
How to Optimize Your Nonprofit’s Chart of Accounts  

 
 

 
A Chart of Accounts is a structured list of accounts used to classify financial 
transactions into meaningful categories. It is the foundation of an organization’s 
accounting system. A typical Chart of Accounts is divided into five categories: assets, 
liabilities, net assets, revenue, and expenses. Each category should include the 
accounts that are relevant to the organization’s operations, reporting needs, and 
decision-making requirements.  
 

For example: 
Assets 

●​ Cash and Cash Equivalents 
●​ Investments 
●​ Accounts Receivable 
●​ Contributions Receivable 
●​ Prepaid Expenses 
●​ Fixed Assets 

Why a Chart of Accounts Matters 
The Chart of Accounts supports accurate and meaningful financial reporting, 
transparency, and compliance with applicable laws and regulations. Because financial 
reports are generated from the data in the Chart of Accounts, it must be designed to 
present a reliable picture of the organization’s financial position. During periods of 
growth or change, a well-structured Chart of Accounts becomes even more important 
because it provides the data needed for sound analysis and informed decision-making.  

Best Practices 

Document the Chart of Accounts Structure 
The structure of the Chart of Accounts should be included in the organization’s 
Accounting Policies and Procedures Manual. For each of the five categories in the 
Chart of Accounts, the range of account numbers to be assigned to accounts should be 
documented. This helps ensure that accounts are created and maintained consistently 
across the accounting system and support reliable financial reporting. 
 
 
 



 For example: 
Account titles within the chart of accounts should generally be arranged in the following order: 

Category From Account # To Account # 
Assets 100 199 
Liabilities 200 299 
Net Assets 300 399 
Revenue 400 499 
Expenses 500 799 

 

If the organization also tracks performance by departments/programs, projects, funders 
or by dimensions, the manual should document how they are used alongside the 
primary account numbers. 

Ensure Consistent Account Coding 
Account coding for expenses (e.g., business conferences, meals, travel) should be 
consistent across the organization. Similar expenses should be coded to the same 
accounts so that financial statements and management reports remain accurate and 
meaningful. Consistent coding improves classification, strengthens reporting, and 
makes spending patterns easier to analyze. 

Whether expenses are coded through an automated workflow or by manual entry, the 
organization should maintain a Chart of Accounts expense guide for commonly used 
expenses. The guide should be available to everyone responsible for coding expenses. 
It should include the account name, account number, account description, and 
examples of the expenses assigned to each account. The guide may be built into an 
automated system or maintained separately in a spreadsheet. 

Example: An employee asks whether meal expenses incurred during a business 
conference should be coded to business conferences or to meals. 

The organization should decide which information it wants to track more closely. If 
leadership wants to understand the full cost of conferences, the guide will indicate 
coding those expenses to business conferences. If leadership wants to monitor food 
spending separately due to rising costs, it will be coded to meals. Whichever approach 
is chosen, it should be documented in the expense guide and applied consistently. 

Eliminate Obsolete and Unused Accounts 
As nonprofits grow and evolve, some accounts may no longer reflect current operations. 
These accounts should be deactivated in the accounting system so they are no longer 
available for use in financial reporting. If an obsolete account is merged into an active 
account, the organization should document a clear mapping so staff can understand 
how historical and future transactions should be classified. 



Maintain Internal Controls 
Strong internal controls should govern the creation of new accounts in the accounting 
system. Requests for new accounts should be reviewed and approved by a designated 
senior finance staff member before they are added. Once a new account is established, 
its purpose and proper use should be clearly communicated to the appropriate staff. 

Collaboration With Non-Finance Staff 
The Chart of Accounts should support the needs of all departments and programs that 
rely on financial statements and reports to manage their work. Finance staff should 
meet periodically with key non-finance staff to review whether the Chart of Accounts 
aligns with operational needs in their areas of responsibility and to identify changes that 
would improve reporting and decision-making. 

Conclusion 
A well-designed Chart of Accounts improves reporting accuracy, promotes consistency, 
and supports better financial decisions across the organization. By documenting the 
structure, applying coding rules consistently, maintaining internal controls, and 
reviewing accounts regularly, organizations can create a stronger foundation for 
effective financial management. 
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