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Perceived and Actual Financial Standing of Nonprofit Organizations: The Influence of 

Discrepancy on Organizational Stability 

 

Abstract 

The capacity of executive directors has a great impact on organizational outcomes. In a nonprofit 

context, we examine the extent to which nonprofit CEOs have an accurate understanding of their 

organizations’ funding structure, and how the discrepancy between their understanding and 

actual state may affect nonprofit financial stability.  Using a national sample of 619 arts 

nonprofits, we report the differences of the revenue portfolios as estimated by executive directors 

through an online survey and as reported in the IRS 990 tax returns. We find an executive 

director’s age, corporate experience, and being a founding member to be the most influential 

factors, but the ways these factors affect their financial acumen vary. The findings of this study 

have important implications for the recruitment of executive directors in the nonprofit sector, 

especially in anticipation of the retirement of baby boomers.  
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Introduction 

Earlier studies indicate that the top nonprofit executives have a significant influence on 

organizational performance (Drucker, 1990; Finkelstein & Hambrick, 1990; Hambrick & Mason, 

1984; Herman & Heimovics, 1990). The competency of a nonprofit’s executive director, like for-

profit business leaders, is critical to fulfilling a nonprofit’s mission (Jurkiewicz & Massey, 

1998). Although executive directors play a critical role in the success of nonprofit organizations, 

most governance studies tend to focus on board performance (Bradshaw et al., 1992; Brown, 

2005; Green & Griesinger, 1996; Miller, 2002; Nobbie & Brudney, 2003; Preston & Brown, 

2005). A few studies that discuss executive leadership largely focus on managing effective 

board-executive relationships (Golensky, 1993; Hoye & Cuskelly, 2003). Consequently, little has 

been known about nonprofit executive managerial capacity.  

A large volume of empirical studies about nonprofit managerial practice has relied on 

information obtained from executive directors (e.g., LeRoux & Wright, 2010; Sloan et al., 2016) 

even though we know little about the accuracy of the information they are able to offer. Earlier 

studies sought information from executive directors largely because they are most familiar with 

day-to-day management of the organization than board members and other staff. Indeed, 

executive directors are engaged in a variety of organizational functions, including but not limited 

to human resource management, fundraising, marketing, and finance, and should process a large 

volume of information about the organization to make appropriate decisions (Herman, 2016). 

Our study focuses on executive directors’ business acumen, that is, “keenness and quickness in 

understanding and dealing with a business situation in a manner that is likely to lead to a good 

outcome” (Reily & Reilly, 2009, p.10). Individuals with strong business acumen have the ability 



 

3 
 

to take informed action with the ability to collect, comprehend and process information 

necessary for making rational decisions.  

Our study specifically focuses on financial acumen since assessing all dimensions of 

business acumen such as marketing, strategy, development, and other areas is beyond the scope 

of a single study. To be more specific, we assess the accuracy of executive directors’ offhand 

knowledge of organizational revenue structure as selected measures. The underlying assumption 

is that directors must have accurate understanding of the overall status of their finances to 

demonstrate financial acumen behavior such as "adjust allocation of finances based on progress 

against goals," or "set organizational priorities aligning organizational finances” (Office of 

Human Resources, 2016).  

Our study contributes to the body of nonprofit performance literature in three ways. First, 

we assess the level of financial acumen that nonprofit leaders in the arts and cultural industry 

show. Then, we explore the organizational and personal factors associated the measured level of 

financial acumen. Finally, we examine the relevancy of executive directors’ financial acumen to 

nonprofit financial vulnerability. The findings of this study will also help better understand the 

reliability of earlier nonprofit studies conducted with the results of survey or interview data 

collected from executive directors. The findings of this study bring implications also for 

practitioners. The retirement of baby boomers and increasing turnover rates in the senior-level 

positions in nonprofits continue to challenge nonprofit board members to make important hiring 

decisions (Nonprofit HR, 2015). Nonprofit organizations and leadership can benefit from better 

understanding the characteristic of competent nonprofit executive directors.  

In the following section, we briefly review the literature on nonprofit executive 

leadership and managerial capacity to develop our hypotheses. We then describe the sample of 
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this study and present the empirical models to explore the characteristics of executive directors 

who have more accurate knowledge of their organizations’ standing than other directors. We 

discuss the implications of our findings and conclude the study by suggesting the directions for 

future studies.  

