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Introduction: Is Your Nonprofit Struggling to Balance
Financial Management with Your Mission?

Nonprofits face unique financial challenges—tight budgets, complex compliance requirements, and the
constant need to balance mission-driven work with sound financial management. Hiring a full-time CFO or
in-house finance team can be costly and, for many organizations, an inefficient use of resources.

The fractional accounting model offers a compelling alternative, providing nonprofits with expert financial
leadership at a fraction of the cost of a full-time hire. But how does it work in practice?

In arecent Nonprofit Quarterly (NPQ) webinar, financial experts Laurence Ruelo, Director of Finance
Professional Business Services and Nonprofit at Scrubbed, Amy Omand, Founder of 7 Seat Consulting, and
Tom Low, the owner of Pivot Consulting, shared valuable insights on how fractional finance models can
transform nonprofit financial management. Drawing from real-world experience, they discussed:

e The hidden costs of understaffed finance teams including compliance risks, financial
mismanagement, and lost funding opportunities.

e Whytraditional CFO models often fall short for nonprofits, particularly when it comes to cost and
scalability.

e How fractional CFOs provide specialized expertise, strategic guidance, and cost-effective solutions
tailored to nonprofit needs.

e Common concerns around outsourcing financial management and how to address them.

For many nonprofits, staying on top of financial operations can consume valuable time and energy that could
be better spent furthering their mission. Outsourcing accounting services can help streamline financial
processes, ensure compliance, and strengthen donor confidence, all while freeing up staff to focus on what
matters most—making a difference.

In this guide, we'll highlight the key takeaways from the NPQ webinar and explore how a fractional finance
model could work for your nonprofit.




How the Traditional Approach is Failing Nonprofits

Nonprofit organizations are often managed by lean teams, with people wearing different hats to deliver on
the mission. From over-reliance on a single staff member to miss opportunities for cash flow optimization,
nonprofits face numerous risks when their finance teams are stretched too thin or don't have the right
expertise.

Some of the most common financial pitfalls nonprofits face include single points of failure, inefficient cash
management, outdated financial reporting, and technology challenges. In this section, we'll examine these
issues and why the traditional CFO model often fails to address them, leaving organizations struggling to
balance financial management with mission-driven work.

The Hidden Costs of Understaffed Finance Teams

"Nonprofits often underestimate the impact of weak financial leadership, which can result in costly mistakes
and missed opportunities. From inaccurate financial reporting to delayed decision-making. These challenges
can hinder organizational growth and sustainability." - Laurence Ruelo, Director of Finance Professional
Business Services and Nonprofit, Scrubbed

Many nonprofits unknowingly suffer from the consequences of inadequate financial leadership. Common
issues include:

e Single Points of Failure: Over-reliance on one finance staff member can lead to disaster if they
leave or are unable to work. Tom Low, owner of Pivot Consulting, recalls a client who had just one
person covering payroll, HR, and accounts payable. When she broke her wrist, the company
struggled to complete those necessary tasks. Amy Omand from 7 Seat Consulting shared that
another consequence is the inability to promote from within when the team is so shorthanded,
meaning a lack of career development that often causes accounting talent to leave.

e FraudRisks: A lack of oversight can result in financial misconduct, such as unauthorized use of
funds. In one instance, Tom found that the CFO, who covered everything from bookkeeping to board
reporting, was financing his gambling habit with the organization's money.

e Inefficient Cash Management: Organizations often miss out on opportunities to maximize cash
flow and generate additional income when they don't have expert support in place. Amy recalls a
client who didn't understand how to maximize cash flow and held their organization's money in a
checking account. When Amy helped them create a sweep fund into an interest-bearing account,
"they were thrilled every month when we closed the book because, wow, | have an additional
$10,000 a month that's unrestricted, and | can spend anywhere."
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On asimilar note, Tom recounts the story of two clients who were unaware of the employee
retention tax credit. When he helped them to claim the credit, the organizations received several
hundred thousand dollars in unrestricted funds.

