TESC MPA Program  Doing Public Administration Gould/Geri Winter 2007

A few pointers on Nonprofit Budgeting

I. The Basics

A budget is a fiscal representation of an organization’s decisions: what to do, how much of it to do, what resources are needed to make it happen and how much those resources will cost.  They are both a planning mechanism and a means of control. Control a budget and generally you will control an organization.  Most budgets cover one financial year, which may or may not be on a calendar year basis. 

Budgets are political documents in that they are usually the resultant of negotiation between various agents or parties in any organization.  Nonprofits are no exception. At one extreme, a very small agency could have a yearly budget prepared by one person; at another e.g., the American Red Cross, an agency would need a complex, multi-year budget planning process. In nearly all cases, however, nonprofit budgets are approved by the Board

The simpler the organization, the less complex the budget required.  All budgets reflect predictions, about what service demand and supply are likely to be, how much resources will cost, and other factors.  As a nonprofit becomes larger and more likely to engage in enterprises, or be dependent on the larger economy, the probability that some predictions will be off-target increases—meaning the budget will need to be changed to reflect reality. 

The politics of nonprofit budgeting differs from budgeting in for-profit companies and government agencies.  For most small nonprofits, resources are very tight and their size makes it more difficult to “game” the budget process (see below, for example by building in extravagant overheads or fudge factors).   Often, though, nonprofits are funded through government (esp. at the local level) and must play games similar to those of public agencies. 

II. Budget Planning 

* Usually the first step is to review the previous year’s budget and program performance. Were program objectives met?  In what categories did the organization overspend, or underspend?  What was the cost per client served?  And trends?  
 
*  One of the agency’s financial staff will draft the budget by estimating the costs required to deliver programs and achieve objectives. Costs will include staff, supplies, and other resources.  Think carefully about who needs to be in on these discussions-- program and financial staff, board members and others if needed, including fund raisers.  Grants, in particular, are notoriously unpredictable; contributions are also uncertain.  Budget reports from previous years can be used to estimate costs; account for inflation, program expansion and other factors.  Personnel costs need to be carefully considered since the usually reflect 60 to 75 percent of a total nonprofit budget. 

*  New programs introduce new budget challenges.  New programs mean new staff and significant additional up front costs, including hiring, training, space, furniture, supervisory time, etc.  Each new program requires a mini “model” of what would be required to make the program work

Example 1--A Tutoring Program
Consider a school that wishes to establish a tutoring program. A coordinator and five tutors might be able to help 50 students (10 students per tutor; assume space is available at no cost through careful scheduling)
Coordinator salary and fringe benefits: $30,000
Fees for tutors: $10,000 per tutor x 5 tutors = $50,000

Miscellaneous expenses: $2,000

Overhead at 15%:  $12,300.  Total cost=82,000+12,300=$92,300
Cost per student: $92,300/50 students = $1,846 per student

* What is the budget “goal”?  Comparing projected revenues and expenses will clarify whether a surplus, deficit or break-even budget is likely.  Most nonprofits insist on breaking even; repeated deficits are a recipe for ruin since it can be very difficult to accumulate substantial reserves.   Exec. Directors and staff will make initial decisions about whether to cut back, and where, or try to expand revenues.  Per unit cost figures for various programs can be essential for these decisions. Ultimately the board must determine the right course of action.  

*  “Rational” Criteria for Analyzing a Budget:  * Completeness  * Explicitness * Consistency
* Balance  * Quantitative Data  * Organization* Excess   * Real Resources

* Budget “red flags”:  Unusual or large expenditures; high overheads; overall costs; numbers don’t add up; costs/unit look suspiciously high. Some categories attract attention: Utilities, rental of buildings and equipment, salary increases, food, telephones, insurance, transportation; leases, evaluation, audits, development and implementation, maintenance of IS and accounting systems, all long term financial commitments, including hard/soft local share requirements .

III.   Nonprofits in the Political Arena


Proposals for Reductions: 
* Propose a study
               * Cut popular programs





* Forecast dire consequences
  * All or nothing

* “You” pick (force those who want cuts to pick the targets)

* We have knowledge/expertise you don’t, therefore your preferred cuts are illogical

Proposals for increases: 
*  Round up!




* “Chrome it”

* Spread around increases; don’t lard them
* Focus on numbers of units, not dollars

* Focus on backlogs/workload increases

For new programs: 

* Disguise them as “Old stuff” 


* Get a foot in the door

* Argue that it pays for itself


* “Spend now to save later”

* Crisis!




* Less than truthful labeling

* “They” made us do it



* Mandates

* “But it’s so small...” (the increase we want, that is)

Other Options: 
* Bury Controversial Items in a Budget.  
* Making Trade-Offs.

* Flatter Budget Deciders.  A time-tested and successful strategy

* Pretend To Be Angry.



* Overwhelm budget users with Technical Detail

* Give…a little….Money Back.


* Making Budget Decisions Based on Intuition.
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