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Learning Learning 
ObjectivesObjectives

1.1. Introduce general principles of fiscal management Introduce general principles of fiscal management 
2.2. Apply these general principles to the fiscal Apply these general principles to the fiscal 

management of human service organizationsmanagement of human service organizations
3.3. Identify and discuss the following fiscal Identify and discuss the following fiscal 

responsibilities carried by managers in human responsibilities carried by managers in human 
service organizations:service organizations:

Budgets, budgeting and the budgeting processBudgets, budgeting and the budgeting process
The budgeting cycleThe budgeting cycle
Asset managementAsset management
Controlling costsControlling costs
Investment planningInvestment planning
Tax issuesTax issues



Financial Management Financial Management 
(ala Blazek, 1996:256)(ala Blazek, 1996:256)

Fiscal managementFiscal management
–– “the administration of financial affairs through planning, “the administration of financial affairs through planning, 

budgeting, recording, reporting, and analyzing an entity’s flow budgeting, recording, reporting, and analyzing an entity’s flow 
of funds”of funds”

Fiscal management also refers to:Fiscal management also refers to:
–– safeguarding resourcessafeguarding resources or properties owned by the organizationor properties owned by the organization
–– using the funds for the using the funds for the purposes purposes to which they were dedicatedto which they were dedicated
–– accumulating necessary accumulating necessary informationinformation concerning work concerning work 

performed, and performed, and 
–– submitting whatever submitting whatever reportsreports are required by funders and are required by funders and 

governmental authoritiesgovernmental authorities



Fiscal Management inFiscal Management in
the Human Servicesthe Human Services

Fiscal management is one of the principal Fiscal management is one of the principal 
components of the management process in human components of the management process in human 
service organizationsservice organizations
along with other management functions, fiscal along with other management functions, fiscal 
management focuses on obtaining, allocating and management focuses on obtaining, allocating and 
controlling scarce resourcescontrolling scarce resources
Fiscal management focuses very much on the daily Fiscal management focuses very much on the daily 
decisions and dilemmas faced by managersdecisions and dilemmas faced by managers



The Functions of The Functions of 
Fiscal ManagementFiscal Management

1.1. assessing changes in revenues, expenditures and assessing changes in revenues, expenditures and 
service utilizationservice utilization

2.2. monitoring patterns in services and expendituresmonitoring patterns in services and expenditures
3.3. analyzing program costs and unit service costsanalyzing program costs and unit service costs
4.4. taking corrective management actionstaking corrective management actions



Fiscal ManagementFiscal Management
vs. Accountingvs. Accounting

AccountingAccounting
–– “a system of accumulating, summarizing, and reporting financial “a system of accumulating, summarizing, and reporting financial 

transactions and the results thereof in terms of the organizatiotransactions and the results thereof in terms of the organization’s n’s 
financial position (what it owns and what it owes) and the changfinancial position (what it owns and what it owes) and the changes that es that 
occurred during the reporting period to increase or decrease thooccurred during the reporting period to increase or decrease those net se net 
assets” assets” (Blazek, 1996:251)(Blazek, 1996:251)

Accurate accounting is at the heart of the fiscal Accurate accounting is at the heart of the fiscal 
managementmanagement…but accurate accounting is only one …but accurate accounting is only one 
of the functions performed through fiscal of the functions performed through fiscal 
managementmanagement



Centrality of Centrality of 
MissionMission

Fiscal Management is a means to an end…not an Fiscal Management is a means to an end…not an 
end in and of itselfend in and of itself

–– The focus of fiscal management is not strictly on the The focus of fiscal management is not strictly on the 
management of or control over an organization’s resourcesmanagement of or control over an organization’s resources

In a more fundamental sense, fiscal management is In a more fundamental sense, fiscal management is 
about about the judicious use of organizational resources the judicious use of organizational resources 
for the purpose of helping the organization achieve for the purpose of helping the organization achieve 
its missionits mission



Identifying the Identifying the 
Organization’s MissionOrganization’s Mission

Organization’s Mission StatementOrganization’s Mission Statement
If no formal statement of mission exists, then, look If no formal statement of mission exists, then, look 
to: to: 

–– IRS forms 1023 & 1024 for mission statement as supplied to the IRS forms 1023 & 1024 for mission statement as supplied to the 
federal government at the time of establishing the organizationfederal government at the time of establishing the organization

–– Funding proposalsFunding proposals
–– Annual reportsAnnual reports
–– Strategic plansStrategic plans
–– Minutes of the Board of DirectorsMinutes of the Board of Directors
–– IRS tax returns (Form 990)IRS tax returns (Form 990)



StewardshipStewardship

Financial management in the notFinancial management in the not--forfor--profit sector profit sector 
is about managing other people’s resources (both is about managing other people’s resources (both 
cash and incash and in--kind)kind)
Stewardship is the principle that guides that Stewardship is the principle that guides that 
management of OPRmanagement of OPR

–– The act or process of managing the property, finances, or The act or process of managing the property, finances, or 
household of anotherhousehold of another

Transparency is the key to successTransparency is the key to success
Active participation of key stakeholder is an Active participation of key stakeholder is an 
essential feature of stewardshipessential feature of stewardship
Must adhere to strict code of ethicsMust adhere to strict code of ethics



Stewardship Stewardship 
& Ethical Standards & Ethical Standards 

The Association of Fundraising ProfessionalsThe Association of Fundraising Professionals
http://www.afpnet.org/ethics/guidelines_code_standardshttp://www.afpnet.org/ethics/guidelines_code_standards

National Society of Fund Raising Executives Code National Society of Fund Raising Executives Code 
of Ethical Principles and Standards of Professional of Ethical Principles and Standards of Professional 
Practice Practice 

http://www.nonprofits.org/npofaq/11/23.htmlhttp://www.nonprofits.org/npofaq/11/23.html

National Society of Grant Writing Professionals, National Society of Grant Writing Professionals, 
Inc.Inc.

http://www.nsgwp.org/coe.htmhttp://www.nsgwp.org/coe.htm

http://www.afpnet.org/ethics/guidelines_code_standards
http://www.nonprofits.org/npofaq/11/23.html
http://www.nsgwp.org/coe.htm


Financially Healthy Financially Healthy 
OrganizationsOrganizations



Financially Healthy Financially Healthy 
Nonprofits*Nonprofits*

The financially healthy organization has sufficient income to The financially healthy organization has sufficient income to 
ensure stable programmingensure stable programming
The financially healthy nonprofit has an internal source of The financially healthy nonprofit has an internal source of 
cash or ready access to cash in times of shortfallcash or ready access to cash in times of shortfall
Financially healthy nonprofits engage in incomeFinancially healthy nonprofits engage in income--based, based, 
rather than budgetrather than budget--based spendingbased spending

–– Income based budget begins with realistic income projectionsIncome based budget begins with realistic income projections
–– Determines realistic costs of next year's service delivery throuDetermines realistic costs of next year's service delivery through gh 

analysis of last year's costsanalysis of last year's costs
–– Considers current market conditionsConsiders current market conditions
–– Reflects functional cost allocationReflects functional cost allocation

__________________________________________________________
*The Stevens Group at Larson*The Stevens Group at Larson--Allen, St. Paul MNAllen, St. Paul MN



Seven Characteristics of Seven Characteristics of 
Financially Healthy NonprofitsFinancially Healthy Nonprofits

At the end of each year, the financially healthy organization At the end of each year, the financially healthy organization 
retains a positive cash fund balance (surplus)retains a positive cash fund balance (surplus)
In years where a deficit does occur, the financially healthy In years where a deficit does occur, the financially healthy 
organization has accumulated surpluses sufficient to cover organization has accumulated surpluses sufficient to cover 
the current year's deficitthe current year's deficit
The financially healthy organization has established (or has The financially healthy organization has established (or has 
plans to establish) an operating reserve to finance growth and plans to establish) an operating reserve to finance growth and 
cash shortfallscash shortfalls
The board and management of financially healthy nonprofits The board and management of financially healthy nonprofits 
hold themselves responsible for the financial stability of the hold themselves responsible for the financial stability of the 
organizationorganization



Budgets &  Budgets &  
BudgetingBudgeting



““Budget”Budget”

Budget:Budget:
–– “a financial plan of action for future periods” “a financial plan of action for future periods” (Blazek, 1996:253)(Blazek, 1996:253)

–– also, the financial goals for the next year(s) expressed in also, the financial goals for the next year(s) expressed in 
numbersnumbers

Seeks to answer the question: “how much revenue Seeks to answer the question: “how much revenue 
will the organization collect from what source, how will the organization collect from what source, how 
much will be spent on what program or much will be spent on what program or 
administrative cost?”administrative cost?”



Five Purposes Five Purposes 
of a Budget of a Budget (Maddox, 1999)(Maddox, 1999)

Budgets put a business strategy into operationBudgets put a business strategy into operation
–– Budget’s inevitably reflect the organization’s Budget’s inevitably reflect the organization’s realreal strategystrategy

Budgets allocate resourcesBudgets allocate resources
–– Budgets presume resources are limited; therefore, not everythingBudgets presume resources are limited; therefore, not everything can can 

be done…at least not equallybe done…at least not equally

Budgets provide incentives to managersBudgets provide incentives to managers
–– Budget rules encourage and reinforce certain behavior (both negaBudget rules encourage and reinforce certain behavior (both negative tive 

and positive)and positive)

Budgets control spendingBudgets control spending
–– With luck, budget administrators will impose “self control” overWith luck, budget administrators will impose “self control” over fiscal fiscal 

decisions rather than requiring administrative controldecisions rather than requiring administrative control

Budgets communicate plans and expectationsBudgets communicate plans and expectations
–– Both internal and external groups rely on budgets to understand Both internal and external groups rely on budgets to understand the the 

organization’s plans and expectationsorganization’s plans and expectations



Elements of Elements of 
BudgetingBudgeting

RevenueRevenue
ExpensesExpenses
Net BudgetNet Budget



RevenueRevenue



Elements of Elements of 
Budgeting: RevenueBudgeting: Revenue

Earned incomeEarned income
–– Fees for serviceFees for service
–– Membership feesMembership fees
–– SalesSales

Grants and contractsGrants and contracts
–– Grants Grants 
–– ContractsContracts

GiftsGifts
–– CashCash
–– InIn--kindkind

Investment incomeInvestment income
Royalties and rentsRoyalties and rents
Patent incomePatent income
Income from forIncome from for--profit activitiesprofit activities



Elements of Budgeting: Elements of Budgeting: 
RevenueRevenue——Earned IncomeEarned Income

Fees for serviceFees for service
–– Direct servicesDirect services

»» ClinicalClinical
»» Other servicesOther services

–– Indirect servicesIndirect services
»» Education and trainingEducation and training
»» consultationconsultation

Membership feesMembership fees
–– IndividualsIndividuals
–– organizationsorganizations