 

Previous Studies  

A large volume of studies has examined the internal information processing mechanisms 

and cognitive biases that affect directors’ decision-making processes in businesses (see Walsh, 

1995). Despite the number of studies on managerial cognition of corporate executive directors, 

very few have discussed the issue managerial cognition in the nonprofit context. Ritchie, 

Anthony, and Rubens (2004) and Ritchie, Kolodinsky, and Eastwood (2004) are of the very few 

that focused on nonprofit executives’ intuitive decision style.  Ritchie et al.’s (2004) study 

suggests that executive cognitive styles play a significant role in determining the degree of 

convergence between their perceptions of performance and a financial efficiency, which was 

measured by the ratio of total revenue to total expenses. Ritchie et al. (2007) used a survey data 

of 144 nonprofit university foundations’ chief executives to find that executive intuition is 

positively related to nonprofit financial performance. They measured executive intuitive decision 

or intuitive decision style using a Likert response based 6-item survey item scale, and assessed 

financial performance with six metrics for fundraising efficiency (the ratio of public support to 

fundraising expenses, and the ratio of total revenue to fundraising expense), public support (the 

ration of total contributions to total revenue, and the ratio of public support to total assets), and 

fiscal performance (the ratio of total revenue to total expenses, and the ratio of total contributions 

to total expenses).  
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Other studies focus on organizational attributes in order to understand financial acumen 

at the organizational level. For example, in their study of 1,004 small businesses in Canada, 

Orser, Hogarth-Scott, and Riding (2000) measured financial acumen at the organizational level 

by the presence of a financial officer and explored whether the “lack of information about 

financing options and/or lack of internal financial expertise present[s] a problem” (p.55). The 

current literature, however, stop short of understanding the personal characteristics such as 

education, professional experience, age, and gender that are associated with executive directors 

with strong financial acumen.  

The literature on nonprofit executive power provides some insights about the factors we 

must examine to understand managerial capacity. A number of individual and professional 

factors influence executive power, the ability to influence an organization’s overall direction. 

The traits discussed in the current literature include an executive director’s tenure (Brown & 

Guo, 2010; LeRoux & Langer, 2016, Shen, 2003), level of education (Johnson et al., 1993; 

Miller-Millesen 2003; Nonaka & Takeuchi, 1995; Ritchie, 2007), being a founder (Block and 

Rosenberg, 2002; Daily and Johnson, 1997), and gender (Provan, et al., 1980; LeRoux & Langer, 

2016). An executive director’s tenure (Brown & Guo, 2010; LeRoux & Langer, 2016, Shen, 

2003) reflects the length of time he or she has been with the nonprofit. Executive knowledge of 

the organization generally increase over time, and the longer a director has been with the 

organization, the greater influence he or she is likely to make on the nonprofit’s strategic 

decisions (Brown & Guo, 2010; LeRoux & Langer, 2016). Similar to tenure, executive directors 

with higher level of education seem to enjoy greater legitimacy and involvement during strategic 

decision-making processes for their nonprofits (Johnson et al., 1993; Miller-Millesen, 2003; 

Nonaka & Takeuchi, 1995; Ritchie, 2007). Founding executive directors or directors who have 
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been part of the founding team are likely to have more knowledge about and attachment to their 

organizations. The empirical evidence has proven that founding executive directors retain more 

power to control organizational operations (Block & Rosenberg, 2002; Daily & Johnson, 1997). 

Finally, studies have shown that female executive directors tend to face more challenges exerting 

their executive power than their male counterparts (LeRoux & Langer, 2016). In sum, male 

executive founding directors with longer tenure and higher levels of education are likely to exert 

greater influence over the course of nonprofit operation.  

Extant studies on executive power tend to focus mostly on board-director relationships. 

While current literature calls for more studies on the individual attributes of executive directors, 

the existing studies highlights the role of information in determining power dynamics between 

board and executive directors (Bernstein, Buse, & Bilimoria, 2016; Brown & Guo, 2010; Block 

& Rosenberg, 2002; Murray, Bradshaw, & Wolpin, 1992; Stone & Ostrower, 2007; Zald, 1969). 

That is, executive power is closely related to the amount of information that executive directors 

handle for the organization. Further, Ritchie et al.’s (2004) survey-based study shows that 

executive directors with internal control orientation are likely to have more accurate information 

about financial outcomes in their nonprofits. It stands to reason that the level of financial 

information executive directors collect, comprehend, and process, in other words financial 

acumen, functions as an intermediate factor in the relationship between individual characteristics 

and executive power. As such, we hypothesize: 

Hypothesis 1: Financial acumen would be positively correlated with an executive 

director’s individual demographic and professional characteristics.  

 



 

7 
 

While the capacity to collect, comprehend, and process the information is critical in 

retaining executive power, individuals have limited cognitive capacity to process information 

and use selective perception of their environment to render decisions based on their “bounded 

rationality” (Finkelstein & Hambrick, 1996; Hambrick & Mason, 1985; Simon, 1976)—a 

theoretical concept that the rational decision-making process is not always an option for 

managers, who have to make timely decisions every day. With the bounded rationality, we can 

expect that executive directors would show varying levels of financial acumen depending on the 

complexity of their nonprofits. As such organizational characteristics that determine the 

complexity of funding structure must been taken account to explain executive directors’ financial 

acumen. 