The lack of knowledge that held both organizations back reflects how time for training and education
is often another consequence of having an understaffed financial team.

Technology and Integration Challenges: "Integration plays a crucial role in making sure you
have reliable data," says Laurence. "It ensures fewer hands on your input data, and therefore fewer
errors.”

However, nonprofits often lack people with the necessary technical skills to implement and optimize
financial software, leading to inefficiencies and compliance issues. Laurence highlighted one client
story where the firm was on its second attempt to implement a new ERP system. "When you're
implementing an ERP, you're hiring consultants, you're paying for the subscription,' he says. "And you
canimagine the toll that takes on your internal resources, where they're trying to manage the
migration of the data, trying to configure the system, and at the same time still dealing with their
day-to-day responsibilities.”

Delayed or Inaccurate Reporting: Incomplete or outdated financial reports make it difficult for
leadership to make informed decisions and attract donors. If your nonprofit can’t create accurate
financial reports, especially once you hit reporting or compliance requirements, it can also lead to
audit problems. In some cases, that can even mean paying the auditors to put together the necessary
financial reports, which can be extremely expensive.




Why Traditional Models Fall Short

The traditional CFO model, where a firm employs a full-time CFO in-house, might seem like the ideal
solution. You have a full-time finance expert who can build a deep knowledge of the organization's
operations. However, nonprofits often face significant obstacles when choosing this option, including:

e Budget Constraints: Many organizations cannot afford the salary and benefits of an in-house
CFO.

e Limited Career Growth: Talented finance professionals may not see along-term career pathin a
small or mid-sized nonprofit.

e Specialized Knowledge Gaps: Nonprofit financial management requires expertise in grant
tracking, donor reporting, and compliance—skills that are hard to find in a single hire.

In addition, as the CFO role evolves to be more strategic, tech-savvy and business-oriented, the traditional
model, with its focus on compliance and control, falls short in providing the leadership and insights needed
to navigate the complex nonprofit environment.
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A fractional CFO is an experienced financial executive who works on a part-time, retainer, or contractual
basis, scaling their services in response to the organization's needs. Typically, a fractional CFO will be
working with more than one organization at a time. This model allows companies to access the benefits of
having an experienced CFO-level resource, such as financial planning and analysis, risk management, and
cash flow forecasting, at a fraction of the cost of a full-time CFO.

The advantages of hiring a fractional CFO for your nonprofit include:

e Cost-Effective Expertise: Fractional CFOs provide top-tier financial leadership at a fraction of the
cost of a full-time hire. Fractional CFOs bring a high level of financial expertise and experience to the
table, often with a proven track record of helping companies achieve their goals.



Transactional Level Support :Fractional CFOs can provide valuable support at the transactional
level by improving financial reporting, streamlining due diligence, providing valuation guidance,
assisting in negotiations, facilitating post-transaction integration, and helping with fundraising.

Flexibility : Fractional CFOs can work on specific short-term projects, provide ongoing direction
and oversight to an in-house team, or overhaul the entire financial strategy at your nonprofit. Since
they usually have a network of fractional or outsourced accounting professionals, they can call on
additional expertise as needed and offer flexible engagement models, allowing nonprofits to scale
services up or down as needed.

For instance, one of Tom's clients was audited by the IRS. "We were a very small team, and we
needed to expand greatly and be flexible and timely. We called on an outsourced firm, and they were
able to handle that for us!

Amy has had similar experiences: "As an in-house CFO, we had a special project that we outsourced.
It wasn't an ongoing need, but we were able to take that chunk of work and outsource it rather than
staffingup with FTES"

Scrubbed client Common Sense Growth saw first-hand how flexibility and scalability can work for
nonprofits. The organization was juggling multiple financial needs. They needed to generate accurate
and timely investor reports to maintain trust and attract new investments. Additionally, the board
required clear financial insights to make informed strategic decisions.