SalesSales



Elements of Budgeting: Elements of Budgeting: 
Grants & ContractsGrants & Contracts

GrantsGrants
–– A gift or donation received for either a restricted or unrestricA gift or donation received for either a restricted or unrestricted ted 

purposepurpose

ContractsContracts
–– a formal or legally binding agreement, such as one for the sale a formal or legally binding agreement, such as one for the sale of of 

something or for the provision of a discrete servicesomething or for the provision of a discrete service



Elements of Elements of 
Budgeting: RevenueBudgeting: Revenue----GiftsGifts

CashCash
–– ImmediateImmediate
–– PledgedPledged
–– Planned givingPlanned giving

InIn--kindkind
–– “donated services and goods furnished without charge” (Blazek, “donated services and goods furnished without charge” (Blazek, 

1996:258)1996:258)
–– Includes, but not limited to:Includes, but not limited to:

»» SecuritiesSecurities
»» Real estateReal estate
»» Antiques and artAntiques and art
»» Time, talent and leadershipTime, talent and leadership



Elements of Budgeting: Elements of Budgeting: 
Investment IncomeInvestment Income

Investment incomeInvestment income
Includes, but not limited to:Includes, but not limited to:

–– Interest from savings accountsInterest from savings accounts
–– Interest from Certificates of deposit and other timeInterest from Certificates of deposit and other time--based based 

instrumentsinstruments
–– Dividends from investments in stocks and other equitiesDividends from investments in stocks and other equities
–– Profit from rentalsProfit from rentals



Elements of Budgeting: Elements of Budgeting: 
ForFor--Profit IncomeProfit Income

A rapidly expanding arena of “revenue A rapidly expanding arena of “revenue 
enhancement” for NPOsenhancement” for NPOs
Includes, but not limited to:Includes, but not limited to:

–– Commercial activities related to the central mission of the NPOCommercial activities related to the central mission of the NPO
»» A university operating a bookstoreA university operating a bookstore
»» A museum operating a gift shopA museum operating a gift shop

–– Commercial activities not related to the central mission of the Commercial activities not related to the central mission of the 
NPONPO

»» Renting surplus space or facilitiesRenting surplus space or facilities
»» Selling thirdSelling third--party products strictly for the profitparty products strictly for the profit



Revenue Revenue 
ExamplesExamples

Council on Social Work Education, 2002Council on Social Work Education, 2002
Fig. 5.1a Resource Flow for Business LeagueFig. 5.1a Resource Flow for Business League
Fig. 5.1b Resource Flow For Academic InstitutionFig. 5.1b Resource Flow For Academic Institution
Exhibit 4.6 State Association of Nonprofit Exhibit 4.6 State Association of Nonprofit 
Managers: Overall BudgetManagers: Overall Budget
DT1: Underworld SymphonyDT1: Underworld Symphony



Costs/ExpensesCosts/Expenses



Elements of Budgeting: Elements of Budgeting: 
Costs/ExpensesCosts/Expenses

Direct CostsDirect Costs
–– an expense specifically associated with and identifiable by an expense specifically associated with and identifiable by 

program, project or activityprogram, project or activity

Indirect CostsIndirect Costs
–– Costs not readily identifiable with a particular aspect of Costs not readily identifiable with a particular aspect of 

organizational operation organizational operation 
–– Often referred to as Often referred to as overheadoverhead or or administrationadministration



Elements of Elements of 
Budgeting: Direct CostsBudgeting: Direct Costs

Personnel (fullPersonnel (full-- vs. partvs. part--time; employees vs. nontime; employees vs. non--employees)employees)
»» SalariesSalaries
»» BenefitsBenefits

ConsultantsConsultants
Rent and mortgageRent and mortgage
Equipment (include rental, leases, access fees)Equipment (include rental, leases, access fees)
Supplies Supplies 
Travel (local, national, international)Travel (local, national, international)
Patient/Client Care Costs (inpatient vs. outpatient)Patient/Client Care Costs (inpatient vs. outpatient)
Alterations and RenovationsAlterations and Renovations
Other expenses Other expenses 



Budget Examples:Budget Examples:
Expenses/CostsExpenses/Costs

Council on Social Work Education, 2002Council on Social Work Education, 2002
Fig. 5.1a Resource Flow for Business LeagueFig. 5.1a Resource Flow for Business League
Fig. 5.1b Resource Flow For Academic InstitutionFig. 5.1b Resource Flow For Academic Institution
Exhibit 4.6 State Association of Nonprofit Exhibit 4.6 State Association of Nonprofit 
Managers: Overall BudgetManagers: Overall Budget
DT1: Underworld SymphonyDT1: Underworld Symphony



Direct Costs:Direct Costs:
PersonnelPersonnel

Compensation = Compensation = 
[f (Salaries & Wages + Employee Benefits)[f (Salaries & Wages + Employee Benefits)

Salaries: Salaries: 
–– a set sum of money paid at regular intervals to an employee, espa set sum of money paid at regular intervals to an employee, especially ecially 

for professional or clerical workfor professional or clerical work
–– A salary is usually presented as an annual or monthly figure, asA salary is usually presented as an annual or monthly figure, as opposed opposed 

to the wage paid to manual workers, which is usually based on anto the wage paid to manual workers, which is usually based on an hourly hourly 
rate and paid weeklyrate and paid weekly

For salary ranges in the nonprofit sector for 2005 seeFor salary ranges in the nonprofit sector for 2005 see::
http://www.nptimes.com/Feb05/NPT_TopExec2005.pdfhttp://www.nptimes.com/Feb05/NPT_TopExec2005.pdf

Wages:Wages:
–– a sum of money paid to a worker in exchange for services, especia sum of money paid to a worker in exchange for services, especially for ally for 

work performed on an hourly, daily, or weekly basis, or by the pwork performed on an hourly, daily, or weekly basis, or by the pieceiece

http://www.nptimes.com/Feb05/NPT_TopExec2005.pdf


Direct Costs:Direct Costs:
Personnel Personnel (cont’d)(cont’d)

Setting salary levelsSetting salary levels
BenchmarkingBenchmarking

–– Major competitorsMajor competitors
–– Salary guidelines established by trade associations and workers Salary guidelines established by trade associations and workers 

organizationsorganizations
–– Newspaper addsNewspaper adds

National surveys of salaries of NPO staffNational surveys of salaries of NPO staff
–– Exhibit 1.  Exhibit 1.  Nonprofit TimesNonprofit Times Salary Survey, 2005Salary Survey, 2005
–– Exhibit 2.  Public and other NotExhibit 2.  Public and other Not--for Profit Salary Guidelinesfor Profit Salary Guidelines

http://jobstar.org/tools/salary/salhttp://jobstar.org/tools/salary/sal--prof.php#Socialprof.php#Social

Personal negotiations (base + something extra)Personal negotiations (base + something extra)

http://jobstar.org/tools/salary/sal-prof.php#Social


Direct Costs: Direct Costs: 
PersonnelPersonnel——Income TaxesIncome Taxes

Federal income taxFederal income tax
–– 100% employee paid100% employee paid
–– Progressive and depends on:Progressive and depends on:

»» Amount of earningsAmount of earnings
»» Marital statusMarital status
»» Numbers of exemptions and dependents ($3,200 in 2006)Numbers of exemptions and dependents ($3,200 in 2006)

State income taxState income tax
–– 100% employee paid100% employee paid
–– PA Tax rate: 2.8% of gross income earned in the statePA Tax rate: 2.8% of gross income earned in the state
–– Tax sharing for income earned in other statesTax sharing for income earned in other states

City income taxCity income tax
–– 100% employee paid100% employee paid
–– In Philadelphia, different rates for residents and nonIn Philadelphia, different rates for residents and non--residentsresidents

»» 4.54% for residents; 3.96% for non4.54% for residents; 3.96% for non--residentsresidents



Direct Costs:Direct Costs:
PersonnelPersonnel----Other “Taxes”Other “Taxes”

Social Security (FICA)Social Security (FICA)
–– Total Rate in 2006: 12.4% on $94,200Total Rate in 2006: 12.4% on $94,200

»» 5050--50 match between employer (6.2%) and employee (6.2%)50 match between employer (6.2%) and employee (6.2%)
–– Reported on Form WReported on Form W--22

MedicareMedicare
–– 2.9% on all wages2.9% on all wages

»» 5050--50 match between employer (1.45%) and employee (1.45%)50 match between employer (1.45%) and employee (1.45%)

Federal Unemployment Insurance (FUTA)Federal Unemployment Insurance (FUTA)
–– Wage base and rate = 6.2% through 2006 (less credit for contribuWage base and rate = 6.2% through 2006 (less credit for contributions tions 

funds to maximum of 5.4%) on $7,000funds to maximum of 5.4%) on $7,000
–– Reported on Form 940Reported on Form 940

401(k) limit in 2006 = $15,0000401(k) limit in 2006 = $15,0000



Examples of Examples of 
Total TaxesTotal Taxes

Type ofType of
TaxTax

Employer’s ShareEmployer’s Share Employee’s ShareEmployee’s Share TotalTotal

Federal Income TaxFederal Income Tax 00 Progressive, based on Progressive, based on 
earnings, marital status earnings, marital status 
and number of and number of 
dependents/exemptionsdependents/exemptions

Variable.  See tax Variable.  See tax 
tables and calculatorstables and calculators

Social Security: Social Security: 
FICAFICA

6.2%6.2% 6.2%6.2% 12.4%12.4%

Social Security: Social Security: 
MedicareMedicare

1.45%1.45% 1.45%1.45% 2.9%2.9%

Federal Federal 
UnemploymentUnemployment

6.2% on first $7,000 up 6.2% on first $7,000 up 
to $434 maximumto $434 maximum

State IncomeState Income 00 On 100% of gross On 100% of gross 
earnings in the stateearnings in the state

PA = 2.8%PA = 2.8%

Local IncomeLocal Income 00 On 100% of gross On 100% of gross 
earnings in the localityearnings in the locality

PA = 4.54% RPA = 4.54% R
PA = 3.96% NRPA = 3.96% NR



Electronic Resource onElectronic Resource on
Payroll TaxesPayroll Taxes

Electronic resource useful for computing Electronic resource useful for computing 
estimating federal and state taxes on all salaries estimating federal and state taxes on all salaries 
and wages:and wages:

http://www.payrollhttp://www.payroll--taxes.comtaxes.com//

http://www.payroll-taxes.com/


Direct Costs:Direct Costs:
PersonnelPersonnel——BenefitsBenefits

Paid time off Paid time off 
–– HolidaysHolidays
–– VacationsVacations
–– PersonalPersonal
–– FuneralFuneral
–– jury dutyjury duty
–– military leavemilitary leave
–– family leavefamily leave

Unpaid family leaveUnpaid family leave
Disability benefitsDisability benefits

–– Paid sick leavePaid sick leave
–– ShortShort--term disabilityterm disability
–– LongLong--term disabilityterm disability