It is possible to expect that executive directors in large organizations have vague ideas 

about their finance because of their multifaceted funding structure and because they have more 

supporting systems. Executive directors in relatively large nonprofit organizations who often 

work with various departments will relegate the details of its financial transactions to finance, 

marketing, and development directors. We can, however, also expect that bigger organizations 

have the capacity to filter through information to share a clear, up-to-date financial picture with 

top management team on a regular basis. As such, we can expect executive directors in large 

organizations to have more accurate information about the status of their finance than directors at 

relatively small organizations who would have no such supporting systems. 

Further complicating issue is individuals’ limited memory capacity. The current body of 

research on managerial cognition also recognizes the decision makers’ overconfidence bias 

(Oskamp, 1965). Individuals are generally overconfident about their capacity, although there is a 

vast array of variations across individuals (Brenner et al., 1996; Oskamp, 1965; Wagenaar & 
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Keren, 1986; Weinstein, 1980). When a vast array of information is made available, managers 

are seen to be overconfident about rendering a decision even if the information they have 

obtained does not necessarily enhance the accuracy of the decision (Schwenk, 1986). As such, 

we hypothesize: 

Hypothesis 2:  Financial acumen would be correlated with the complexity of a nonprofit 

organization (e.g., assets, operating budget, and revenue structure), but the direction of 

the relationship could be positive or negative.  

 

To survive and thrive in a changing political and economic environment, nonprofit 

leaders must have solid understanding of their organizations’ financial standing, and be able to 

effectively allocate resources to generate revenue and to provide programs. We expect that how 

well executive directors are aware of the current financial status of their organizations would 

make a difference in financial outcomes. We thus hypothesize that: 

Hypothesis 3: Financial acumen would be negatively correlated with an organization’s 

financial vulnerability. 

 

The following section describes the data employed in this study, the measurement of 

financial knowledge discrepancy, and a set of explanatory variables and methods of analysis to 

predict the discrepancy.  After we present the empirical results, we will discuss the implications 

of our findings along with the potential link between the discrepancy and an organization’s 

financial vulnerability.  

 

Data and Methods  
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This study draws on the results of an original survey of nonprofit arts and culture 

organizations across the United States, completed by executive directors at randomly select 

sample organizations. The target population of this study consisted of arts and culture nonprofits, 

which comprise one of the five subsectors in the field. Our study focuses on the arts and culture 

sector partly because of the data that became available as part of a larger study, but also because 

arts nonprofits are often run by directors who come from artistic background rather than 

management background. Coming to direct a nonprofit organization without management 

training but for the cause of the organization is prevalent in other types of nonprofits as well, and 

as such, the findings of this study can provide useful insights for the nonprofit sector in general.  

The survey items were derived from the current literature, qualitative interviews with key 

informants. The questionnaire was refined through a pretest before it was sent to the sample 

organizations. The sample was drawn from the list of registered 501c3 public charities in the arts 

and culture sector except arts service agencies that do not directly serve the public and historical 

sites, available from the 2011 Core Files compiled by the National Center for Charitable 

Statistics (NCCS). A stratified sampling procedure based on ten organizational types was used to 

randomly select organizations.  

The survey data was collected through a web-based database application, Qualtrics. 

Using Dillman’s (2000) data collection strategies, the survey collected 909 completed responses 

with a response rate of just over 30 percent. No significant differences of the organization size, 

funding structure, field of activity, and location when the sample was compared to the 

population, providing a legitimacy for the sample to be considered nationally representative. 

To account for organizational context, the survey data was matched with the NCCS Core 

Files in other that we compare the financial data that directors reported in the survey and the 
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actual measures reported to the IRS around the time the survey took place. Given that executive 

directors completed the survey during March 2014, we matched the responses with the 2013 

Core Files, which draw information from form 990 and form 990-EZ that 501c3 public charities 

filed around 2013. Of these, we dropped the observations that did not have financial records for 

the tax period that ended at least on January 2013 or after. Each organization has its own tax 

year, and for the sample organizations, the majority (95.7%) of the sample organizations ended 

their tax year between June 2013 and June 2014.  

While the survey was supposed to be complete by executive directors, depending on the 

structure of the organization or availability, other individuals in equivalanent positions such as 

chief operating officers, president, board member or senior managers have completed the survey. 

For the sake of consistency, this study limits the analyses to the responses completed by the 

executive directors of the sample organizations. After dropping some obvious erroneous 

responses and missing values, our final sample includes 562 organizations (see Appendix A for 

the detail).  

This study aims to identify the organizational and personal factors that are associated 

with the level of discrepancy between the perceptual and officially reported measures on funding 

structure. We employ multinomial logistic regression to examine the likelihood an executive 

director will display a pessimistic, little or no, or optimistic discrepancy in their understanding of 

revenue structure. Then, we examine the proportion of financially vulnerable organizations 

depending on the level of discrepancy a director shows.  

