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The Myth of Overhead  

 Low overhead = sign of a well-run organization 
 
The Reality of Overhead 

 IMPACT is the measure of money well spent 
 And, high impact requires an investment in capacity and infrastructure  
 It is important to invest in a nonprofit if they are going to do anything 

significant, growth & size do matter 
 A lot of pressure on nonprofits to communicate where they spend their 

money 
 
And yet… 

 Overhead costs are what provide important information to funders 
 Marketing and communication expenses are necessary to grow capacity 
 Higher overhead costs increase the “size of the pie” 
 There is pressure from donors to show that money isn’t going to employees 
 A 2004 Indiana University Study reported the industry norm isn’t exactly 

accurate! 75-80% of organizations mislead funders on their organizations 
overhead costs 

 Overhead gets understated very regularly. Misleading numbers have led 
donors to believe 10%-12% overhead is realistic.  

 
Three categories all nonprofit expenses are broken down into for financial 
statements: 

1. Program services- what your doing for your mission (75% or more is 
“optimal”) 

2. Administrative Expenses- expenses for overall operational management 
3. Fundraising/Development  

(Categories 2&3 “should” add up to less than 25%) 
 
The Industry Norm 

 The IRS does not have any rules but expects full disclosure 
 However, 20% became the norm perpetuated by both donors and 

organizations 
 Charity Watch, and organizations similar, perpetuates this norm by giving 

bonus ratings if an organizations overhead is under 20% & no bonus points if 
it is over 30% 

 
 
 



Allocating expenses 
 

 The Golden Rule: Overhead must be broken down reasonably and 
consistently applied. 

 Consider the space, time, and money put in; be consistent and understand the 
breakdown is personal to your organization, but it has to make sense! 

 Consider the purpose, audience and most importantly the execution or the 
content, is there a call to action? Asking these questions will help with the 
breakdown.  

 Salaries can be put in admin and programming etc. 
 Many cases can be made for allocating costs in different ways. 
 There are special rules for certain marketing joint programs. 

 
What do donors think? Different types think of overhead differently: 
 
Traditional foundations 
-Allowances are typically 10-15% of each grant allocation 
 
Individual Donors 
-2001 BBB survey found that over half of adult Americans felt that nonprofit 
organizations should have overhead rates of 20% or less 
 
Government 
-Contracts limit the amount of overhead that can be used to between 0 and 15% 
-Funders that are very rigid with percentages 
 
What are donors REALLY looking for?  
 
Conversations with them! Donors will start to realize there is no “norm” for 
overhead and understand that sometimes a very small percentage is not feasible if 
more honest conversations take place.  
 
The conversation might look like this… 
-Is the organization making an impact? Be able to explain it! 
-What is your organization’s theory of change? If funders do A  B is going to 
happen 
 
The outcome might look like this… 
- Donors take into context what the organization is trying to get done with what 
they have 
- Donors become more engaged with the people in understanding the program and 
the issue; in turn they start to care less about numbers and more about impact 
- Organizations begin teaching donors/foundations on how to realistically think 
about overhead! 
 



Where to start the conversation? A few places: 
 

1. Educate your board about your capacity needs and how they will impact the 
effectiveness of your program 

2. Make sure YOU understand and manage your program costs, good internal 
systems required! 

3. Look at financial SCAN for comparative info 
4. Consider growing non-grant funding, for stable sources to pay for admin 

expenses.  
 
 

Key takeaways from the Q & A: 
 

- Numbers/data and the story  that’s what sophisticated donors look for, not 
just one 

- Be really familiar and comfortable with your numbers: what are the 
choices? And why are you making them? If you do this, overhead should “fall 
into the bucket.” 

- If your numbers are 20-25%- focus on what your going to do next 
- Example of a story that sounds good to Michelle: we are five years in and we’re 

starting to see information and results indicating that we’re going to be really 
successful. Now, this is where we want to go, if we have this grant. Explain 
what is needed to make that jump. 


