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ABSTRACT

This white paper first addresses the important role that a budget plays in a nonprofit organization and secondly offers insights and guidance on how to write a meaningful and practical budget.  Going through the exercise of preparing a budget enables the leaders of the nonprofit to make reasonable forecasts        and draw assumptions about the cost of upcoming activities, predict future sources of revenue and ultimately determine how well the group’s mission statement will be accomplished.  It is a goal setting tool as much as it is a measurement of the success of those goals.      
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Defining “Budget”

The common dictionary definition for budget is simply, “the breakdown of a spending plan, a sum of money allocated for a particular purpose and a summary 
of intended expenditures along with proposals for how to meet them.”

In fact, the English word budget has an interesting history.  It derives from the French word bougette, which means literally, a wallet, a purse or a 'little bag.' The connection between bougette and budget is made presumably because one's entire wealth could be contained within a purse - just as the organization’s worth is contained within the boundaries of a budget.  The wealth of the organization is the “purse” of the organization, the place where one can see     the money coming in as well as the money selectively going out. 
From this original foundation, the word budget has now evolved to refer to a comprehensive list of all planned expenses and revenues.  The most significant word in this definition is the word ‘planned’ - which reinforces the notion that     the purpose of the budget is to assist the organization in planning future  activities by forecasting the expenses associated with various efforts along with anticipating the amount of income that will be generated, as accurately as possible based on information available. 
Taken together, all these definitions paint a credible picture of the purpose and the advantage of having a budget, including the popular Internet definition published by Yahoo that states, “A budget is a valuable accounting and planning tool for a nonprofit organization.  It assists the board and trustees in making allocation decisions of funds and provides a transparency to donors.  It helps guide future fundraising efforts.”     
No matter which exact wording is most appropriate for your organization,         the concept remains the same:  A budget is much more than a column of numbers.  It is, actually, a representation of an agreed upon strategy, a blueprint, and a map for the coming year(s).  On one hand it is comprised of a series of educated guesses regarding funds that are expected to be received from donors, grants and other revenue generating sources.  On the other hand it also involves the cataloguing of probable expenses.  By melding the two components, the organization is able to use good judgment to comfortably forecast its activities for the short and long term.   
The Role of Budgeting in the Nonprofit Sector

Every nonprofit organization has a crucial mission and an important purpose in the community.  But it may never be able to achieve its lofty objectives without    a well-defined action plan, including timelines for implementation and a budget. 
Some nonprofits ask why they need to have a budget.  After all, if they have    held a strategic planning retreat, they know what they want to achieve.  They believe they are all set to move forward and they are unsure of the additional advantages of going through the process of developing a budget.  Further, they may have some concerns over being constrained by the numbers and the formality of the process or fear of being held accountable by the results of “actual” versus “budgeted” data. 
Those groups that do not want to be accountable, that do not believe in working within the limitations of a formal budget, are the very groups that struggle to stay afloat, especially when times are tough.  What they may not realize is that having a budget gives structure and substance to the organization’s plans.  The budget makes a strong statement about the group’s intentions as it indicates what the nonprofit expects to tackle in the coming year, or years.  As importantly, it provides a way to monitor progress.  When an item is accounted for in the budget, it becomes a tangible representation of the organization’s goals and an acknowledgment that resources will be expended to support it.  It demonstrates a proactive, thoughtful, deliberate approach to critical decision-making instead of a less formalized process that is forced to react to every new idea without the benefit of having planned for the circumstance.
By going through the process of writing a budget, the organization will be faced with making some tough decisions.  As a result of drafting the budget, the leadership will be expected to make educated assertions regarding the costs     of its programming and services, especially recognizing the real limits that     exist on staff and volunteer availability, special skills, and other necessary resources.  The budget plays a key role, forcing the organization to prioritize its activities so as to determine those that are most critical for fulfilling its mission.   In addition to deciding on how to spend their revenue, a budget provides the documentation that helps nonprofits choose the most efficient measures for raising money.

· Without a budget there can be chaos because there is no other way to reasonably decide in advance which ideas or programs will be pursued and how much will be allocated to promote them. 

· Without a budget there is no way to determine if the financial benchmarks are being met.  
· Without a budget to follow, overspending or under spending is likely to occur with potential serious consequences.        

The budget should not be written in isolation, but rather, it will be more effective if taken into consideration along with other planning tools and management information.  Some nonprofits, much like for-profit entities, get so immersed in drafting the budget that they lose sight of what the process is all about! Instead  of seeing the budget as a financial instrument that can help to manage operations and predict income, they see it as a project to be completed,      which, once finalized, can be stored in a drawer until year-end rolls around.