 

Dependent Variable 
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Most nonprofit organizations rely on multiple sources of income to fund their programs 

and services (Bowman, 2012; McKeever, 2015). To make rational decisions, executive directors 

should understand where their funding comes from and how each of them comprises the revenue 

structure. The current study assesses executive financial acumen by the degree of discrepancy 

between an executive director’s perceptual measures and actual (i.e., officially reported) 

measures of the respective organization’s funding structure.  

The survey asked respondents, executive directors of the sample organizations: “In the 

last fiscal year, what was the approximate percentage breakdown of your organization’s 

revenue? (must add to 100%, your best guess)” The five answer categories given include 1) 

Government Grants & Contracts, 2) Service/Program Fees, 3) Corporate/Foundation Grants, 4) 

Individual donations, and 5) Investment Income and Other Earnings. This question offered a 

unique opportunity to compare the leaders’ offhand knowledge when they took the survey to the 

numbers that were reported to the IRS around the time of the survey. In this study, we focus on 

two main revenue categories—service/program fees, and aggregated amount of contributed 

incomes (i.e., government grants and contracts, corporate/foundation grants, and individual 

donations). We use aggregated amount of contributions partly because the current NCCS 990 

data available for research does not specify the details of contributed income coming from 

various sources. We measured the share of program fees out of total revenue and the share of 

contributions out of total revenue as reported in the survey and in the NCCS 990 data, 

respectively.  

To assess the perceptual discrepancy of financial measures for these two revenue types, 

we calculate the difference between the shares reported in two different datasets. For instance, a 

respondent reported that contributions account for about 40% of his/her organization’s total 
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revenue while the organization’s 990 returns show that close to 80% of the revenue comes from 

contributions. On another case, the survey records indicate 40% of revenue coming from 

contributions when the 990 data indicates 20%. Our discrepancy measure would be -40 for the 

former and 20 for the latter. Figure 1 presents the range of discrepancy measure for the sample 

organizations for the share of contributions and for the share of program fees, respectively. 

Although the current status in the directors’ knowledge gap is not too rosy, the result is not 

discouraging. As both graphs indicate, the difference in the share of reported values in the survey 

and the 990 forms for the majority of executive directors is concentrated around 0, suggesting 

little or no discrepancy. Nonetheless, there are a non-negligible number of organizations that 

shows a substantial gap in the directors’ knowledge and the reality, making it necessary to 

investigate the factors that determine the gap.  

 

[Figure 1] 

 

To assess the level of discrepancy, we create three groups for the selected two revenue 

items. When comparing the measures in the survey and in the 990 forms, it is not realistic to 

expect that the numbers would be the exactly same. If a director answered 40% for program fees 

when the organization derives 36% of its revenue from charging programs, it is reasonable to 

believe that the director had a fairly good knowledge about the status. For such reason, we call 

“little or no discrepancy” if the difference of the numbers between the survey and the 990 form is 

not larger than 10 but smaller than -10. For the difference that is larger than 10, we call 

“optimistic discrepancy” to indicate that the share the selected revenue estimated on the survey is 

larger than the share reported in the 990 form. In a similar sense, we call “pessimistic” 
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discrepancy if the difference is smaller than -10. Table 1 shows the proportion of discrepancy 

groups across two revenue items.  

 

[Table 1] 

 

Similar to the findings in Figure 1, the results in Table 1 provide a generally promising 

picture for the current status of nonprofits. Nearly half of the respondents below to the “little or 

no” discrepancy category for both revenue items. And only 2% of the sample are being 

pessimistic for both or optimistic for both, which might suggest a danger of being unaware of the 

overall state of the available budget. On the other hand, a larger share of organizations that 

belong to the “optimistic discrepancy in program fees” belong to the “pessimistic discrepancy in 

contributions,” and vice versa. Such results suggest that directors who overestimate for one 

revenue (optimistic) tend to underestimate another revenue (pessimistic) given that contributions 

and program fees together take the majority of the share in the revenue pie. For instance, one 

sample organization estimated the share of its program revenues to be 30% and the share of 

contribution to be 60% when its 990 report shows it derived 18% of the revenue from charging 

program fees (the difference of 12, and thus optimistic discrepancy) and 76% from contributed 

incomes (the difference of -26, and thus pessimistic discrepancy). Doing so balance out the 

discrepancy in two revenue items in a way that executive directors do not overestimate or 

underestimate the aggregate amount of resources they could work with. 

 

 

Independent Variables 
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We identify six organizational and nine personal characteristics to predict the executive 

directors’ level of information accuracy—the discrepancy in the perceived and actual financial 

measures. The discrepancy would be largely influenced by the size or importance of the selected 

revenue item in the budget. Therefore, the share of the selected revenue item (i.e., contributions 

and program fees) as reported in the NCCS 990 forms are included in the empirical model. To 

further gauge a nonprofit’s complexity, we measure the organization’s age, annual budget 

(logged), total assets, and type of the programs offered.  