Survivor benefits:Survivor benefits:
–– Life insuranceLife insurance
–– Accidental death and dismembermentAccidental death and dismemberment
–– Survivor income benefitsSurvivor income benefits
–– Dependent life insuranceDependent life insurance

Health care benefits:Health care benefits:
–– Medical careMedical care
–– Dental careDental care
–– Vision careVision care
–– Outpatient prescription drug coverageOutpatient prescription drug coverage

PrePre--Tax accountsTax accounts
–– Dependent careDependent care
–– Health careHealth care

Discount purchasing plansDiscount purchasing plans

For a detailed discussion of the For a detailed discussion of the 
range of employee benefit range of employee benefit 
programs in the public sector see:programs in the public sector see:

http://www.bls.gov/ncs/ebs/sp/ebbl001http://www.bls.gov/ncs/ebs/sp/ebbl001
8.pdf8.pdf

http://www.bls.gov/ncs/ebs/sp/ebbl0018.pdf
http://www.bls.gov/ncs/ebs/sp/ebbl0018.pdf


Examples of Examples of 
Employee Benefit CostsEmployee Benefit Costs

BenefitBenefit SubSub--BenefitBenefit Cost to EmployerCost to Employer Cost to EmployeeCost to Employee

VacationVacation Varies based on tenure in positionVaries based on tenure in position 00

HolidayHoliday Usually fixed number of daysUsually fixed number of days 00

Sick LeaveSick Leave Varies based on tenure in positionVaries based on tenure in position 00

Personal LeavePersonal Leave Varies based on tenure in positionVaries based on tenure in position 00

PrescriptionPrescription CoCo--pay; most employers cover employee pay; most employers cover employee 
onlyonly

Employee picks up cost of Employee picks up cost of 
dependentsdependents

Life InsuranceLife Insurance CoCo--pay; most employers cover employee pay; most employers cover employee 
onlyonly

variablevariable

Disability Insurance: Disability Insurance: 
Short TermShort Term

CoCo--pay via FICA and Medicarepay via FICA and Medicare CoCo--paypay

Survivors Survivors 
BenefitsBenefits

Paid Days Paid Days 
OffOff

HealthHealth CoCo--pay; most employers cover employee pay; most employers cover employee 
onlyonly

Employee picks up cost of Employee picks up cost of 
dependentsdependents

DentalDental CoCo--pay; most employers cover employee pay; most employers cover employee 
onlyonly

Employee picks up cost of Employee picks up cost of 
dependentsdependents

VisionVision Usually, service onlyUsually, service only Employee often picks up total Employee often picks up total 
cost cost 

Disability Insurance: Disability Insurance: 
Long TermLong Term

Service onlyService only Employee paysEmployee pays

InsurancesInsurances



Employee Benefits Employee Benefits 
(cont’d)(cont’d)

Most large employers permit employees to choose between a Most large employers permit employees to choose between a 
“basket” of benefit programs/packages“basket” of benefit programs/packages
Allows for a “better fit” given the different needs of differentAllows for a “better fit” given the different needs of different
individuals and familiesindividuals and families
Examples of flexibility in EB provision:Examples of flexibility in EB provision:

–– Public SectorPublic Sector
»» Table 1. National survey of EB programs, state and local Table 1. National survey of EB programs, state and local 

governmentgovernment
–– Private SectorPrivate Sector

»» Penn Choice Penn Choice brochurebrochure

University of Pennsylvania historical and current employee University of Pennsylvania historical and current employee 
benefit, indirect cost, and other negotiated rates:benefit, indirect cost, and other negotiated rates:

http://www.upenn.edu/researchservices/history.htmhttp://www.upenn.edu/researchservices/history.htm

http://www.upenn.edu/researchservices/history.htm


Examples ofExamples of
Budgeted Employee CostsBudgeted Employee Costs

State Association of Nonprofit ManagersState Association of Nonprofit Managers
–– Exhibit 4.10 Personnel BudgetExhibit 4.10 Personnel Budget

Underworld SymphonyUnderworld Symphony
–– DT3: Distribution of Fees/Salaries by ProgramDT3: Distribution of Fees/Salaries by Program



Other Reductions to Other Reductions to 
Personnel IncomePersonnel Income

Union duesUnion dues
Retirement plan contributionsRetirement plan contributions
Health insuranceHealth insurance
Court ordered garnishment (e.g., child support)Court ordered garnishment (e.g., child support)



Indirect CostsIndirect Costs

Quite complex…but real and must be paid forQuite complex…but real and must be paid for
Often cannot bill for such expenses directly and, Often cannot bill for such expenses directly and, 
therefore, must include in some other “cost therefore, must include in some other “cost 
recovery” rate (almost always a percentage of recovery” rate (almost always a percentage of 
direct costs)direct costs)
To fullest extent possible, seek to allocate To fullest extent possible, seek to allocate 
appropriate share of indirect costs to direct cost appropriate share of indirect costs to direct cost 
centerscenters



Examples ofExamples of
Indirect CostsIndirect Costs

Include but are not limited to:Include but are not limited to:
The cost of administration The cost of administration 
NonNon--project/departmentproject/department--specific facilitiesspecific facilities
InsuranceInsurance
Legal and other professional feesLegal and other professional fees
Building and grounds maintenanceBuilding and grounds maintenance
Staff training and developmentStaff training and development
FundraisingFundraising
Library developmentLibrary development
InterInter--agency planning and similar types of activities with agency planning and similar types of activities with 
partners, collaterals, etc.partners, collaterals, etc.



Electronic Resources ForElectronic Resources For
Determining CostsDetermining Costs

Indications of allowable indirect costs for federally Indications of allowable indirect costs for federally 
supported grants to educational institutions can be supported grants to educational institutions can be 
found in OMB Circular Afound in OMB Circular A--2121

For a listing of all OMB CircularsFor a listing of all OMB Circulars
http://www.whitehouse.gov/omb/circulars/index.htmlhttp://www.whitehouse.gov/omb/circulars/index.html

See Society of Research Administrators (SRA See Society of Research Administrators (SRA 
International) for more resources related to publicInternational) for more resources related to public--
sector funding:sector funding:

http://http://www.srainternational.org/newweb/default.cfmwww.srainternational.org/newweb/default.cfm

http://www.whitehouse.gov/omb/circulars/index.html
http://www.srainternational.org/newweb/default.cfm


Elements of Elements of 
Budgeting: Net BudgetBudgeting: Net Budget

Net Budget = [ f (revenues Net Budget = [ f (revenues –– expenses) ]expenses) ]
Examples of Net Budget:Examples of Net Budget:

–– Council on Social Work Education, 2002Council on Social Work Education, 2002
–– Underworld Symphony: DT1Underworld Symphony: DT1
–– State Association of Nonprofit Managers: Exhibit 4.6State Association of Nonprofit Managers: Exhibit 4.6

++++++++++++++++++++++++++++

University of Pennsylvania Finance Office University of Pennsylvania Finance Office 
(including V(including V--P Finance, Comptroller, Treasurer, P Finance, Comptroller, Treasurer, 

http://http://www.upenn.edu/services/finance.phpwww.upenn.edu/services/finance.php

http://www.upenn.edu/services/finance.php


Types ofTypes of
BudgetsBudgets



Types of Types of 
BudgetsBudgets

The Operating BudgetThe Operating Budget
–– Also referred to as the “income statement” or “balance sheet” Also referred to as the “income statement” or “balance sheet” 

budgetbudget

The Capital BudgetThe Capital Budget
–– Reflect expenses in tangible and other “real” assets that extendReflect expenses in tangible and other “real” assets that extend

beyond the current operating yearbeyond the current operating year

The Cash BudgetThe Cash Budget
–– Also referred to as “the cash flow” budgetAlso referred to as “the cash flow” budget



The The 
Operating BudgetOperating Budget

The The operating budgetoperating budget refers to the organization’s plan for refers to the organization’s plan for 
revenuesrevenues andand expensesexpenses related to current period operating related to current period operating 
activityactivity
Current period operating activityCurrent period operating activity consists of revenues for consists of revenues for 
services delivered and expenses for services consumed in the services delivered and expenses for services consumed in the 
time period covered by the budgettime period covered by the budget
Operating expenses may include both Operating expenses may include both cash cash andand nonnon--cashcash
itemsitems

–– Once an organization issues a bill for services to be rendered iOnce an organization issues a bill for services to be rendered in the n the 
current period, it counts as current period revenue whether paymcurrent period, it counts as current period revenue whether payment is ent is 
received in the period or notreceived in the period or not

–– The difference between what is billed and what is expected to beThe difference between what is billed and what is expected to be
collected is recorded as “write offs” of “bad debts”collected is recorded as “write offs” of “bad debts”



The The 
Operating Budget Operating Budget (cont’d)(cont’d)

Most budgets included bothMost budgets included both projectedprojected andand actual actual performance performance 
in terms of revenues and expensesin terms of revenues and expenses
Operating budgets can be structured in different ways:Operating budgets can be structured in different ways:

–– Type of expenseType of expense or activity (e.g., rent, advertising, telephone)or activity (e.g., rent, advertising, telephone)
–– Degree of specificityDegree of specificity (e.g., many object codes with a comprehensive (e.g., many object codes with a comprehensive 

Chart of AccountsChart of Accounts to track both revenues and expenses in relation to to track both revenues and expenses in relation to 
these object codesthese object codes

Operating budgets can subdivided in other ways as well:Operating budgets can subdivided in other ways as well:
–– ProgramProgram (division, department or activity focused)(division, department or activity focused)
–– OrganizationOrganization (responsibility(responsibility--centered)centered)
–– Fund typeFund type (from a given source or for a given purpose)(from a given source or for a given purpose)

Smaller organizations prefer more simple coding approaches Smaller organizations prefer more simple coding approaches 
to tracking revenues and expendituresto tracking revenues and expenditures



Examples of Examples of 
Operating BudgetsOperating Budgets

Underworld SymphonyUnderworld Symphony
–– DT1: Summary of operating resultsDT1: Summary of operating results
–– DT2: Operating results by program DT2: Operating results by program 

State Association of Nonprofit Managers:State Association of Nonprofit Managers:
–– Exhibit 4.6 Overall BudgetExhibit 4.6 Overall Budget
–– Exhibit 4.7 Functional Revenues and Expense BudgetExhibit 4.7 Functional Revenues and Expense Budget
–– Exhibit 4.11 Program Cost AnalysisExhibit 4.11 Program Cost Analysis



TheThe
Capital BudgetCapital Budget

Among other Among other real assetsreal assets, , 
capital budgets include:capital budgets include:

–– LandLand
–– BuildingsBuildings
–– Improvements to buildingsImprovements to buildings
–– Furniture and FixturesFurniture and Fixtures
–– ComputersComputers
–– Major computer softwareMajor computer software
–– EquipmentEquipment
–– Works of artWorks of art
–– Musical instrumentsMusical instruments
–– Stage sets and costumesStage sets and costumes
–– BooksBooks
–– VehiclesVehicles

The capital budget is an The capital budget is an 
organization’s planned organization’s planned 
funding and expenses funding and expenses 
related to the acquisition related to the acquisition 
and disposal of assets from and disposal of assets from 
which it expects to receive which it expects to receive 
benefits for a period benefits for a period 
greater than one yeargreater than one year



TheThe
Capital Budget Capital Budget (cont’d)(cont’d)

Capital projectsCapital projects are the projects the organization are the projects the organization 
undertakes to acquire these items, through undertakes to acquire these items, through 
purchase, construction or other meanspurchase, construction or other means
Capital projects differ from operating expenses in Capital projects differ from operating expenses in 
that they involve both expenditures that they involve both expenditures andand a source of a source of 
fundsfunds

–– Borrowing or bond financingBorrowing or bond financing
–– GiftsGifts
–– GrantsGrants

The focus in capital budgeting is on reviewing and The focus in capital budgeting is on reviewing and 
approving major projectsapproving major projects



Example of Example of 
Capital BudgetingCapital Budgeting

ProjectProject
ComCom--

pletionpletion
TargetTarget

FY2000FY2000
BudgetBudget

Proposed Proposed 
FY2001 FY2001 
BudgetBudget

Previous Previous 
SpendingSpending

Remaining Remaining 
CostCost

Total Total 
BudgetBudget

CONTINUING PROJECTSCONTINUING PROJECTS

Fiber optics Fiber optics 
installationinstallation

20032003 $500,000$500,000 $500,000$500,000 $445,000$445,000 $1,055,000$1,055,000 $2,500,000$2,500,000

Library Library 
AdditionAddition

20022002 $850,000$850,000 $1,000,000$1,000,000 $225,000$225,000 $225,000$225,000 $2,300,000$2,300,000

Admin Building Admin Building 
RenovationRenovation

20012001 $600,000$600,000 $25,000$25,000 $275,000$275,000 00 $900,000$900,000

NEW PROJECTSNEW PROJECTS
New DormNew Dorm 20032003 00 $120,000$120,000 00 $2,880,000$2,880,000 $3,000,000$3,000,000

Resurface Resurface 
Football fieldFootball field

20012001 00 $600,000$600,000 00 00 $600,000$600,000

Biology Lab Biology Lab 
RenovationRenovation

20012001 00 $800,000$800,000 00 00 $800,000$800,000

TOTAL TOTAL 
PROPOSED 2001 PROPOSED 2001 
CAP BUDCAP BUD

$3,045,000$3,045,000



Depreciation & TheDepreciation & The
Capital Budget Capital Budget (cont’d)(cont’d)

Capital assets Capital assets over timeover time are consumed and, therefore, are consumed and, therefore, 
represent real expenses to organizationsrepresent real expenses to organizations
The cost of these expenses are reflected in The cost of these expenses are reflected in depreciationdepreciation

–– expenses charged against operating results that presents the valexpenses charged against operating results that presents the value of ue of 
that portion of an asset’s useful life estimated to be expended that portion of an asset’s useful life estimated to be expended during the during the 
accounting periodaccounting period

Depreciation entries are based on a schedule developed at the Depreciation entries are based on a schedule developed at the 
time an asset is acquired that estimates the asset’s annual time an asset is acquired that estimates the asset’s annual 
decrease in valuedecrease in value

–– Standardized depreciation schedules for most items have been Standardized depreciation schedules for most items have been 
developed by the IRS and are contained in the instructions for developed by the IRS and are contained in the instructions for 
completing completing Form 990Form 990

Examples:Examples:
–– Exhibit 4.6 of the State Association of Nonprofit ManagersExhibit 4.6 of the State Association of Nonprofit Managers
–– Filed tax return of a local NPOFiled tax return of a local NPO

http://nccs.urban.org/990/http://nccs.urban.org/990/

http://nccs.urban.org/990/


Example of Depreciation: Example of Depreciation: 
Good Neighbors, 2001Good Neighbors, 2001

ItemItem
Original Original 

CostCost
Date Date 

AcquiredAcquired
Useful Life Useful Life 

(years)(years)
Annual Annual 

DepreciationDepreciation
Cumulative Cumulative 

DepreciationDepreciation
Net ValueNet Value

Central Office Central Office 
BuildingBuilding

$2,500,000$2,500,000 19871987 5050 $50,000$50,000 $750,000$750,000 $ 1,750,000$ 1,750,000

VehicleVehicle $ 18,000$ 18,000 19941994 55 00 $ 18,000$ 18,000 00

Personal Personal 
computerscomputers

$ 15,000$ 15,000 20002000 33 $ 5,000$ 5,000 $ 10,000$ 10,000 $ 5,000$ 5,000

DesksDesks $ 3,000$ 3,000 19951995 1010 $ 300$ 300 $ 2,100$ 2,100 $ 900$ 900

PrinterPrinter $ 980$ 980 20002000 55 $ 196$ 196 $ 392$ 392 $ 588$ 588

Fax machineFax machine $ 500$ 500 19991999 55 $ 100$ 100 $ 300$ 300 $ 200 $ 200 
TOTALTOTAL $ 2,537,480$ 2,537,480 $ 55,596$ 55,596 $ 780,792$ 780,792 $ 1,756,688$ 1,756,688



The The 
Cash BudgetCash Budget

The cash budget is an organization’s The cash budget is an organization’s planned cash planned cash 
receipts and disbursementsreceipts and disbursements for a particular period for a particular period 
of time, i.e., of time, i.e., cash flowcash flow



The The 
Cash Budget Cash Budget (cont’d)(cont’d)

The cash budget is constructed by starting with the change in The cash budget is constructed by starting with the change in 
net assets for the operating yearnet assets for the operating year
This figure is adjusted in three ways:This figure is adjusted in three ways:

–– NonNon--cash operating activity is backed outcash operating activity is backed out
»» Backed out activities include reserve expenses, depreciation, noBacked out activities include reserve expenses, depreciation, nonn--

cash contributions and payments in kind, and changes in cash contributions and payments in kind, and changes in 
receivablesreceivables

–– Cash flows from investing activities are documentedCash flows from investing activities are documented
»» These activities include adjustments for purchases and proceeds These activities include adjustments for purchases and proceeds 

from sales any asset, such as investments, property or equipmentfrom sales any asset, such as investments, property or equipment
–– Cash flows from financing activities are recordedCash flows from financing activities are recorded

»» These items include restricted funds for investment, proceeds frThese items include restricted funds for investment, proceeds from om 
loans and bonds, and payments of principal on debtloans and bonds, and payments of principal on debt



Examples ofExamples of
The Cash BudgetThe Cash Budget

State Association of Nonprofit ManagersState Association of Nonprofit Managers
–– Exhibit 5.3a Cash Flow, Version 1Exhibit 5.3a Cash Flow, Version 1
–– Exhibit 5.3b Cash Flow, Version 2Exhibit 5.3b Cash Flow, Version 2
–– Exhibit 5.3c Charted Cash Flow, Exhibit 5.3c Charted Cash Flow, VerVer 1 & 21 & 2

Underworld SymphonyUnderworld Symphony
–– DT4: Monthly cash flowDT4: Monthly cash flow
–– DT5: 4DT5: 4--year summary of financial datayear summary of financial data
–– DT6: 4DT6: 4--year summary of ticket sales by programyear summary of ticket sales by program
–– DT10: analysis of 4DT10: analysis of 4--year trends year trends 



The The 
Cash Budget Cash Budget (cont’d)(cont’d)

To their detriment, the cash flow budget is the To their detriment, the cash flow budget is the 
budget most likely to be ignored by smaller budget most likely to be ignored by smaller 
organizationsorganizations
In a small organization, the development of a cash In a small organization, the development of a cash 
flow budget can be fairly easy; more difficult in flow budget can be fairly easy; more difficult in 
larger organizations with many funding streamslarger organizations with many funding streams
For both types of organizations, cash budgeting For both types of organizations, cash budgeting 
allows for more strategic interventions to adjust allows for more strategic interventions to adjust 
budget to reflect changing fiscal circumstancesbudget to reflect changing fiscal circumstances



Other Budget Other Budget 
Types and FormatsTypes and Formats

Budget types vary byBudget types vary by::
Degree of Centralization: Degree of Centralization: 
oo Centralized vs.  Participatory BudgetsCentralized vs.  Participatory Budgets

Emphasis on Redistribution of Resources:Emphasis on Redistribution of Resources:
oo Incremental vs. Redistributive BudgetsIncremental vs. Redistributive Budgets

Institutional Focus: Institutional Focus: 
oo Institutional vs. CenterInstitutional vs. Center--Based BudgetsBased Budgets

Time period covered: Time period covered: 
oo Single vs. MultiSingle vs. Multi--Year BudgetsYear Budgets



The BudgetThe Budget
CycleCycle

1.1. Budget DevelopmentBudget Development
2.2. Budget Monitoring, Tracking, and Budget Monitoring, Tracking, and 

Adjustments Adjustments 
3.3. Analysis of Final ResultsAnalysis of Final Results



The Four Steps of The Four Steps of 
Budget DevelopmentBudget Development

Step 1: Committee Budget PlanningStep 1: Committee Budget Planning
Step 2: Staff Budget PlanningStep 2: Staff Budget Planning
Step 3: Reviewing & Approving Departmental Step 3: Reviewing & Approving Departmental 
BudgetsBudgets
Step 4: Loading Budgets Into The Accounting Step 4: Loading Budgets Into The Accounting 
SystemSystem



Budget Development: Budget Development: 
Step 1Step 1

Committee Budget PlanningCommittee Budget Planning
Analyze most recent fiscal yearAnalyze most recent fiscal year

–– Where did the organization make or lose money?Where did the organization make or lose money?
–– What were the sources of the variances?What were the sources of the variances?