Anticipating significant funding increases, Common Sense Growth knew their current system
wouldn't be able to handle the additional financial complexity. Building a dedicated accounting team
wasn't an option due to cost constraints, so they reached out to Scrubbed. "l have my go-to point of
contact, and that's for all the basic needs like expenses and reporting,' says Ben Kornell, managing
partner of Common Sense Growth. "And then we also have a leadership contact who's really thinking
about everything across our financial portfolio."

Managing Turnover : Turnover can be disruptive, especially in a small team. Working with a
fractional CFO and an outsourced team means your organization has access to a deeper bench of
people who can step in. It avoids the single point of failure issue and often leads to better
documentation of processes. "At Scrubbed, that is one of our value propositions," says Laurence.
"Our clients don't have to think about staff turnover because we have all the backups in place, and
the first thing we do when we onboard clients is document all of their processes so that there is
always a good record, and your processes don't change with the people.”

Fresh Perspectives and Better Training : Because they often work with various clients across
different sectors, fractional CFOs can offer fresh perspectives and innovative solutions. A fractional
CFO can also provide training for a company's finance team by sharing their expertise and
experience, providing hands-on training, improving processes, adopting new technologies,
mentoring, and fostering team collaboration.

Focus on Your Mission : Many day-to-day accounting tasks can be time-consuming and take the
staff and leadership away from core activities like fundraising, program development, and community
impact. Bringing in a fractional CFO frees leaders and executives to focus more on their core
competencies and the nonprofit's mission.


https://scrubbed.net/resources/how-scrubbed-helped-common-sense-growth-invest-in-a-brighter-future/

For Common Sense Growth that was one of the key
benefits of working with outsourced accounting

talent. "At the end of the day, | would say the team

that we have in-house is far more focused on the J Com mon
things that really move the needle for our business ®
because we have the leverage of the Scrubbed team Se nse

on the financial reporting,' says Ben. "So, while it

might seem like an investment in finance, it's actually

an investment in your team and helping them focus
on what's most important for your organization."

Enhanced Donor Confidence: Outsourcing your accounting services helps show donors that you are
committed to accountability and the proper stewardship of funds. This level of transparency helps
build trust with donors, fostering stronger relationships and encouraging ongoing support for the
organization's mission.

Busting the Myths About Outsourcing

Given all the advantages of a fractional model for nonprofit accounting that we've laid out above, some
leaders still hesitate to move away from the traditional model. During the webinar, our panel discussed
some common concerns they hear and how fractional accounting firms address those challenges.

e Cost Considerations: Fractional CFOs offer cost savings compared to a full-time salary and benefits
package. However, the initial investment might seem daunting for smaller nonprofits.

Tom recommends considering the whole lifecycle and relationship and the added value that a
fractional CFO or team brings to the nonprofit in terms of additional expertise and the strengthening
of donor confidence and reputation.

¢ Control and Confidentiality Concerns: Some businesses are hesitant to share sensitive financial
data with an external party, feeling that having an in-house CFO is safer.

For Tom, this is an issue of trust. "As professionals, it's something we have to address, and it's part of
our professional standards," he explains. "It's about trusting your partner and understanding
where they're coming from, what their parametersare.  You can use legal documents to
secure the systems, and so on, but it comes down to trust and knowing who you're working with."
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¢ Perceived Lack of Expertise or Experience:  Some nonprofit leaders worry that fractional CFOs
lack the depth of experience or industry knowledge compared to a full-time CFO. For the panel, the
truthis that while they may not have in-depth knowledge of your organization yet, a fractional CFO
will have a breadth of experience that your nonprofit can use. "When you hire folks like Scrubbed or
Amy or myself, you're bringing in a depth of experience that you may not have from others," says
Tom. "Both Amy and [, for example, have multi-industry experience in different venues for profit,
nonprofit, and across different industries. We have a breadth of knowledge and expertise that we can
use to the organization's benefit

¢ Communication and Integration Concerns : Concerns about integrating a fractional CFO into
the existing team or communicating with a team in a different country or time zone are common.