We have also hypothesized that personal characteristics, associated with managerial 

power, would be related to the level of information accuracy (or knowledge discrepancy). Thus, 

we measure 1) the level of education, 2) age, 3) being a founding member of the organization, 4) 

gender, 5) having corporate work experience, 6) having a business administration degree, and 7) 

having a formal education in the arts. We include having an arts education and corporate 

experience as proxy measures to identify artistic and managerial backgrounds of executive 

directors. 

 To account for the relationship between managerial power and information, we measure 

the level of influence executive director has over the direction or goals of the organization as 

reported by executive directors. In the model, we also include an executive director’s expectation 

of the organization’s program growth for the next 5 years as a proxy measure for the director’s 

outlook for and confidence about the organization. The last set of independent variables are 

dichotomous variables to control the time that each organization filed their 990 forms. The 

correlation matrix (Appendix B) indicates that multicollinearity is not an issue in our empirical 

models. Table 2 summarizes the description of all variables used in our empirical models.  
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[Table 2] 

 

In Table 3, we present descriptive statistics for all independent variables. Then, with 

Table 4 we compare the mean values of selected independent variables for six subgroups. The 

three columns on the left side show mean values for three groups divided by the degree of 

discrepancy in the share of contributions, and the three columns on the right side show mean 

values for another groups divided by the degree of discrepancy in the share of program fees. On 

average, organizations generate slightly over half of their revenue from contributions (53% in the 

990 forms, and 54% in the survey), and over one third of the revenue from program fees (37% in 

the 990 forms, and 40% in the survey). The average shares of selected revenue items are 

different across the groups divided by the level of discrepancy. The results confirm our earlier 

assumption that different levels of reliance on each revenue item would create different degrees 

of discrepancy. It remains to be seen, whether, and if at all, the relative reliance on the selected 

sources of revenue are related to the level of discrepancy even after confounding factors are 

controlled.  

[Table 3] 

 

[Table 4] 

 

The sample organizations have been around for about 25 years in general. On average, 

sample organizations run with an annual budget of $1 million and has about $2.8 million of 

assets. There are however notable differences across the groups. For the groups divided by the 

gap in the share of contributions, optimistic discrepancy group shows an annual total expense 
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(0.63 million) that is close to a half of that of the other groups ($1.17 million & $1.15 million). 

The average assets size of contribution optimistic discrepancy group is also smaller than the rest. 

The group of organizations with optimistic discrepancy in program fees has an average asset of 

over $4 million. The number is significantly different that of little or no discrepancy group ($2.5 

million). Taken together, organizations that overestimate the share of contributions appear to be 

relatively small in size than the other organizations while organizations that overestimate the 

share of program fees appear to be relatively larger in size. Lastly, the proportions of ten arts 

types show some degree of differences across the subsamples but no one type appears to stand 

out. 

For executive directors’ personal characteristics, the leaders of the sample organizations 

generally have more than a college degree but not completed graduate level degrees. Executive 

directors in little or no discrepancy groups (for both categories) show slightly higher levels of 

educational background when compared to the groups with substantial discrepancies. Other 

characteristics of the average directors include that they are close to their 50s, a third of them are 

founding members, much fewer than half are male, slightly over half have corporate experience, 

short of ten percent have a business degree, and about half have formal training in the arts. The 

directors generally have a fair amount of expectation for their organizations to grow for the next 

5 years, and have some or a fair amount of influence over the direction or goals of the 

organizations. The differences in personal characteristics and perception toward organizations 

across the groups are generally minor and not noteworthy, except for directors’ corporate 

experience.  

Finally, according to Table 2, the majority of organizations filed their latest tax returns 

for the year that ended in December 2013, just two months before the survey took place. Table 3 
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further describe that no significant difference exists in terms of the period 990 records covered 

across the groups that show different levels of discrepancy. The next section presents the results 

of multivariate analyses to discuss the effects of the selected variables by controlling for the 

effects of confounders.  

To assess financial vulnerability, we augmented the survey responses with three years of 

financial records by adding 2012 and 2011 Core Files. Since organizations are not required to 

file the 990 form if the organization’s gross receipts do not exceed $50,000, we were not able to 

identify all three years of data for some of the sample organizations. For such reasons, our 

analysis for the link between financial vulnerability and managerial perception focuses on 384 

organizations for which we were able to identify all three consecutive years of records.  

 

Results 

[Table 5] 

 

Table 5 presents the results from the multinomial logit analysis to shed some light on the 

following question: What organizational and personal attributes explain the level of discrepancy 

in a director’s knowledge of his/her organization’s financial standing? It reports the likelihood of 

an organization in the two substantial discrepancy groups as compared to the little or no 

discrepancy group for contributions (left side) and for program fees (right side), respectively. 