Analyze multiple yearsAnalyze multiple years
–– Identify factors contributing to longIdentify factors contributing to long--term trendsterm trends
–– Identify especially volatile factors (e.g., 9/11, unemployment)Identify especially volatile factors (e.g., 9/11, unemployment)

Review past fiscal strategyReview past fiscal strategy
Review general parametersReview general parameters

–– Inflationary trendsInflationary trends
–– Loss of major Loss of major funder(sfunder(s))



Cash Flow Analysis & Cash Flow Analysis & 
Budget PerformanceBudget Performance

Underworld SymphonyUnderworld Symphony
–– DT5: 4DT5: 4--year summary of financial datayear summary of financial data
–– DT6: 4DT6: 4--year summary of ticket sales by programyear summary of ticket sales by program
–– DT10: analysis of 4DT10: analysis of 4--year trends year trends 



Budget Development: Budget Development: 
Step 2Step 2

Staff Budget PlanningStaff Budget Planning
Identify the budget base, i.e., the starting point for Identify the budget base, i.e., the starting point for 
the department budgetthe department budget
Identify budget instructions and guidelines, i.e., Identify budget instructions and guidelines, i.e., 
salary increases limited to a total of 3%salary increases limited to a total of 3%
Focus on the Personnel BudgetFocus on the Personnel Budget

–– always requires special handlingalways requires special handling
–– May account for as much as 80% of total budgetMay account for as much as 80% of total budget

Prepare the final department budget proposalsPrepare the final department budget proposals
Reviewing and approving departmental budgetsReviewing and approving departmental budgets



Sample Sample 
Budget PagesBudget Pages

DHHSDHHS--Public Health ServicePublic Health Service
–– Detailed budget for initial budget periodDetailed budget for initial budget period
–– Budget for entire proposed project periodBudget for entire proposed project period
–– Budget justificationBudget justification

American Cancer Society American Cancer Society 
–– Proposed budgetProposed budget
–– Budget justificationBudget justification



Budget Development: Budget Development: 
Step 3Step 3

Reviewing and Approving Departmental BudgetsReviewing and Approving Departmental Budgets
Basically, an action taken by organization’s Basically, an action taken by organization’s 
Board of Directors or its relevant public oversight Board of Directors or its relevant public oversight 
bodybody



Budget Development: Budget Development: 
Step 4Step 4

Loading budgets into the Accounting SystemLoading budgets into the Accounting System
Today, almost always electronicToday, almost always electronic
Must communicate clearly with existing systemMust communicate clearly with existing system
Must allow for comparison between past, present Must allow for comparison between past, present 
and future budget performanceand future budget performance



The 12The 12--StepStep
Budget Development Budget Development 

ProcessProcess



The 12The 12--StepStep
Budget Development ProcessBudget Development Process

List all the accounts used in the organizationList all the accounts used in the organization
–– See Chart of AccountsSee Chart of Accounts

Classify these accounts as either “restricted” or Classify these accounts as either “restricted” or 
unrestricted”unrestricted”
–– RestrictedRestricted: resources (including gifts) received : resources (including gifts) received withwith

explicit stipulation by the donor on their useexplicit stipulation by the donor on their use
–– UnrestrictedUnrestricted: resources (including gifts) received : resources (including gifts) received without without 

explicit stipulation by the donor or “circumstances explicit stipulation by the donor or “circumstances 
surrounding the receipt of the contribution that make surrounding the receipt of the contribution that make 
clear the donor’s implicit restriction on useclear the donor’s implicit restriction on use



The 12The 12--StepStep
Budget Process Budget Process (cont’d)(cont’d)

Distinguish between the types of information Distinguish between the types of information 
needed to be kept or archived, and the types of needed to be kept or archived, and the types of 
information needed for updatesinformation needed for updates
For information that needs to be archived, For information that needs to be archived, 
distinguish and label the location and methods of distinguish and label the location and methods of 
storage of such information:storage of such information:

–– Identify who is responsible for the updatingIdentify who is responsible for the updating
–– How frequently the updating should occurHow frequently the updating should occur
–– How a user knows whether he/she is using update or outdated How a user knows whether he/she is using update or outdated 

informationinformation
–– If the updating is in monetary terms, whether there is a need foIf the updating is in monetary terms, whether there is a need for r 

factor in considerations such as inflationfactor in considerations such as inflation



The 12The 12--StepStep
Budget Process Budget Process (cont’d)(cont’d)

Must make a distinction among the types of assets Must make a distinction among the types of assets 
(e.g., interest, dividends, and rental monies) (e.g., interest, dividends, and rental monies) 
inasmuch as the use of some of these assets may be inasmuch as the use of some of these assets may be 
restricted and others may notrestricted and others may not
Determine whether transfer of funds is permissible Determine whether transfer of funds is permissible 
from a capital budget to an operating budgetfrom a capital budget to an operating budget



The 12The 12--StepStep
Budget Process Budget Process (cont’d)(cont’d)

Determine who must/should be involved in the Determine who must/should be involved in the 
budget development processbudget development process——a critical step to a critical step to 
ensure ownership of the often difficult ensure ownership of the often difficult 
decisions/choices necessitated by resource scarcitydecisions/choices necessitated by resource scarcity

–– Resource allocation affects work, positions, status and Resource allocation affects work, positions, status and 
distribution of tangible and intangible resourcesdistribution of tangible and intangible resources

–– It also affects staff relations, staffIt also affects staff relations, staff--client matching, staff client matching, staff 
development, unit growth, job security and growthdevelopment, unit growth, job security and growth

–– It makes a real difference in whether an agency can retain its It makes a real difference in whether an agency can retain its 
most productive membersmost productive members

–– It is always a mistake to totally exclude staff from fiscal mattIt is always a mistake to totally exclude staff from fiscal matters ers 
that impact so directly on their work and moralethat impact so directly on their work and morale



The 12The 12--StepStep
Budget Process Budget Process (cont’d)(cont’d)

Distinguish the type of costs (fixed/variable; Distinguish the type of costs (fixed/variable; 
common/joint) common/joint) 

–– Important to separate out the various costs and, then,Important to separate out the various costs and, then,
–– To assign differential costs to each service unit, including thoTo assign differential costs to each service unit, including those se 

associated with central administrationassociated with central administration

Determine the method of assigning costs to the Determine the method of assigning costs to the 
programs, especially if these programs hare similar programs, especially if these programs hare similar 
overhead costsoverhead costs
Compute joint costs to be absorbed by the Compute joint costs to be absorbed by the 
program.  Together with fixed and variable costs, program.  Together with fixed and variable costs, 
the total costs can be computedthe total costs can be computed



The 12The 12--StepStep
Budget Process Budget Process (cont’d)(cont’d)

Determine the unit of servicesDetermine the unit of services
–– Not an easy task inasmuch as most agencies have at least 3 Not an easy task inasmuch as most agencies have at least 3 

categories of beneficiaries of agency activitycategories of beneficiaries of agency activity
»» Number of services providedNumber of services provided
»» Headcount of clients servedHeadcount of clients served
»» beneficiariesbeneficiaries

Compute unit costsCompute unit costs
Determine who should receive such information Determine who should receive such information 
and how the information should be usedand how the information should be used



Asset Asset 
ManagementManagement

Optimizing existing or current resourcesOptimizing existing or current resources
Generating new resourcesGenerating new resources
Monitoring cash flowMonitoring cash flow
Controlling costsControlling costs
Managing cash flow imbalancesManaging cash flow imbalances
Adjusting expenditures (including budget cuts)Adjusting expenditures (including budget cuts)



Optimizing  Optimizing  
ResourcesResources

The first task of every manager is to optimize The first task of every manager is to optimize 
existing resourcesexisting resources
The guiding criteria are:The guiding criteria are:

–– EffectivenessEffectiveness
–– EfficiencyEfficiency

Don’t have to be “mean and lean” but you do need Don’t have to be “mean and lean” but you do need 
to be efficientto be efficient



The Optimization The Optimization 
DecisionDecision--TreeTree

OUTCOME/BENEFITOUTCOME/BENEFIT
COSTCOST HighHigh ModerateModerate LowLow

HighHigh Depends on Depends on 
resource base of resource base of 

consumersconsumers——PENN PENN 
vs. Penn Statevs. Penn State

?? AVOIDAVOID

ModerateModerate
INVESTINVEST INVESTINVEST AVOIDAVOID

LowLow
INVESTINVEST INVESTINVEST AVOIDAVOID



Generating Generating 
New ResourcesNew Resources

Mangers of NPOs are true “Robin Hood’s,” i.e., people who Mangers of NPOs are true “Robin Hood’s,” i.e., people who 
seek to redistribute resources from the moreseek to redistribute resources from the more--wellwell--off to the off to the 
lessless--wellwell--offoff
From 20%From 20%--30% of the time of NPO managers is spent in 30% of the time of NPO managers is spent in 
resource developmentresource development

–– Seeking charitable gifts and other contributionsSeeking charitable gifts and other contributions
–– GrantsGrants
–– ContractsContracts

Commercial ventures increasingly are part of the resource Commercial ventures increasingly are part of the resource 
development mix engaged in by NPOsdevelopment mix engaged in by NPOs

–– Running forRunning for--profit enterprisesprofit enterprises
–– Sharing in profits made by independent forSharing in profits made by independent for--profit entities associated profit entities associated 

with the NPO with the NPO 



Examples of “Revenue Examples of “Revenue 
Enhancement” BudgetsEnhancement” Budgets

Underworld SymphonyUnderworld Symphony
–– DT7: 4DT7: 4--year summary of individual contributions by categoryyear summary of individual contributions by category
–– DT8: 4DT8: 4--year summary of membership revenue by categoryyear summary of membership revenue by category
–– DT9: 4DT9: 4--year membership costsyear membership costs



New Funding SourcesNew Funding Sources

Fundraising GuidesFundraising Guides
http://caster.ssw.upenn.edu/~restes/praxis/funds.htmlhttp://caster.ssw.upenn.edu/~restes/praxis/funds.html

Public Support SourcesPublic Support Sources
http://caster.ssw.upenn.edu/~restes/praxis/publsupp.htmlhttp://caster.ssw.upenn.edu/~restes/praxis/publsupp.html

Private Support SourcesPrivate Support Sources
http://caster.ssw.upenn.edu/~restes/praxis/privsupp.htmlhttp://caster.ssw.upenn.edu/~restes/praxis/privsupp.html

http://caster.ssw.upenn.edu/~restes/praxis/funds.html
http://caster.ssw.upenn.edu/~restes/praxis/publsupp.html
http://caster.ssw.upenn.edu/~restes/praxis/privsupp.html


Monitoring Monitoring 
Cash Flow Cash Flow 

A complex activity that require careful attention to lots of A complex activity that require careful attention to lots of 
details details simultaneouslysimultaneously

–– Almost no organization has a fixed, totally predictable, revenueAlmost no organization has a fixed, totally predictable, revenue base, base, 
i.e., one in which the money keeps flowing in predetermined incri.e., one in which the money keeps flowing in predetermined incrementsements

–– Cash flow can be highly variableCash flow can be highly variable

Need onNeed on--going, timely review of fiscal performancegoing, timely review of fiscal performance
–– Timing / frequency of reviews will be determined by:Timing / frequency of reviews will be determined by:

»» Requirements set by external bodiesRequirements set by external bodies
»» Sufficient new information to warrant need for a review Sufficient new information to warrant need for a review 

(surpluses/deficits)(surpluses/deficits)
»» Major events and transactions occur (windfall, market failures)Major events and transactions occur (windfall, market failures)

Requires willingness to act on what is learned from the Requires willingness to act on what is learned from the 
reviews as wellreviews as well