"Again, this comes back to the team dynamics and trusting your partners,' says Tom. "In today's
virtual office world, it's harder to establish those professional and personal relationships, but we
endeavor to get to know people whether they're here or offshore

For example, despite the physical distance between Common Sense Growth in San Francisco, CA,
and Scrubbed's team in the Philippines, clear communication was never a hurdle. "l actually find that
the time difference works in our favor a lot of the time," says Ben." | will submit a question or request
in the day, and | wake up the next morning and it's been totally completed. It's been really, really
successful!”

¢ Temporary solution, not a long-term strategy : The perception that fractional CFOs are just for
short-term projects and not for ongoing financial guidance is often raised, but Tom and Amy agree
that a fractional CFO engagement can work in either situation. "You may have an urgent need to
handle something, and |'ve been brought into a number of crisis situations," says Tom. "I've also sat in
the chair for a couple of years or even longer as a fractional or interim CFO."

Amy is often engaged by clients who are smaller today but on a strong growth trajectory. "It's going
to be a happy news story when they grow out of me," she says. "l might recommend to them that
they're ready for a full-time CFO now because they've been successful in their fundraising, or they're
replicating across cities, which means there's a lot more complexity that needs to be handled.
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The flexible nature of fractional or outsourced support means each nonprofit can tailor the relationship. You
might benefit from having an in-house CFO who relies on long-term transactional support from an
outsourced or fractional team. Or your organization might benefit more from having a fractional CFO or
controller who works alongside an in-house accounting department that covers all the transactional work.

How each firm structures its engagements can vary across the industry and also with time. For instance,
what started with a short-term project for Scrubbed's client Playworks to address their Accounts
Receivable and collection issues blossomed into a long-term partnership that revolutionized Playworks'
financial management. Playworks CFO Satoshi Steinmetz recognized during that initial engagement that his
Scrubbed partners had "outstanding" expertise in the nonprofit sector and were comfortable with
challenging issues such as when to recognize revenue from a fundraising campaign, how to manage
restricted grants, and how to develop the various types of financial statements that are unique to
nonprofits. "In fact, | think | learned more from them than they learned from me!" he says.

Real-World Success: Common Sense Growth's Story

Common Sense Growth, an investment fund affiliated with Common Sense Media, faced financial and
accounting complications as it scaled its operations. Instead of hiring an in-house team, they partnered with
Scrubbed's fractional accounting service, achieving:

Accurate and timely financial reporting for investors and board members.
Stronger compliance and audit readiness with clear financial trails.
Seamless integration with external partners and systems.

Cost savings compared to hiring an in-house team.

e

Scrubbed’s flexibility and agility have been mind-blowing. Our fund
grew from $5 million to $40 million, and our fractional finance team
scaled with us—at a fraction of the cost of running it ourselves.

Ben Kornell, Managing Partner

@/ common
sense’
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Case Study: Greater visibility and improved financial
processes at Playworks

Playwork's most pressing challenge was effectively managing their Accounts Receivable collections. CFO Satoshi
Steinmetz stated, "We had no visibility into our cash flow, our collection efforts were inadequate, and we were

constantly having to write off invoices.

Acknowledging the situation's urgency, Steinmetz explained, "Our organization was in desperate need of reliable

accounting services at an affordable cost."
After working with Scrubbed, Playworks is seeing:

e  Significant improvement in collections
e  Greater visibility into expenditures and receipts
e  Arollingweekly forecast that is used to inform the board

° More time for the in-house CFO to focus on strategic matters

e

We have a long-term view of things that makes the
organization look good. | appreciate the partnership.

