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Background 
 
Members of ORION Investment Advisors have been providing investment 
consulting and asset management services to non-profit organizations for more 
than twenty years. Over this time there have been several significant shifts in the 
way non-profits manage their financial affairs. In this white paper, ORION focuses 
on one of these shifts and its implication for the future. 
 
The Role of Investments in Non-Profit Budgeting 
 
Over the past twenty-five years investments and investment income have become 
an increasing—and increasingly important—part of many association’s financial 
pictures. I would point to three factors: 
 

1. Importance of non-dues income to non-profit organizations. 
Twenty-five years ago non-profit organizations had three primary revenue 
sources: member dues, revenues from an annual meeting and income from 
advertising and the sale of publications.  For most organizations member 
dues was the largest income source of the three by a wide margin.  
 
By the mid 1980s an increasing number of nonprofits were exploring “non-
dues” income as a way to both expand top-line income and diversify their 
revenue bases. Endorsed programs, expanded educational programming and 
certification evolved as popular new or expanded income centers. In some 
cases, associations created new, for profit subsidiaries to “house” the 
growing array of non-dues programs and services and to help avoid running 
into UBIT issues which might jeopardize their tax-exempt status. 
 
Today, most national associations have multiple income sources which can 
contribute significant dollar amounts to the oranizations’ top and bottom 
lines. According to the 2008 Operating Ratio Report undertaken by the 
American Society of Association Executives (ASAE), non-dues income 
accounts for a 62% of an average association’s budget. 
 
In addition to the growing number of revenue-generating programs and 
services sold to members (and in some cases the general marketplace), 
investment income has become an increasingly important revenue center for 



many groups. According to industry research, investment income has 
become one of the top five revenue sources for many associations. (1)   
 
Increase in the size of association reserves.  
 
In the early 1980’s the average association maintained less than 20% of its 
annual income in reserves. Many organizations held significantly less. 
Today, according to the ASAE 2008 Operating Ratio Report (2) the average 
nonprofit maintains an average of 61 % of its operating budget in reserves 
Why the dramatic increase? I believe this can be attributed to several factors: 
 

• Increasing role of non-dues income. As noted earlier, in order 
to meet the new and growing demands of their membership, 
most associations have examined and brought on line new, non-
dues revenue centers. And for many organizations, investment 
income has become a significant revenue source. 
  

• Increasing importance of reserve funds. Twenty-five years 
ago most associations did not maintain reserves sufficient to 
fund major new initiatives, “backstop” shortfalls in budgeted 
operating income or cover potentially catastrophic events such 
as the loss of a major member or cancellation of a convention. 
 
A large number of trade and professional associations 
established and built up reserves to buy office buildings 
between the mid 80s and mid 90s. Other groups added to 
reserves to fund endowments or foundations. Many 
organizations concluded it was just good business practice to 
maintain an adequately sized “rainy day” fund. 
 

• Investment Returns. In the early 1980s, whatever reserves an 
association maintained were typically held in bank deposits, 
CDs, and short term Treasury securities. The combination of 
increasing fund balances, greater sophistication and rising 
stock markets led nonprofits to implement more diversified 
investment portfolios designed for long-term growth rather 
than purely income. And despite occasional turbulence, the 
stock market of the 80s and 90s generally rewarded 
associations and helped reserves for some grow substantially 
during this period. 

 
(1), (2) 2008 Operating Ratio Report 13th Edition by ASAE Industry Research  

 

 
Implications 
 
 
Together, the growing importance of non-dues income and the general growth of 
reserves have increasing consequence for the budgets and balance sheets for 
associations and other non-profit organizations. 



 
Twenty-five years ago with association reserves invested almost exclusively in 
income-producing vehicles it was relatively easy to project estimated income for a 
particular period of time. And since these investments were almost always held to 
maturity, there was generally minimal impact on the organization’s balance sheet. 
 
Given these two characteristics, ie, predictable income and little or no market 
value fluctuation, it became common for associations to include investment 
income as part of their operating budgets. If an association had half of its reserves 
in a CD yielding 5% and the other half in money market funds which yielded 3%, it 
was simple to estimate that annual income would be 4% from reserves. 
 
The introduction of growth oriented investments into association reserves 
complicated the matter somewhat. While bonds typically pay interest and certain 
stocks pay dividends, the income generated from these two instruments is far less 
predictable than the income stream on a portfolio of CDs.  
 