Cash Flow Analysis & Cash Flow Analysis & 
Budget PerformanceBudget Performance

State Association of Nonprofit ManagersState Association of Nonprofit Managers
–– Exhibit 5.3a Cash Flow, Version 1Exhibit 5.3a Cash Flow, Version 1
–– Exhibit 5.3b Cash Flow, Version 2Exhibit 5.3b Cash Flow, Version 2
–– Exhibit 5.3c Charted Cash Flow, Versions 1 & 2Exhibit 5.3c Charted Cash Flow, Versions 1 & 2

Underworld SymphonyUnderworld Symphony
–– DT4: Monthly cash flowDT4: Monthly cash flow
–– DT5: 4DT5: 4--year summary of financial datayear summary of financial data
–– DT6: 4DT6: 4--year summary of ticket sales by programyear summary of ticket sales by program
–– DT10: analysis of 4DT10: analysis of 4--year trends year trends 



Controlling Controlling 
CostsCosts

““control” is the process through which the control” is the process through which the 
management of an organization makes reasonable management of an organization makes reasonable 
assurance that:assurance that:

–– resources are used effectively and efficiently to further the resources are used effectively and efficiently to further the 
organization’s missions and plansorganization’s missions and plans

–– Financial reporting is reliableFinancial reporting is reliable
–– Organizational policies and relevant laws and regulations are Organizational policies and relevant laws and regulations are 

followedfollowed

Control over financial resources is one of the most Control over financial resources is one of the most 
critical tasks facing managementcritical tasks facing management



Controlling Costs:Controlling Costs:
Traditional ApproachesTraditional Approaches

Traditional cost control approaches are generally Traditional cost control approaches are generally 
highly prescriptive, i.e., telling people in the highly prescriptive, i.e., telling people in the 
beginning of the year how much they can spend beginning of the year how much they can spend 
and on what types of expensesand on what types of expenses
Traditional approaches tend to be detailed and Traditional approaches tend to be detailed and 
strictstrict
Traditional approaches also can promote Traditional approaches also can promote 
unnecessary rigidity, especially in high turbulent unnecessary rigidity, especially in high turbulent 
environmentsenvironments



Controlling Costs:Controlling Costs:
HR ApproachesHR Approaches

Build budget responsibility into Build budget responsibility into human resource development human resource development 
cyclecycle, i.e., greater participation and involvement on the part , i.e., greater participation and involvement on the part 
of those that have to translate resources into actionof those that have to translate resources into action
Can slow down the process and certainly the center will feel Can slow down the process and certainly the center will feel 
some measure of loss of controlsome measure of loss of control
But those closest to the field may well have a better sense of But those closest to the field may well have a better sense of 
what resource priorities are the most appropriate in a rapidly what resource priorities are the most appropriate in a rapidly 
shift service and resource baseshift service and resource base
Obviously, need partnership between fiscal, administrative Obviously, need partnership between fiscal, administrative 
and other specialists to make budgets and, control over and other specialists to make budgets and, control over 
expenditures (and resource generation), realexpenditures (and resource generation), real
Can develop incentive systems based on budget performanceCan develop incentive systems based on budget performance



Managing Cash FlowManaging Cash Flow
ImbalancesImbalances

Cash flow imbalances are of two types:Cash flow imbalances are of two types:
–– DeficitDeficit: the amount by which expenditures exceed income or : the amount by which expenditures exceed income or 

budgetbudget
–– SurplusSurplus: an amount of money remaining after all liabilities have : an amount of money remaining after all liabilities have 

been metbeen met

Also must distinguish between Also must distinguish between absolute absolute 
surpluses/deficits and surpluses/deficits surpluses/deficits and surpluses/deficits against against 
planplan



Budget Cuts:Budget Cuts:
General ApproachesGeneral Approaches

1.1. Make cuts or increase revenues within the current Make cuts or increase revenues within the current 
year, i.e., year, i.e., revenue enhancementrevenue enhancement

2.2. Return surplus funds to cover balances in other Return surplus funds to cover balances in other 
areas, i.e., areas, i.e., redistributionredistribution

3.3. Cover deficits through transfers between funds, Cover deficits through transfers between funds, 
i.e., i.e., borrowing borrowing or or actual consumption from past actual consumption from past 
savingssavings

4.4. Rollover deficits and surpluses into fund balances Rollover deficits and surpluses into fund balances 
to be addressed in future periods, i.e., to be addressed in future periods, i.e., 
postponementpostponement



Types of Types of 
Budget CutsBudget Cuts

AcrossAcross--thethe--board cutsboard cuts
–– East to administerEast to administer
–– Often the most ineffectualOften the most ineffectual——everyone suffers more or less everyone suffers more or less 

equallyequally

Targeted cutsTargeted cuts
–– Difficult to implement and often painfulDifficult to implement and often painful
–– Need to be careful not to cut prematurely (investments take timeNeed to be careful not to cut prematurely (investments take time

to mature)to mature)

Process or technology driven cutsProcess or technology driven cuts
–– Introduce innovations in process or technologyIntroduce innovations in process or technology
–– Working smarter, not harder (computerized vs. paper records)Working smarter, not harder (computerized vs. paper records)
–– Requires a longerRequires a longer--term perspective to begin to see resultsterm perspective to begin to see results



Prudent Prudent 
InvestmentInvestment
PlanningPlanning



Prudent Prudent 
InvestingInvesting

An essential activity once an organization acquires An essential activity once an organization acquires 
resources beyond its operating expenses for a given resources beyond its operating expenses for a given 
yearyear

The goals with investing are threeThe goals with investing are three--fold:fold:
Protect the principalProtect the principal
Grow the principalGrow the principal
In general, spend only a share of the In general, spend only a share of the 
earnings…while continuing to grow the principalearnings…while continuing to grow the principal



Risks vs.Risks vs.
ReturnsReturns

In the end it’s all about riskIn the end it’s all about risk
That is, balancing the promise (expectation) of That is, balancing the promise (expectation) of 
solid returns against the risks involvedsolid returns against the risks involved
Losses always are possibleLosses always are possible



Investment Strategy:Investment Strategy:
General ApproachesGeneral Approaches

Fixed money valueFixed money value
–– Interest bearing checking accountsInterest bearing checking accounts
–– Money market accountMoney market account
–– Certificates of depositCertificates of deposit
–– Treasury billsTreasury bills
–– Series EE BondsSeries EE Bonds
–– Fixed annuitiesFixed annuities

Variable money valueVariable money value
–– Treasury notes and bondsTreasury notes and bonds
–– Mortgage backed bondsMortgage backed bonds
–– Corporate bondsCorporate bonds
–– Municipal bondsMunicipal bonds
–– Annuities or universal life insurance policiesAnnuities or universal life insurance policies



Investment Strategy:Investment Strategy:
General Approaches General Approaches (cont’d)(cont’d)

Equity investmentsEquity investments
–– Common stockCommon stock
–– Preferred stockPreferred stock
–– Convertible bondsConvertible bonds

Real estateReal estate
–– Commercial real estate (office, store, hotel, or factory buildinCommercial real estate (office, store, hotel, or factory building)g)
–– Residential real estate (single person or multiResidential real estate (single person or multi--person apartment)person apartment)
–– Raw landRaw land
–– Agricultural landAgricultural land

TangiblesTangibles
–– Gold or silverGold or silver
–– AntiquesAntiques
–– ArtArt
–– MineralsMinerals
–– commoditiescommodities



The Investment The Investment 
ContinuumContinuum



Electronic Investment Electronic Investment 
ResourcesResources

The Vanguard GroupThe Vanguard Group
http://flagship.vanguard.com/VGApp/hnw/PersonalHomehttp://flagship.vanguard.com/VGApp/hnw/PersonalHome

The Fidelity GroupThe Fidelity Group
http://www.fidelity.com/http://www.fidelity.com/

http://flagship.vanguard.com/VGApp/hnw/PersonalHome
http://www.fidelity.com/


Tax Issues in NPO Tax Issues in NPO 
ManagementManagement

Obtaining taxObtaining tax--exempt statusexempt status
Maintaining taxMaintaining tax--exempt statusexempt status



Obtaining Obtaining 
Tax Exempt StatusTax Exempt Status



Criteria ForCriteria For
EligibilityEligibility

Engaged in charitable activityEngaged in charitable activity
Promoting public benefitPromoting public benefit
Directors and other policy makers do not benefit Directors and other policy makers do not benefit 
financially from the activities of the organizationfinancially from the activities of the organization
Willingness to make all financial and Willingness to make all financial and 
programmatic transactions transparentprogrammatic transactions transparent
Willingness to file necessary paper work at Willingness to file necessary paper work at 
prescribed intervalsprescribed intervals



Exemption Exemption 
CategoriesCategories

All charities operate under Section 501[c] of the All charities operate under Section 501[c] of the 
Federal Tax codeFederal Tax code
Multiple types of organizations are eligible for such Multiple types of organizations are eligible for such 
statusstatus
For current statistics on number and types of For current statistics on number and types of 
NPOs see:NPOs see:

http://nccs.urban.org/n_taxexempt.pdfhttp://nccs.urban.org/n_taxexempt.pdf

http://nccs.urban.org/n_taxexempt.pdf


Maintaining Maintaining 
Tax Exempt StatusTax Exempt Status

Requires periodic renewal Requires periodic renewal 
and and 

continued vigilancecontinued vigilance



The Role of the IRSThe Role of the IRS

Receives and reviews tax formsReceives and reviews tax forms
–– IRS filing required of all 501[c] organizations with incomes of IRS filing required of all 501[c] organizations with incomes of at least at least 

$25,000 per year $25,000 per year 
–– File on Form 990 (or 990File on Form 990 (or 990--EZ)EZ)
–– Form 990Form 990--T for Exempt Organization Business Income ReturnT for Exempt Organization Business Income Return
–– IRS Tax Guide Publication 15IRS Tax Guide Publication 15--A contains all the details A contains all the details 

Requires proof that you are continuing meet tax exempt Requires proof that you are continuing meet tax exempt 
status:status:

–– Engaged in charitable workEngaged in charitable work
–– Make financial and programmatic reports to the publicMake financial and programmatic reports to the public
–– Do not engage in political activities of any typeDo not engage in political activities of any type
–– The Board and other “volunteers” do not benefit financially fromThe Board and other “volunteers” do not benefit financially from the the 

activities of the organizationactivities of the organization



The Role of theThe Role of the
Board of DirectorsBoard of Directors

Must perform their policy development and Must perform their policy development and 
oversight rolesoversight roles

–– Determining organizational missionDetermining organizational mission
–– Setting appropriate objectives and goalsSetting appropriate objectives and goals
–– Ensuring development of a sound financial planEnsuring development of a sound financial plan
–– Assist in resource generationAssist in resource generation
–– Monitor all aspects of agencies activitiesMonitor all aspects of agencies activities