Nothing could be further from the truth.  The budget is a constantly changing document, and one that must be referred to, and reflected on, regularly.  It is a good approach to be as flexible as possible.  Rather than abandon a sound budget plan when an unforeseen situation arises, the organization should instead be able to handle the change within the structure of the budget.

To be realistic, it will have to be reviewed and perhaps amended as the situation requires.  This year’s golf outing may not produce the targeted number of key sponsors as in the past, while the Gala attracts an unprecedented record crowd.  Programs and services that drew few users/participants last year may      become necessities in today’s tougher economy.  Whatever the issue, the role the budget plays is to serve as a guideline - but one that requires fine tuning and flexibility along the way.  
It is a good idea to always remain flexible.  The one thing that is constant is change, and sometimes budgets must be changed when expectations are not met.  Rather than abandon a sound budget plan, when an emergency or opportunity arises, an organization should be able to handle the change in an orderly fashion.
The Budget Process

Putting together a budget for the first time is a little more challenging because you most likely do not have access to any historic data gathered from previous years.  Because you are starting with a clean slate, you will have to rely on accurate predictions of the future - which is difficult, especially during a turbulent and unprecedented economy such as the recession we are currently experiencing.  The best you can do is create as reasonable a list as possible of expenses and then assess your best and worst case scenarios for generating funding, whether from individual or corporate donations, contracts, fees for services or grants.  

As you compile information each year, you will find it much easier to build on that foundation as you go forward.  Instead of using a crystal ball approach, you will be able to make sensible assumptions based on past performance.  

In the nonprofit sector, there are usually two types of budgets that are most frequently used. 
The first is a broad scope budget that provides information about the  organization as a whole, looking at all of the expected revenue for a defined period of time and chronicling anticipated initiatives for the entire entity over     the same period.  Tracking performance enables the organization’s leaders to make key decisions.
The second, a more specific budget, is one that is program-driven or department-driven.  Each major event and each distinct department should have its own unique budget in order to have the most accurate picture possible of the level of its success. 
Whether the budget is general or targeted, the steps remain the same:

Step One: Define and Evaluate Your Expenses 
When doing this, you must look at all of the operating costs (whether general     or specific to a project or department).  Not only is it important for you to have a solid grasp on what you spend, but it is equally important to take the time to evaluate your expenditures and determine which are most essential.  Sometimes sacred cows have to be abandoned, and the budgeting process is a perfect   time for reviewing all the organization’s costs to determine if they are central to your mission. 

Based on your knowledge regarding current costs and projecting any changes due to rising rates in the coming year, you can record expenses as either fixed, semi-variable or variable.  
· Fixed costs remain constant.  They include items such as rent, loan repayments, and insurance.
· Semi-variable costs are costs with both fixed and variable components, such as telephone, salaries and wages.  (The fixed component of this expense is the minimum cost of supplying programs or services, while    the variable component changes depending on usage.)

· Variable costs are directly tied to events, increasing or decreasing and changing with each situation, giving you some control over these expenses.  Because they are not fixed, this is one area where key decisions have to be made when programs have to be trimmed or eliminated for lack of cash flow. 



Step Two:  Estimate Your Revenue

To accomplish this, you will first need to establish financial goals for the organization and then work backwards to plug in the appropriate types of       fundraising programs to generate the revenue that will enable you to meet     your stated goals.  It is a good idea to keep in mind that this is a goal rather than a prediction, so you need to focus on how to achieve it in a practical way.  The good news is that if the organization has been running for some years, revenue will be much easier to predict accurately based on past performance.
If, for example, you have decided to raise $1 million in 2009, and your annual golf outing usually generates $300,000, you know that you will need to identify other initiatives or apply for grants where you have a reasonable expectation for   raising the additional $700,000.


Step Three: Monitoring and Controlling the Budget

It would seem that drafting the budget is the most difficult task, but actually,    that is just the beginning of this very crucial process. 

Once you have set up the budget, you will need to compare the predicted numbers to the actual figures every month in order to look for differences and establish why they occurred.  This is where the budget becomes an effective management and operations tool for your organization.  The administrative staff will work together with the Board of Directors to adjust expenditures or fundraising efforts to ensure that the next month’s numbers are in line with        the budget.  By dividing the true cost of each program by the number of people served, you can also analyze the cost per unit of service.  Based on this    review, you can determine which projects need to be updated, abandoned or    left unchanged and which areas need to develop new ideas as you make progress towards your mission.
To have the best possible outcomes, there are a few pointers that financial experts recommend:

1. Avoid the impulse to spend now and “hope” for funds to follow.  This tends to encourage a “pie in the sky” attitude where so much is needed that the revenues necessary to pay for such a plan are not available even in the most optimistic projections.
2. Do not pad items to give yourself wiggle room.  Instead, use the most accurate numbers possible so that the budget does not become distorted and therefore much less valuable for planning purposes.