The empirical models explain 14 percent of the variation in an organization’s discrepancy group 

for contributions and about 13 percent of the variation for program fees, and predict over half of 

the samples for both with the cutoff point of .5.  
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There are some notable differences in the demographic characteristics of executive 

directors who show substantial versus no substantial discrepancy. Executive directors that show 

pessimistic discrepancy for contributions and optimistic discrepancy for program fees are on 

average older than those showing little or no discrepancy. Also, executive directors with 

corporate experience are more likely overestimate of the share of contributions, i.e., show 

optimistic discrepancy (b =0.523, p < .05) but less likely to do so for the share of program fees (b 

=-0.485, p < .05). In other words, they tend to be more conservative when it comes to earning 

fee-based incomes while being optimistic for contributions. Some grants are awarded in the form 

of contributions but can be reported as program fees once certain conditions are met. It is 

plausible that directors transitioned from corporations do not clearly understand such subtle 

differences and have overestimated the amount of total contributions due to such technical issues 

with grants.   

A number of individual characteristics warrant attention especially for the discrepancy in 

program fees; the group of executive directors who overestimate the portion of program fees are 

less educated (b =-0.274, p < .01) and less likely to be founding members (b =-0.624, p < .05) 

than the directors whose understanding is close to the reality. The organizational growth-

expected culture and an executive director’s influence do not make a significant difference 

except that organizations with optimistic discrepancy for program fees are likely to have more 

prospective outlook for their growth (b =0.226, p < .1) than those with no substantial 

discrepancy. The period gap between the 990 tax returns and the survey did not make any 

significant difference in the results.  

The empirical results support hypothesis that the greater size of the selected revenue 

source would be positively associated with a director’s inaccurate estimation of the share of the 
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revenue. This is true for both contributions and program fees. Organizations are likely to be 

smaller in budget size when they show optimistic discrepancy for contributions and show 

pessimistic discrepancy for program fees. Of the organization types, ethnic and community arts 

groups are less likely to be optimistic about or overestimate the share of contributions but more 

likely to be optimistic about the share of program fees. For contributions, museums are more 

likely to show underestimated values, resulting in pessimistic discrepancy, than no substantial 

discrepancy. For program fees, we find that media, museum, and theatrical arts organizations are 

more likely to show optimistic discrepancy than little or no discrepancy.  

 

[Table 6] 

 

In order to understand the factors that are more strongly related to having substantial 

discrepancy than other factors, Table 6 presents the changes in the predicted probabilities as the 

binary independent variable changes from 0 to 1, and continuous variables change from the 

minimum value to the maximum value, while all other variables are held at their means. Budget 

size measured by annual expense has a moderately significant factor in predicting optimistic 

discrepancy in contributions and pessimistic discrepancy in program fees. Individual 

characteristics--executive directors' education, age, growth expectation, and perceive level of 

influence are also strong predictors of knowledge discrepancy. Moving from the minimum of 1 

to maximum value of 5 in education increases an organization's probability of having 

insubstantial discrepancy in understanding the share of program fees by 22 percent.  

The logical question to follow is whether the discrepancy in the reality versus directors’ 

understanding of the financial standing matters to an organization’s financial sustainability? To 
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identify “financially vulnerable” organizations, we follow Gilbert et al.’s (1990) definition of 

having deficits for three years in row. Not being able to balance the budget and thus having 

deficits for three years in row can damage an organization’s performance and reputation in the 

community even after considering that making some surplus is not a goal for nonprofit 

organizations. Out of our final sample of 562 organizations, we were able to match three 

consecutive years’ records for 384 organizations, and 54 organizations had negative net income 

for 2013, 2012, and 2011 tax years as reported in their 990 forms. Table 7 shows the proportion 

of financially vulnerable organizations across the combinations of discrepancy groups.  

The group that shows pessimistic discrepancy in contributions but no substantial 

discrepancy in program feels has the highest rate of vulnerable organizations (36%), followed by 

the group that has optimistic discrepancy in contributions and pessimistic discrepancy in 

program fees (21%). Nonetheless, about 12% of the group without substantial discrepancy are 

financially vulnerable organizations, and the percentage is not much different from the group that 

has optimistic discrepancy in contributions but no substantial discrepancy in program fees (10%) 

and another group with optimistic discrepancy in program fees and pessimistic discrepancy in 

contributions (12%). Taken all together, the matrix provides little evidence for the hypothesized 

relationship between financial vulnerability and financial acumen (i.e., discrepancy in financial 

status). We have also estimated a variety of logistic regression models to predict the financial 

vulnerability as a function of discrepancy, while controlling for an organization’s operating 

margins, overhead costs ratio, revenue diversification, size, growth expectation, program type, 

and age. Nonetheless, we did not find significant results that are worth reporting here. One 

plausible explanation is that our empirical estimation did not fully capture other important 

governance factors such as board involvement. The majority of organizations in the sample (as 
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seen in Table 1) showed the little or no substantial discrepancies, while promising for the sector, 

that make it hard to identify statistically significant relationships due to the small number of 

financially vulnerable organizations in each cell. There are very few organizations found in two 

risky conditions (being pessimistic for both categories or being optimistic for both categories).  