May delegate these roles to the Executive Director May delegate these roles to the Executive Director 
or CEO but, ultimately, they are responsibleor CEO but, ultimately, they are responsible



Form Form 
990990

Must be filed annually by 501[c]3 organizations Must be filed annually by 501[c]3 organizations 
that generate $25,000 or more in annual reviewsthat generate $25,000 or more in annual reviews
For large organizations, can be very time For large organizations, can be very time 
consuming to complete; often requires input from  consuming to complete; often requires input from  
accountants and othersaccountants and others
Completed returns are filed with national Completed returns are filed with national 
clearinghouses and are available to the public onclearinghouses and are available to the public on--
lineline
For all versions of the form visit:For all versions of the form visit:

http://nccs.urban.org/irsforms.htmhttp://nccs.urban.org/irsforms.htm

http://nccs.urban.org/irsforms.htm


Examples of CompletedExamples of Completed
990 Tax Returns990 Tax Returns

National Center for Charitable StatisticsNational Center for Charitable Statistics
http://nccs.urban.org/990/http://nccs.urban.org/990/

http://nccs.urban.org/990/


Other Other 
FormsForms

Governmental forms are many and variedGovernmental forms are many and varied
–– Visit IRS form center for Charities & NPOsVisit IRS form center for Charities & NPOs

http://www.irs.gov/charities/index.htmlhttp://www.irs.gov/charities/index.html

Internal formsInternal forms
–– See McMillan (1999) See McMillan (1999) Model Accounting and Financial Policies Model Accounting and Financial Policies 

and Procedures Handbook For Notand Procedures Handbook For Not--ForFor--Profit OrganizationsProfit Organizations

http://www.irs.gov/charities/index.html


Some Cautions inSome Cautions in
Financial ManagementFinancial Management
Checks and balancesChecks and balances
Ensure transparencyEnsure transparency
Promote participationPromote participation
Be vigilant concerning potential abusesBe vigilant concerning potential abuses



Checks & Balances:Checks & Balances:
Check SignersCheck Signers

People who prepare checks should never be check People who prepare checks should never be check 
signerssigners
People who reconcile bank statements should never People who reconcile bank statements should never 
be check signersbe check signers
People who approve invoices for payment should People who approve invoices for payment should 
never sign the checks for payment of invoices they never sign the checks for payment of invoices they 
approve if they are check signersapprove if they are check signers



DiscussionDiscussion
Selected Books on Fiscal ManagementSelected Books on Fiscal Management

Blazek, Jody. 1996. Blazek, Jody. 1996. Financial Planning For Nonprofit Organizations (Financial Planning For Nonprofit Organizations (New York: New York: 
Wiley)Wiley)

Feit, Marvin D. & Peter Kwok Feit, Marvin D. & Peter Kwok CheiChei Li. 1998. Li. 1998. Financial Management in Human Financial Management in Human 
ServicesServices (New York: Haworth)(New York: Haworth)

Maddox, David. 1999. Maddox, David. 1999. Budgeting For NotBudgeting For Not--ForFor--Profit Organizations Profit Organizations (New York: (New York: 
Wiley).Wiley).

McMillan, Edward J. 1999. McMillan, Edward J. 1999. Model Accounting and Financial Policies & Procedures Model Accounting and Financial Policies & Procedures 
Handbook For NotHandbook For Not--ForFor--Profit Organizations (Washington: American Society of Profit Organizations (Washington: American Society of 
Association Executives)Association Executives)



SupplementalSupplemental
SlidesSlides



The Need for FM in the The Need for FM in the 
Human ServicesHuman Services

Since the early 1960s there has been increasing Since the early 1960s there has been increasing 
pressure for greater accountability in the pressure for greater accountability in the 
administration and delivery of human services:administration and delivery of human services:
Human services represent a Human services represent a growing share of growing share of 
government expendituresgovernment expenditures——even today 50% + of all even today 50% + of all 
federal expenditures and an even higher share of federal expenditures and an even higher share of 
state and local expenditures (including housing, state and local expenditures (including housing, 
health services, etc.)health services, etc.)
Lack of public consensusLack of public consensus on the “welfare function” on the “welfare function” 
of government (vs. private needs and/or the role of of government (vs. private needs and/or the role of 
the private sector in dealing with needs)the private sector in dealing with needs)



The Need for FM in the The Need for FM in the 
Human Services Human Services (cont’d)(cont’d)

Impression that Impression that human services are growinghuman services are growing at an at an 
escalating rateescalating rate——even faster than would be even faster than would be 
expected under normal inflationary trendsexpected under normal inflationary trends——e.g., e.g., 
health care, transportation, etc.health care, transportation, etc.
The The “unsavory” nature of many of the clients “unsavory” nature of many of the clients served served 
by human service agencies, i.e., drunks, prostitutes, by human service agencies, i.e., drunks, prostitutes, 
the voluntarily unemployed, drug abusers, etc.  the voluntarily unemployed, drug abusers, etc.  
Society’s attitude toward these marginal Society’s attitude toward these marginal 
population groups influences their attitudes (and population groups influences their attitudes (and 
assessment) of the “value” of publicly financed assessment) of the “value” of publicly financed 
human service programs human service programs 



The Need for FM in the The Need for FM in the 
Human Services Human Services (cont’d)(cont’d)

Impression that many human service and Impression that many human service and NPOs NPOs 
are poorly administered are poorly administered with comparatively little with comparatively little 
attention given to solving recurrent social problemsattention given to solving recurrent social problems

–– that agencies are more focused on “process” issues and rather that agencies are more focused on “process” issues and rather 
less on “outcomes”, i.e., on the issues that members of the publless on “outcomes”, i.e., on the issues that members of the public ic 
require of all agencies (e.g., not just to feed the hungry, but require of all agencies (e.g., not just to feed the hungry, but to to 
solve the problem of hunger; not just to distribute income and solve the problem of hunger; not just to distribute income and 
personal services to the poor, but to solve the problems of personal services to the poor, but to solve the problems of 
poverty)poverty)

A widespread belief that human service agencies A widespread belief that human service agencies 
would benefit from the adoption of budgeting, would benefit from the adoption of budgeting, 
accountability and evaluation accountability and evaluation methods methods 
characteristic of forcharacteristic of for--profit organizationsprofit organizations



The Need for FM in the The Need for FM in the 
Human Services Human Services (cont’d)(cont’d)

Increasing public concern over Increasing public concern over opportunities for opportunities for 
fraud and corruptionfraud and corruption that exist in the management that exist in the management 
of funds by NPOs:of funds by NPOs:

–– United Way of America and CEO’s use of discretionary dollars United Way of America and CEO’s use of discretionary dollars 
to support his mistressto support his mistress

–– PonziPonzi scheme of New Era Philanthropyscheme of New Era Philanthropy
–– American Red Cross and its “American Red Cross and its “mismis--handling” of the $500 handling” of the $500 

million+ raised in support of victims of “9million+ raised in support of victims of “9--11”11”

Thus, Thus, pressure for increased accountabilitypressure for increased accountability not only not only 
for the resources under the control of NPOs but for the resources under the control of NPOs but 
also for the outcomes they achieve.also for the outcomes they achieve.



TheThe

Financial ManagementFinancial Management

System (FMS)System (FMS)



Elements of Financial Elements of Financial 
Management System (FMS)Management System (FMS)

1.1. The Fiscal SubsystemThe Fiscal Subsystem
2.2. The Service Coordination SubsystemThe Service Coordination Subsystem
3.3. The Program Planning SubsystemThe Program Planning Subsystem
4.4. The Program Evaluation SubsystemThe Program Evaluation Subsystem



The Fiscal The Fiscal 
SubsystemSubsystem

the the fiscal subsystemfiscal subsystem essentially is about essentially is about budgeting budgeting 
and accountabilityand accountability
Activities of concern to this subsystem include Activities of concern to this subsystem include 
activities that record, process, document and activities that record, process, document and 
report:report:
–– monies receivedmonies received
–– monies committedmonies committed
–– expenditures and expenditures committedexpenditures and expenditures committed
–– services provideservices provide
–– number of clients servednumber of clients served



The Fiscal The Fiscal 
Subsystem Subsystem (cont’d)(cont’d)

The principles that apply to the fiscal subsystem are The principles that apply to the fiscal subsystem are 
appropriate for all types of NPOs:appropriate for all types of NPOs:

–– simple and complexsimple and complex
–– centralized and decentralizedcentralized and decentralized
–– human service, arts & cultural, educational, and so onhuman service, arts & cultural, educational, and so on
–– professionalized and grass rootsprofessionalized and grass roots

They also reflect the fiscal activities of a broad range of They also reflect the fiscal activities of a broad range of 
actors/stakeholders in the NPOs financial environment:actors/stakeholders in the NPOs financial environment:

–– members of boards of directors and/or other bodies that oversee members of boards of directors and/or other bodies that oversee the the 
activities of NPOsactivities of NPOs

–– executive directors and other members of senior leadership staffexecutive directors and other members of senior leadership staff
–– line workersline workers
–– contractual workers, including accountants, auditors and others contractual workers, including accountants, auditors and others hired to hired to 

perform specific subperform specific sub--taskstasks
–– Funders and other financial supportersFunders and other financial supporters



The Service The Service 
Coordination SubsystemCoordination Subsystem

Focuses primary on Focuses primary on service coordinationservice coordination and and management management 
controlcontrol
Key activities of concern to this subsystem include:Key activities of concern to this subsystem include:
–– case management issues:case management issues:
–– transfer of case management activitiestransfer of case management activities
–– staff supervision, orientation, and trainingstaff supervision, orientation, and training

Also includes caseAlso includes case-- and programand program--related activities involving related activities involving 
more than one unit of an agency or agencies:more than one unit of an agency or agencies:
–– intraintra--agencyagency
–– interinter--unitunit
–– interinter--agency agency 



The Service Coordination The Service Coordination 
Subsystem Subsystem (cont’d)(cont’d)

Service coordination activities are more difficult in Service coordination activities are more difficult in 
multimulti--service than singleservice than single--service agenciesservice agencies
Also is more difficult in decentralized rather than Also is more difficult in decentralized rather than 
centralized system, albeit effectiveness of centralized system, albeit effectiveness of 
decentralized units may be higher than centralized decentralized units may be higher than centralized 
onesones



The Program The Program 
Planning SubsystemPlanning Subsystem

Focus ins on Focus ins on recurrent and emerging needs recurrent and emerging needs that confront the that confront the 
agency agency 
Activities include:Activities include:

–– those that set and define goals and directions of an organizatiothose that set and define goals and directions of an organizationn
–– those that established standards for organizational performancethose that established standards for organizational performance
–– those that seek to manage people based on resultsthose that seek to manage people based on results
–– and those that coordinate services and programs with other and those that coordinate services and programs with other 

organizationsorganizations

Goal specificity is an essential component/element of an Goal specificity is an essential component/element of an 
effective PP subsystemeffective PP subsystem
–– many NPOs lack such specificity and, thus, one of the major actimany NPOs lack such specificity and, thus, one of the major activities vities 

of FMof FM--focused managers must be to help organizations attain clarity focused managers must be to help organizations attain clarity 
concerning their mission, goals and objectivesconcerning their mission, goals and objectives