Further compounding matters, with returns from diversified portfolios averaging 
as much as 10-12% during the latter part of the 80s and the 90s, many associations 
began to increase their projections for reserve fund “income” and to include these 
assumptions as part of the budget process. (3)  If reserves were up 12% last year it 
seemed reasonable, perhaps, to conclude that the organization could count on at 
least 6-8% from reserves as part of the following year’s income. Important to note 
here, of the 10-12% returns which many associations enjoyed during this period 
the largest share generally came from capital appreciation, not from dividends and 
interest income. (4) This presents a problem, inasmuch as capital appreciation 
cannot be predicted for any given year.  
 
At the same time accounting rules began to change. In the 1980s the practice of 
“mark to market” came on the scene.  The Financial Accounting Standards Board 
FASB) began requiring organizations to value assets on periodic intervals at the 
prevailing market price, rather than recording them at cost or book value.  
 
During periods of rising stock and bond prices, the mark to market requirement 
tended to benefit non-profit portfolios and balance sheets. However, and as the 
market decline of 2008 has demonstrated, marking investment assets to market 
can be painful. The pain is exacerbated where non-profit organizations have built 
into their budgets expected income/returns from reserves which may not be 
realistic. In these instances, non-profits may be staring at significant red ink on 
their bottom lines. 
 
(3), (4) Standard and Poor’s 2000 
 

 
What to do? 
 
For more than 20 years members of ORION Investment Advisors have helped non-
profit organizations develop prudent investment policies and then implement 
disciplined investment programs which aim to achieve long-term (5+ years) 
investment objectives. 



 
Over this period we have consistently recommended that associations not include 
investment results “above the line” but that if they do, they should use very 
conservative projections based only on estimated income, not on estimated income 
and capital gains. Including in the budgeting process assumed capital appreciation 
presumes that the equity markets will rise. And recent market declines have shown 
again that this is not always the case. 
 
In preparing this white paper we contacted numerous non-profit organizations and 
accounting firms which focus on non profits, to determine their practice of 
including reserve fund income as part of future year budgets. A minority of the 
groups we spoke with said they still estimate a return on reserves and include a 
sizeable portion of that in the coming year’s operating budget. A growing number 
now include only estimated dividends and interest income as part of next year’s 
budget. And others have stopped including any investment dividends, income and 
capital gains above the line in their budgets.   
 
We suggest that, as best practice, organizations electing to include investment 
income as part of the budgeting process use only projected income and dividends 
“above the line,” with capital appreciation or depreciation occurring below the line. 
We believe more aggressive projections may cloud the true income picture and 
may, in the long term, seriously impact both the integrity of the budgeting process 
and the balance sheet of the organization. 
 
 
 
 
 
 
Orion Investment Advisors, LLC, is registered as an investment advisor with the SEC. The firm only transacts 
business in states where it is properly registered, or is excluded or exempted from registration requirements. 
 
All expressions of opinion reflect the judgment of the author as of the date of publication and are subject to 
change. Information presented does not involve the rendering of personalized investment advice, but is limited to 
the dissemination of general information on products and services. 
 
Information presented is not an offer to buy or sell, or a solicitation of any offer to buy or sell the securities 
mentioned herein. 
  
Past performance may not be indicative of future results. Therefore, no current or prospective client should 
assume that the future performance of any specific investment, investment strategy or product made reference to 
directly or indirectly, will be profitable or equal to past performance levels.  
 
All investment strategies have the potential for profit or loss. Changes in investment strategies, contributions or 
withdrawals may materially alter the performance and results of your portfolio. 
 
Different types of investments involve varying degrees of risk, and there can be no assurance that any specific 
investment will either be suitable or profitable for a client's investment portfolio.  
 
Historical performance results for investment indexes and/or categories, generally do not reflect the deduction of 
transaction and/or custodial charges or the deduction of an investment-management fee, the incurrence of which 
would have the effect of decreasing historical performance results. Economic factors, market conditions, and 
investment strategies will affect the performance of any portfolio and there are no assurances that it will match or 
outperform any particular benchmark.  
 
Information provided should not be construed as legal, accounting or tax advice. Always consult an attorney or tax 
professional regarding your specific legal or tax situation. 