3. Use as much detail as possible when defining categories or programs so that activities can be easily measured.

4. Encourage feedback from all departments or committee chairs so that you have confidence in the data. Staff and board members must participate in each phase of the budgeting process that affects the      line items for which they will later be responsible.  Stay away from comments like, “that’s close enough” when you are working with projections.  

5. Be ready to be flexible and prepare to revise the budget as needed. 
6. Use the insights you gain from a monthly review wisely.  If a project or program needs to be cut or fund raising needs to be escalated, be prepared to make these vital decisions.

7. Documentation of budget assumptions and changes are critical and will provide a basis for improving the efficiency of the budgeting process each year.

8. Prepare budgets that reflect actual timing of revenue and expenses    into twelve equal parts.  By preparing monthly budget breakdowns and comparing them with actual dollars received and spent, you can more accurately detect real changes and revise the budget accordingly.  
	Sample Budget Worksheet

	
	YTD
	
	Actual
	
	YTD

	
	2008
	2008
	
	2008
	2009
	
	2009
	2009

	
	Actual
	Budget
	
	Quarter
	Quarter
	
	Actual
	Budget

	Sources of Cash
	
	
	
	
	
	
	
	

	Grants
	
	
	
	
	
	
	
	

	  Grant 1
	
	
	
	
	
	
	
	

	  Grant 2
	
	
	
	
	
	
	
	

	  Grant 3
	
	
	
	
	
	
	
	

	  Grant 4 
	
	
	
	
	
	
	
	

	
	 
	 
	
	 
	 
	
	 
	 

	
	
	
	
	
	
	
	
	

	Operations
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	  Fundraising Event 1
	
	
	
	
	
	
	
	

	  Fundraising Event 2
	
	
	
	
	
	
	
	

	  Fundraising Event 3
	
	
	
	
	
	
	
	

	  Fundraising Event 4
	
	
	
	
	
	
	
	

	  Fundraising Event 5
	
	
	
	
	
	
	
	

	  Fundraising Event 6
	
	
	
	
	
	
	
	

	
	 
	 
	
	 
	 
	
	 
	 

	
	
	
	
	
	
	
	
	

	Total Net Fundraising
	 
	              -   
	
	 
	                      -   
	
	                   -   
	               -   

	
	
	
	
	
	
	
	
	

	Other Sources
	
	
	
	
	
	
	
	

	     Contributions
	
	
	
	
	
	
	
	

	     Other
	
	
	
	
	
	
	
	

	     Interest
	
	
	
	
	
	
	
	

	     Other Programs
	 
	 
	
	 
	 
	
	 
	 

	
	
	
	
	
	
	
	
	

	Total Other Sources of Cash
	 
	              -   
	
	 
	                      -   
	
	 
	               -   

	
	
	
	
	
	
	
	
	

	Total Sources of Cash
	 
	              -   
	
	 
	                      -   
	
	                   -   
	               -   

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Uses of Cash
	
	
	
	
	
	
	
	

	Program Expense
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Total Program Related Exp.
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	 
	              -   
	
	 
	                      -   
	
	                   -   
	               -   

	SAMPLE BUDGET  WORKSHEET – Cont’d
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                Conclusion

It is clear that every nonprofit, no matter what size, should have a prepared budget that can act as a planning mechanism, or road map, to keep the group focused on achieving its mission.  The staff and board should be involved in each step of the budgeting process so that they will have a sense of ownership and    so that they can benefit from the information that is generated by the budget. Whether they have responsibility for programs, services, fundraising or grant writing, everyone has a key role to play when making decisions for the group.

The budgeting process is, in good part, a sum of reasonable expectations, understanding that unpredictable events may influence costs and contributions you can still estimate expenses and revenues with a high degree of accuracy based on past experience.

Each step in the budget process is important as the organization establishes     its priorities, selects programs to offer that are of significance to its constituents and finds innovative methods for fund raising.  Competition today comes from local charities and global disasters, from neighborhood battered women’s shelters to aid for AIDS victims in Ghana, Africa.  With new technology tools,    the nonprofit now reaches a limitless audience, but these tools must be integrated into the nonprofit’s overall strategy for growth.  Through a continuous budget process, the organization is compelled to review objectives achieved, compare budget figures to actual figures, and look at the trends that can            be found behind the numbers.  The organization also needs to indicate the importance of monitoring the budgeted numbers to the actual numbers and prepare to fine tune the budget throughout the year based on the realty of the situation. 

We recommend that the budgeting process should be approached, not as a painful experience to be avoided or delayed at all costs, but rather as way          for you, the group’s leadership, to proactively prepare and plan for the coming year to ensure that your mission will be met.  
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