Debt-to-Equity Ratio, Interest Coverage Ratio, Debt Service Coverage Ratio

- Explanation: Solvency refers to an organization's ability to meet its long-term financial obligations using its
assets. It indicates financial stability and the ability to sustain operations over the long term.

13. Tax-Exempt Status

- Related Terms: 501(c)(3), Charitable Contributions, Tax Deductions

- Explanation: Tax-exempt status refers to the exemption of nonprofit organizations from paying federal
income tax on donations, grants, and other sources of revenue. Nonprofits must meet specific criteria to
qualify for tax-exempt status under section 501(c)(3) of the Internal Revenue Code.

14. Transaction Documents

- Related Terms: Purchase Agreement, Due Diligence Checklist, Disclosure Schedule

- Explanation: Transaction documents are legal agreements and records that document the terms,
conditions, and obligations of a business transaction or partnership. They outline the rights, responsibilities,
and liabilities of the parties involved.

15. Valuation

- Related Terms: Fair Market Value, Discounted Cash Flow, Comparable Company Analysis

- Explanation: Valuation is the process of determining the economic value of an organization, asset, or
investment. It involves assessing factors such as cash flows, market trends, risk factors, and industry
benchmarks to determine a fair and accurate value.

16. Working Capital

- Related Terms: Current Assets, Current Liabilities, Operating Cycle

- Explanation: Working capital is the difference between an organization's current assets and current
liabilities. It represents the funds available for day-to-day operations and is essential for ensuring smooth
cash flow and operational efficiency.

These glossary terms provide a comprehensive overview of key financial concepts and processes related to
financial due diligence for nonprofit partnerships. By understanding these terms, nonprofit organizations
can enhance their financial literacy, make informed decisions, and navigate partnerships effectively to
achieve their mission and goals.
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