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How Does Not-for-Profit Management Differ from For-Profit Management? 
Count the Ways 

By Doug Borwick, Ph.D., Founder and Former Director, Not-for-Profit Management Program/Salem College 
CEO/Outfitters4, Inc. 

 
One often hears people say that not-for-profits should be run “more like a business.” Insofar as the advice is 
intended to encourage discipline and attention to effectiveness and efficiency, that is an altogether admirable 
proposal. (It unfortunately assumes, contrary to much evidence, that that is not the case. It also assumes, 
incorrectly, that for-profit enterprises are always disciplined, effective, and efficient.) 
 
What is most disturbing about the statement, however, is the fact that the speaker is frequently unaware of 
how different for-profits and not-for-profits are, how those differences impact their management needs, and, in 
particular, how in many cases those difference make not-for-profit management more difficult than for-profit 
management. 
 
The Fundamental Business Model 
To begin with, the fundamental “big picture” business models of the two realms are radically different. In the 
for-profit world, customer payment equals the cost of service plus profit. In the Third Sector, beneficiary 
payment (which can vary from nothing to some percentage of the cost) plus a third-party payment (a subsidy of 
some kind) must equal the cost of service. Mission, not profit, is the ultimate decision-driver in the not-for-profit 
world. 
 

Not-for-Profit Model For-Profit Business Model 
Beneficiary Payment + Third-Party Payment =  

Cost of Service 
Customer Payment =  

Cost of Service + Profit 
 

Governance and Management Differences 
Governance 
NfP’s are governed by a group of volunteers. Unlike in the for-profit world, they are not paid for their service. 
(Yes, they can be reimbursed for expenses.) This can make accountability complex. (How do you ensure that 
volunteers carry out their responsibilities?) Additionally, while board members have no vested or ownership 
stake in the organization, they are required to further the best interests of both the organization and the 
general public. That two-fold responsibility has the potential for creating dilemmas if those two interests 
diverge. Their dual allegiance makes understanding the role difficult, since board members are committed to the 
organization as their primary motive for service and there is seldom anyone advocating specifically for the public 
good in board meetings.  
 
Management 
Financial Resources 
Since third-party payment is always necessary to cover the cost of service, there is little budgetary maneuvering 
room in the not-for-profit world. There are no profit margins that can be adjusted to accommodate expense 
needs. (Certainly, there are limits on how far a for-profit business can adjust profit margins, but the fact that 
they exist at all differentiates them substantially.) Also, unlike in the for-profit world, depreciation and 
deductibility of expenses bring no benefit to NfP’s. (They are not paying taxes on income!) This means that there 
is no structural support for operating or capital expenses.  
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One of the most obvious differences is in fundraising. While start-ups seek venture capital and expanding 
businesses seek new investors, all of those funding sources demand a financial return on investment. Solicitation 
of contributions is a skill unheard of outside of the 501(c)(3) world. And it is a complex skill indeed. 
 
Financial Reporting 
Grants and contributions are most easily obtained for specific purposes, not for general operating expenses. 
Based on early Supreme Court rulings, recipients of such funds are required to expend them for those purposes. 
Legally restricted funds are virtually unknown in the for-profit world (A dollar is a dollar no matter its source.) 
and have led to a type of accounting, fund accounting, that is for some accountants a mystery. At the very least, 
it is an approach to financial management that is foreign to the for-profit world. 
 
The mechanisms for financial reporting in the not-for-profit world, IRS Form 990 and its siblings for small- and 
medium-budget NfP’s, may not be more onerous than those for for-profit tax returns, but they are substantially 
different. They include questions dealing with non-financial matters (governance, in particular) and they are all 
public documents, meaning that the details of their finances are freely available to all who seek them. There is 
little proprietary information with respect to financial matters here. 

