
THE TOP 7 NONPROFIT BUDGETING MISTAKES
AND HOW TO AVOID THEM

1. Budget?

Some nonprofits don’t create an annual budget. The reasons for not creating a budget often
start innocently enough. Perhaps as a start-up, the nonprofit had very few costs. Or the
organization was primarily self-funded by the founder. As a result, budgeting was not in the
governance “rhythm” as the organization grew.

No matter the reason, developing a budget demonstrates financial integrity to donors. It also
provides a road map for future fundraising, planning, and sta� activities. If you are serious
about the good work you are doing, you should be serious about creating a well-thought-out
budget.

2. Lack of attention to the budget.

More often than not creating a budget, nonprofits
don’t utilize their budget. Comparing the budget
and actual expenses regularly is a powerful activity.

It should be obvious that reviewing the budget vs.
actuals can help you develop a budget for the
following year. However, a regular review process
can also help leadership steer the ship
month-to-month.

Boards can proactively respond to “overspending”
by evaluating if costs are legitimate (e.g.,
skyrocketing electricity prices vs. $500 in gum for
the sta�), and then proactively addressing issues
by increasing fundraising activities, reducing
expenses, creating a policy to prohibit the purchase
of gum, or utilizing the slush fund. Photo by Klaus Nielsen from Pexels
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Reviewing the budget vs. actuals can also help alert the board of directors to programs or
initiatives that might not be on track for the year. If a top strategy set by the board is to
purchase and implement a new database and the actuals are at $0 after 6-9 months, the
board should ask the Executive Director about progress.

Here are a few simple questions to ask of your budget and actuals:

● Are there large variances? Significant overspending in one area or a large amount of
the budget for a line item spent in a short period of time needs to be discussed. Often
there is an easy explanation, “This was a one-time purchase or event.” At other times
a serious discussion along with intervention needs to happen.

● Are there consistent variances month over month? This often represents a budgeting
or forecasting error. This happens and shouldn’t be too alarming unless there aren’t
funds to cover the variances. These variances should inform the budgeting process for
the following year.

● Are there growing variances across multiple areas? Slight variances on a couple of
items shouldn’t be alarming. It should be expected. However, the cumulative e�ect
across many line items may be worth discussing, especially if funds are limited.

3. The budget and strategic plan are not aligned.

Sometimes we see nonprofits develop
exciting strategic plans but fail to integrate
those plans into the budget. Other times the
strategic plan is included in the budget but
not fleshed out enough to include accurate
projections. Usually, this happens due to
time constraints that don’t provide enough
cushion for thoughtful, well-researched
cost projections.

To meet your goals, realistically count the
cost.

Photo by Black ice from Pexels

Note: As a funder, we often ask for an organizational budget and/or project budget to help us
make funding decisions. If we approve a grant and later determine that proper planning did
not occur, we may have future funding hesitancy.
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4. The organization’s goals are the wrong size.

While most funders want to participate in growing a
program or your organizational capacity, a large budget
jump from one year to the next causes funders to pause.
Unless that is, the organization has a clear history of
meeting or exceeding fundraising goals and program
expansion.

There is a place for dreaming big, but, if your organization

● is chronically underfunded,
● isn’t solidly executing existing programs,
● has limited program impact,
● hasn’t successfully implemented a large project in

the past, or
● has recently experienced significant program

growth in other areas...

Photo by Maksim Goncharenok from Pexels

...most funders will hesitate to fund the proposed project.

This all comes back to paying attention to the budget, focusing on diversifying funding
streams, and creating strategic plans that stretch your organization but aren’t unrealistic.

5. Not budgeting for savings.

How many months of operations does your organization currently have on reserve? Has your
board established a policy regarding how much should be maintained in your slush funds? If
not, this is a good discussion to start before the next budgeting cycle. To help navigate that
discussion, please note, financially healthy organizations have at least 3-6 months of
operating expenses in cash at all times.

6. Not developing a fundraising plan to meet a new budget.

Fundraising is intricately connected to an organization’s budget. And it often takes far more
time and energy than anticipated. If your organization plans on increasing the annual
budget, come up with a plan meeting your goals. The plan should allot enough time for
everyone to accomplish their assigned fundraising work.
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Remember: Fundraising is a joint responsibility of the Board and Executive Director. Before
creating a fundraising strategy, make sure 100% of your board is giving substantially, yet
within their means, to the organization. Board giving is part of building donor confidence.

7. Relying on grants.

Some nonprofits develop an aggressive fundraising plan strictly around grants. In general,
we discourage this approach. To be honest we often hesitate to fund organizations that make
this their primary funding strategy. Why? Because it usually doesn’t work.

For context, the average organization relies
on grants for approximately 17% (or less) of
its funding. Certain organizations that
receive government grants may have a larger
percentage. To read more about how to
diversify your funding streams read our
article, “Developing a Balanced Financial
Portfolio.”

Photo by Nandhu Kumar from Pexels

What if your organization already receives one or two large grants every year? You still need
an aggressive plan for cultivating new small individual and funder relationships. Why? Big
historical grants can be lost. No one likes to believe that until a request is not approved.
Grants aren’t always lost because of grantee performance. Sometimes a grantor’s funding
priorities change, or the dollars available are reduced.

If your organization desires to aggressively pursue grants, this plan will require a lot of time
and possibly a designated sta� person.

https://gianfortefoundation.org/wp-content/uploads/Developing-a-Balanced-Financial-Portfolio-2.pdf
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