The Program The Program 
Planning Subsystem Planning Subsystem (cont’d)(cont’d)

the PP subsystem also is concerned with:the PP subsystem also is concerned with:
–– changing client characteristics and service utilization patternschanging client characteristics and service utilization patterns
–– the types of service demands projected for the future the types of service demands projected for the future 
–– identification of the types of services that are less time and eidentification of the types of services that are less time and effort ffort 

consuming consuming 
–– the types and levels of monetary resources the organization the types and levels of monetary resources the organization 

expects to receive in the future (i.e., forecasting)expects to receive in the future (i.e., forecasting)

Information of this type enable program managers Information of this type enable program managers 
in in identifying program areas in which resources identifying program areas in which resources 
should be allocatedshould be allocated and the and the types of services that will types of services that will 
help the organization further its mission and achieve help the organization further its mission and achieve 
its goalsits goals



The Program The Program 
Evaluation SubsystemEvaluation Subsystem

the focus on this subsystem on determining the focus on this subsystem on determining the the 
extent to which programs (and hence agencies) are extent to which programs (and hence agencies) are 
achieving their mission, goals and objectivesachieving their mission, goals and objectives and and 
doing doing so in an efficient mannerso in an efficient manner
to be effective, the PE system requires clear (and to be effective, the PE system requires clear (and 
measurable) goals and objectivesmeasurable) goals and objectives
data that reflects changes over time in relation to data that reflects changes over time in relation to 
NPO goals and objectivesNPO goals and objectives
–– serviceservice
–– programmaticprogrammatic
–– fiscalfiscal



The Program The Program 
Evaluation Subsystem Evaluation Subsystem (cont’d)(cont’d)

In NPOIn NPO--focused PE, always we must be mindful of focused PE, always we must be mindful of 
the unique functions and processes used by NPOs the unique functions and processes used by NPOs 
in advancing their mission.  in advancing their mission.  
Their processes may differ significantly from those Their processes may differ significantly from those 
used by forused by for--profit groups, e.g.,profit groups, e.g.,

–– the definition of “benefit,” “beneficiaries” of services providethe definition of “benefit,” “beneficiaries” of services provided d 
may differ as does the notion of “head counts of program may differ as does the notion of “head counts of program 
participantsparticipants

–– the “tangible” vs. “intangible” nature of the benefits derived the “tangible” vs. “intangible” nature of the benefits derived 
from many servicesfrom many services

–– benefits/outcomes measured in monetary vs. broad “social benefits/outcomes measured in monetary vs. broad “social 
benefit” terms must be clearly delineated if a true picture of tbenefit” terms must be clearly delineated if a true picture of the he 
nature of NPO activities are to be fully captured by any nature of NPO activities are to be fully captured by any 
accounting/auditing systemaccounting/auditing system



The Program The Program 
Evaluation Subsystem Evaluation Subsystem (cont’d)(cont’d)

the PE subsystem is centrally concerned with issues the PE subsystem is centrally concerned with issues 
related to decisions that impact on:related to decisions that impact on:

–– increasing, decreasing, retaining or eliminating existing servicincreasing, decreasing, retaining or eliminating existing service e 
delivery patternsdelivery patterns

–– measuring worker, unit, department and organizational measuring worker, unit, department and organizational 
effectivenesseffectiveness

–– measuring worker, unit, department, and organizational measuring worker, unit, department, and organizational 
efficiencyefficiency



Centralized vs.  Centralized vs.  
Participatory BudgetsParticipatory Budgets

In a heavily In a heavily centralized budgeting systemcentralized budgeting system, a central office:, a central office:
–– Controls the budget processControls the budget process
–– Makes decisions about how resources will be allocatedMakes decisions about how resources will be allocated
–– Controls expenditures once the budget is in placeControls expenditures once the budget is in place

Small organizations may have either centralized or Small organizations may have either centralized or 
decentralized budget systems. decentralized budget systems. 
A A participatory systemparticipatory system may reduce or eliminate the need for may reduce or eliminate the need for 
budget staff, lower costs and reduce administrative burdensbudget staff, lower costs and reduce administrative burdens

–– Involves units or program managers in developing budgets and Involves units or program managers in developing budgets and 
controlling spendingcontrolling spending

Which approach is adopted depends on:Which approach is adopted depends on:
–– Size of organizationSize of organization
–– Magnitude of fiscal resources to be managedMagnitude of fiscal resources to be managed
–– Fiscal skills of executive director, and others in the leadershiFiscal skills of executive director, and others in the leadership team (and p team (and 

Board of Directors)Board of Directors)



Incremental or Incremental or 
Redistributive BudgetsRedistributive Budgets

Incremental budgetingIncremental budgeting refers to systems that base future refers to systems that base future 
allocations on current allocations and the new budget is allocations on current allocations and the new budget is 
creating by increasing or decreasing the current budget by creating by increasing or decreasing the current budget by 
certain amounts or percentagescertain amounts or percentages

–– easy to administer, but has no mechanism for making significant easy to administer, but has no mechanism for making significant 
adjustments to allocations between unitsadjustments to allocations between units

Redistributive budgeting Redistributive budgeting refers to systems that revisit the refers to systems that revisit the 
allocation at least in part, and may go so far as to reassess alallocation at least in part, and may go so far as to reassess all l 
allocations from scratch each yearallocations from scratch each year

–– More difficult to mange and requires that the organization go thMore difficult to mange and requires that the organization go through a rough a 
consensus building process that reflects new budget prioritiesconsensus building process that reflects new budget priorities



Institutional or Institutional or 
CenterCenter--Based BudgetsBased Budgets

An institutional budget assumes that all resources are pooled An institutional budget assumes that all resources are pooled 
so as to be able to focus on the resources of the organizationso as to be able to focus on the resources of the organization--
asas--aa--wholewhole

–– Works very well with smaller organizationsWorks very well with smaller organizations

CenterCenter--based budgetsbased budgets divide the organization’s total resources divide the organization’s total resources 
into parts that more or less stand on their owninto parts that more or less stand on their own

–– DepartmentsDepartments
–– DivisionsDivisions
–– Other unitsOther units

CenterCenter--based budgets assume that the parts of the based budgets assume that the parts of the 
organization are financially independent in a fiscal, if not organization are financially independent in a fiscal, if not 
legal, senselegal, sense



Single vs. Single vs. 
MultiMulti--Year BudgetsYear Budgets

Most organizations have annual budgets, but a Most organizations have annual budgets, but a 
growing number are developing multigrowing number are developing multi--year budgets year budgets 
as well (especially in the public sector)as well (especially in the public sector)
In single year budget systems, surplus resources In single year budget systems, surplus resources 
are returned to central management for are returned to central management for 
redistribution to cover deficitsredistribution to cover deficits
In multiIn multi--year budgets, the surpluses (deficits) of year budgets, the surpluses (deficits) of 
one year are transferred to future yearsone year are transferred to future years
In truth, most organizations function on a year to In truth, most organizations function on a year to 
year (even quarter to quarter) basis despite having year (even quarter to quarter) basis despite having 
multimulti--year budgetsyear budgets



AccountingAccounting



AccountingAccounting

Accounting focuses on two types of resourcesAccounting focuses on two types of resources----fixed fixed 
vs.vs. variablevariable revenues revenues and and expendituresexpenditures::

–– fixed revenuesfixed revenues, i.e., that portion of the budget which remains , i.e., that portion of the budget which remains 
fairly constant from one year to the next with slight fairly constant from one year to the next with slight 
modifications for changes in cost of living (i.e., grants, subsimodifications for changes in cost of living (i.e., grants, subsidies)dies)

–– variable revenuesvariable revenues, i.e., that portion of the budget which changes , i.e., that portion of the budget which changes 
in response to certain activities the organization undertakes in response to certain activities the organization undertakes 
(e.g., fund raising, ticket/raffle sales, wind fall profits, gif(e.g., fund raising, ticket/raffle sales, wind fall profits, gifts, etc.)ts, etc.)

–– fixed expendituresfixed expenditures, i.e., salaries for a more or less stable , i.e., salaries for a more or less stable 
program, rents, etc.program, rents, etc.

–– variable expendituresvariable expenditures, i.e., special programming (new initiatives, , i.e., special programming (new initiatives, 
outreach efforts, bus trips, etc.)outreach efforts, bus trips, etc.)



Chart of Chart of 
AccountsAccounts

Defined as the table of contents of a ledger, i.e., a listing ofDefined as the table of contents of a ledger, i.e., a listing of the the 
account pages and account titles in the ledgeraccount pages and account titles in the ledger
Charts of accounts traditionally are set up in the order of the Charts of accounts traditionally are set up in the order of the 
accounting equation, that is:accounting equation, that is:

–– AssetsAssets:: anything that is owned and has money value anything that is owned and has money value 

–– Liabilities:Liabilities: amounts due creditors and other interested parties; also, the amounts due creditors and other interested parties; also, the 
ownership of the assets of an organization by its creditorsownership of the assets of an organization by its creditors

»» The ownership extends to the creditor’s right to collect what isThe ownership extends to the creditor’s right to collect what is due them due them 
before any distribution to the owners of the businessbefore any distribution to the owners of the business

–– Permanent capital:Permanent capital: the owner’s equity in a business organization that is not the owner’s equity in a business organization that is not 
expected to change other than as a result of an increase or a deexpected to change other than as a result of an increase or a decrease in the crease in the 
owner’s investment in the businessowner’s investment in the business

–– Temporary capital accounts:Temporary capital accounts: capital accounts that will be eliminated at the end capital accounts that will be eliminated at the end 
of the accounting period, e.g., revenue, expenses and proprietorof the accounting period, e.g., revenue, expenses and proprietor’s drawing ’s drawing 
accountsaccounts



The Standard Chart of The Standard Chart of 
Accounts for NotAccounts for Not--ForFor--ProfitsProfits

Charts of Accounts differ between ForCharts of Accounts differ between For-- and Notand Not--
For Profit organizationsFor Profit organizations
Reasons:Reasons:

–– Charity, not profit focusedCharity, not profit focused
–– May not make a profit over the longMay not make a profit over the long--termterm
–– Directors do not participate financially in organizationDirectors do not participate financially in organization

See standardized Chart of Accounts prepared by See standardized Chart of Accounts prepared by 
the Alliance for Nonprofit Management:the Alliance for Nonprofit Management:

What Should Our Chart of Accounts Include?What Should Our Chart of Accounts Include?
See Blazek (1996:152See Blazek (1996:152--155) for a more detailed 155) for a more detailed 
versionversion
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