%PLAYWORKS | Satoshi Steinmetz, CFO
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How to move forward pp

Bringing in a fractional CFO or outsourced accounting team can feel daunting. Our panel outlined some
questions that can help nonprofits understand what kind of partnership they're looking for and how to
assess different potential providers.

1. Define Your Needs

e Start by assessing your current situation. \Who do you have on staff? Are you trying to solve a
specific problem or looking to evolve your services in the light of anticipated growth or a new grant?

e What specific tasks do you want to outsource? Are you looking for someone to help with
bookkeeping and transactional tasks, or do you need a more executive, forward-looking skillset to
help develop strategy?

Amy recommends considering the services you need on a sliding scale, as shown in the graphic
below. It's a spectrum that starts with transactional services like bookkeeping, accounts payable, and
reconciliation. It moves through more forward-looking, strategic CFO work of translating
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“You can think about this spectrum and where outsourcing might make sense for you,’
says Amy. “Because it could make sense to take on the fractional model at the CFO
level, the bookkeeping level, or anywhere in between’”

e What level of experience and expertise do you need? |s familiarity with your
industry or knowledge of a specific software vital to your organization?

2. Evaluate the Service Provider

Amy recommends approaching different providers as you would the hiring of an FTE-" You
want to go into it asking for references of past and current clients, really get a sense of their
communication style, and how the service provider will meet your needs”

e Experience with nonprofits: Look for a partner with a proven track record in
nonprofit accounting and a deep understanding of the regulatory requirements. They
should be able to clearly explain how their approach to financial strategies aligns with
your broader goals.

e Services Offered: Beyond strategic CFO guidance, fractional accounting services can
include:

o Bookkeeping: Accurate record-keeping and reconciliations.

o Grant Management: Tracking grant usage and ensuring compliance with donor
restrictions.

o Budgeting and Forecasting: Helping nonprofits allocate resources efficiently for
maximum impact.

o Audit Preparation: Supporting smooth, stress-free audits with organized
documentation.

o Form 990 Filing: Managing tax-exempt compliance and ensuring timely filings.
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At Scrubbed we provide a full suite of services for nonprofits and can help with one or
more of these tasks or take on the whole finance and accounting function. Your goal is
to find the partner who offers the service or bundle of services that best fits your
organization's needs.

e Scalability: If you're expecting a new grant or to expand your services, will the
provider be able to grow with your business? How easy is it to downscale for less busy
times of the year when you may need less support?

e Technology: Advanced accounting tools can improve efficiency, accuracy, and
transparency, but they may be unaffordable for smaller organizations. Choose a
partner who can bring modern accounting software to your organization or help you
integrate existing software to streamline processes like bookkeeping, financial
reporting, and compliance tracking.

e Communication and Reporting: Your outsourced accounting partner should be
proactive, easily accessible, and capable of explaining complex financial concepts in an
understandable way for your team.

e Security and Compliance: Strong security protocols are essential, given the sensitive
nature of donor information and financial data. Make sure your potential partner has
robust measures in place, such as encryption, secure data storage, and compliance
with privacy standards.

e References and Reviews: References from other nonprofits are key to understanding
the quality of your potential outsourced team's service, reliability, and how they've
supported similar organizations.

o Askthe service provider for references from previous clients.

o Checkonline reviews and testimonials to see what other businesses have
experienced.
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e Cost and Pricing Structure: The pricing structure should be clear, easy to understand,
and fit your budget.

o Getquotes from several different service providers.
o Understand the pricing structure (hourly rate, monthly retainer, etc.).
o Besuretoask about any hidden fees or additional costs.

Conclusion

Fractional accounting provides a practical and effective solution for nonprofits looking to
strengthen their financial management while keeping costs in check. By leveraging expert
financial support on a flexible basis, nonprofits can ensure financial stability, improve
efficiency, and focus on what matters most—their mission.

Contact Scrubbed at info@scrubbed.net or
800-837-5160 to learn more about how we can Get Started with Scrubbed Today!

help streamline your processes.
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