 

[Table 7] 

 

Conclusion 

Our unique dataset revealed thought-provoking discrepancies between the percentage 

numbers reported by executive directors and those found in their tax returns. This signals that 

some important strategic and resource-based decisions could be based on inaccurate information. 

The discrepancies shown in the way executive directors understand their revenue portfolios make 

it wary about other insights they exercise. For instance, the extent to which the perceptual 

measure differs from the actual measure could have a different consequence on how efforts are 

allocated to solicit a certain type of resources.  

Our study also reports that certain individual attributes that have been known to be 

associated with executive power are also associated with financial acumen. We find an executive 

director’s age, corporate experience, and being a founding member to be the most influential 

factors, but the ways these factors affect their financial acumen vary. With the results, we also 

conclude that the complexity of organization matter to the level of financial acumen that we 

could expect from executive directors. Understanding such factors would help guide board 

members who must be responsible to hire competent executive directors. These findings 
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contribute to the line of literature that highlights the significant role of executive directors in 

making strategic decisions for nonprofits. 

There are several limitations in this study that must be acknowledged. Our study is based 

on the premise that 990 tax returns data are accurate. Although the data have been found to be 

reliable for research purpose (Froelich, 1999), we cannot rule out the possibility that reported 

numbers contain some errors. Further, there are certain sections where the reported numbers may 

not reflect the way organizations think of their finance. For instance, the values of in-kind 

donations are not reported in 990 tax forms, and thus organizations that rely heavily on in-kind 

donations may show a significantly greater discrepancy for contributions. And there is no way to 

tell how much time each executive director might have taken to complete the survey. Some 

might have taken more time to look up the actual numbers while others have not done so. 

Further, the timing of the survey and the period 990 forms cover may not match exactly. Lastly, 

although our empirical models have controlled the tax period of each organization, there remains 

the possibility such discrepancy might have contributed to the results.  

Despite these limitations, this study is first of its kind to explore the managerial 

knowledge in the context of nonprofits and opens up the avenue for more research on the 

nonprofit sector. Future research must find ways to identify if having a director of finance or 

someone in an equivalent position within an organization makes a significant difference in the 

capacity of nonprofits managing their assets. Future studies should also pay attention to the 

person who prepares 990 tax returns and the extent to which executive directors are involved 

with the preparation. Finally, researchers must create alternative ways to measure financial 

acumen. 
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Our empirical analysis focuses on the arts and cultural sector where executive directors 

are less likely to have financial and managerial backgrounds. Even so, the findings in this study 

still offer lessons relevant for the entire nonprofit sector where executive directors are drawn to 

the cause rather than the ambition to lead an organization per se. The findings of this study 

highlight significance of nonprofit financial management education for future nonprofit 

managers.  

The lack of professional financial expertise and the reliance on voluntary governance 

(Douglas and Mills, 2000) could result in unintentional errors made for important decisions. The 

inadvertent misrepresentation of the organization could also risk the publicity and discourage 

future contributions to the organizations. The results of this study call for more investment in 

nonprofit management infrastructure and provide the legitimacy of investing in overheard costs 

to retain talented pools to run organizations.  
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Appendix A. Data Cleaning Process 
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Figure 1. Discrepancy between Perceptual and Actual Financial Measures 

  
Note: Y-axis indicates the number of observations; X-axis indicates the [the share of 
contributions in the revenue as reported in the survey] – [the share of contributions in the 
revenue as reported in NCCS 990 data] 
 
 

 
Note: Y-axis indicates the number of observations; X-axis indicates the [the share of program 
fees in the revenue as reported in the survey] – [the share of program fees in the revenue as 
reported in NCCS 990 data] 
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Table 1. Discrepancy Across Two Revenue Items (N=562) 

 
  

Pessimistic Little or No Optimistic Total
Pessimistic 1% 4% 18% 22%
Little or No 2% 42% 9% 53%
Optimistic 16% 8% 1% 25%

Total 19% 53% 28% 100%

 Discrepancyin Program Fees

Discrepancy 
in 

Contributions
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Table 2. Description of Variables 

   
Note: t-tests of differences indicate the statistically significant difference in the mean values of 
the selected variable compared to the values of the “little or no discrepancy” group. *p < 0.1, **p 
< 0.05, ***p < 0.01 levels. 