 
Peculiar Financial Realities 
Clara Miller, former President and CEO of Nonprofit Finance Fund, wrote a fascinating article, “The Looking-
Glass World of Nonprofit Money,” that highlights many ways (some alluded to here already) the uses and 
treatment of money differ between the for-profit and not-for-profit sectors. (The article is available for 
download as a PDF here: nonprofitfinancefund.org/files/docs/2010/NPQSpring05.pdf.) Here are her essential 
points (paraphrased freely). In the not-for-profit world: 
 

• The consumer (beneficiary) does not buy the "product"  
• Price does not cover cost 
• Cash/net income is not liquid due to restricted giving 
• Price is determined by comparables or ability to pay, not cost 
• Infrastructure investment has negative connotation among some funders 
• Overhead is difficult to justify 

 
The article is a great read for anyone interested in this topic and goes into far more depth that provided here. 
However, an understanding of these core financial truths goes a long way to clarifying the financial differences 
between the sectors. 

 
Personnel 
For the same reasons that there is no budgetary maneuvering room in NfP’s, there is also no such thing as 
excess or redundant staff. (Certainly, for-profits are streamlining more and more, but NfP’s have been there 
since the creation of 501(c)(3)’s.) In these small staffs, workloads are uniformly high (and getting more intense). 
Budgetary restraints make wage incentives for high performance out of the question. Small staffs also mean that 
there is little or no opportunity for advancement inside an organization. Professional advancement often 
requires moving to another organization, resulting in recruitment and retraining expenses to replace the 
employee. The “good news” is that almost no one takes a job in the field without a passionate commitment to 
the mission of the organization. But this passion leads staff to work long, hard hours. The resultant (inevitable) 
burnout takes a toll on the organization as the staff member leaves or loses productivity through exhaustion. For 



 

301 North Main Street, Suite 2405 ∙ Winston-Salem, NC 27101 
888.929.9499 ∙ www.outfitters4.com ∙ info@outfitters4.com 

all these reasons, management and motivation of staff in the not-for-profit world must be approached 
differently than in the for-profit realm. 
 
The other obvious personnel difference is the presence of volunteers. No one volunteers to work for Time-
Warner Cable. Recruiting, training, motivating, and evaluating “staff” who don’t get paid is a critical (and 
difficult) aspect of not-for-profit management. 

 
Marketing 
Every not-for-profit has at least three profoundly disparate constituencies: beneficiaries, funders, and 
volunteers. Each has a different interest in the organization and requires a different message (and sometimes 
mode of communication). While for-profits may have segmented markets, they are all purchasers of the 
product. This unique aspect of not-for-profit marketing is insufficiently understood even within the sector itself. 
 
Planning 
The fundamental basis for decision-making is the not-for-profit’s mission. As already pointed out, this is an 
abstract that has to be translated into concrete, operational steps in order for anything to happen. Planning is, 
therefore, more essential in not-for-profit management than in for-profits. And, since the mission is abstract, 
there is an extra step in not-for-profit planning. Profit is an objective marker; planning proceeds from there. Not-
for-profits must first identify their equivalent objective target/s and then plan toward it/them. 
 
As one small addendum, growth as a goal (often unquestioned in the for-profit world) can present a problem for 
501(c)(3)’s. First, a case can be made that growth has a tendency to force NfP’s away from their mission toward 
concern with supporting an expanding administrative infrastructure. In addition, unlike for-profits where growth 
supports the “mission” (profit)–enhancing financial viability, the sole purpose for growth in the not-for-profit 
world is to serve more people. Such growth is inevitably a financial drain since beneficiary payment does not 
cover costs. 
 
Evaluation 
Focus on mission has, to some extent, held not-for-profits back from clear-eyed focus on evaluation. Data 
sometimes feel suspect to NfP workers in the face of human faces. Also, the abstract nature of mission has led 
to a sense that outcomes are not measurable and that evaluation is a waste of time. Fortunately, that is 
changing. Data-driven outcomes assessment is becoming more important. Another difficulty, though, is the 
same as faced in planning and is an even greater problem in evaluation. Creating assessment criteria for an 
abstract result is more complex than designing programs to foster change. Evaluation is one of the areas in 
which the complexity of the work in comparison with for-profit practice is most extreme.  
 
Conclusion 
As can be seen here, an argument can be made that managing a not-for-profit corporation is more difficult than 
managing a for-profit one. That’s an entertaining conversation to have, but it’s not the real point of this. The 
important message is that managing not-for-profits is in many ways different from managing profit-making 
enterprises and that it is indeed difficult to do well. This understanding should help all who care for or work with 
501(c)(3)’s appreciate the complexity of the important work being done and, perhaps, improve their skills in 
doing so. 
 