Variable Description
Organization Chracteristics

Pessimistic Discrepancy [(Share of the selected revenue category in Survey) - (Share of the selected 
revenue category in NCCS)] is smaller than - 10

Little or No Discrepancy [(Share of the selected revenue category in Survey) - (Share of the selected 
revenue category in NCCS)] is larger than than - 10 but smaller than +10

Optimistic Discrepancy [(Share of the selected revenue category in Survey) - (Share of the selected 
revenue category in NCCS)] is larger than +10

Share of Contributions Percentage of contributions out of revenue (obtained from the NCCS)
Share of Program Fees Percentage of service fees out of revenue (obtained from the NCCS)
Org_Age Organization age (2014 ruling year)
Budget_Sizie Log of total expenses
Total_Assets Total assets at the end of year
Group Type Based on the NTEE codes (dichotomous variable)

Arts Services A40 (visual arts) A50 (Museums) A51 (Art Museums)
Ethnic/Community Groups A23 (Cultural & Ethnic Awareness) A24 (Folk Arts) A27 (Community 

Celebrations)
Arts Education A25 (Arts Education) A6E (Performing Arts Schools)
Media A30 (Media & Communications) A31 (Film & Video) A32 (Television) A33 

(Printing & Publishing) A34 (Radio)
Arts Museums A40 (visual arts) A50 (Museums) A51 (Art Museums)
Non-arts Museums A52 (Children’s Museums) A54 (History Museum) A56 (Natural History & 

Natural Science) A57 (Science & Technology Museums)
Performing Arts A60 (Performing Arts) A61 (Performing Arts Centers)
Dance/Ballet A62 (Dance) A63 (Ballet)
Theatrical Arts A65 (Theater) A6A (Opera)
Music A68 (Music) A69 (Symphony Orchestras) A6B (Singing & Choral Groups) 

A6C (Bands & Ensembles)
Executive Director Personal Characteristics

ED-education ED-education level (1= High school, 2= Some college, 3 = Graduated from 
college, 4 = Some graduate school, and 5 = Completed graduate school)

ED-age ED- age (1 = 19 or younger, 2 = 20-29, 3 = 30-39, 4 = 40-49, 5 = 50-59, 6 = 
60-69, 7 = 70 or older)

ED-founder ED is one of the founding members. (1 = yes, 2 = no)
ED-male ED is male. (1 = yes, 2 = no)
ED-corporate experience ED has ever worked professionally at the corporation/business. (1 = yes, 2 

 ED-business degree ED has degree in business administration. (1 = yes, 2 = no)
ED-artist ED has a degree or formal education in the arts (indication of being artist 

himself/herself). (1 = yes, 2 = no)
Control Variables

Expected Organizational Growth Organization's programs expected to grow for the next 5 years--based on 
Ed's perception (1 = not at all, 2 = only a little, 3 = some, 4 = a fair amount, 
    ED's Influence ED's influence over the direction or goals of the organization (1= none, 2 = a 

little, 3 = some, 4 =  a fair amount, 5 = a lot)--based on Ed's perception
Tax_end 1 Ending Tax Period: 2013 January ~ 2013 June
Tax_end 2 Ending Tax Period: 2013 July ~ 2013 December
Tax_end 3 Ending Tax Period: 2014 January ~ 2014 June
Tax_end 4 Ending Tax Period: 2014 July ~ 2014 December
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Table 3. Descriptive Statistics for Independent Variables (N=562) 

  

Variables Mean Std. Dev. Min Max
Executive Director Personal Chracteristics

ED-education 4.06 1.09 1 5
ED-age 4.87 1.16 2 7
ED-founder 0.32 0.47 0 1
ED-male 0.40 0.49 0 1
ED-corporate_experience 0.54 0.50 0 1
ED-business_degree 0.09 0.28 0 1
ED-artist 0.51 0.50 0 1

Organization Chracteristics
Share of Contibutions (NCCS) 53.18 28.35 0 100
Share of Contibutions (Survey) 54.39 27.04 0 100
Share of Program Fees (NCCS 37.26 28.20 0 100
Share of Program Fees (Survey 40.37 27.60 0 100
Org_Age 25.23 16.13 2 76
Budget_Sizie (total expenses) 1,033,007 3,113,735 2,163 45,500,000
Total_Assets 2,814,637 10,000,000 -18,626 136,000,000
Group Type

Arts Services 0.09 0.29 0 1
Ethnic/Community Groups 0.08 0.27 0 1
Arts Education 0.07 0.26 0 1
Media 0.08 0.27 0 1
Arts Museums 0.13 0.34 0 1
Museums 0.07 0.25 0 1
Performing Arts 0.07 0.25 0 1
Dance/Ballet 0.04 0.20 0 1
Theatrical Arts 0.17 0.38 0 1
Music 0.19 0.39 0 1

Control Variables
Expected Organizational Growt 3.82 0.95 1 5
ED's Influence 3.60 0.94 0 4
Tax_end 1 0.28 0.45 0 1
Tax_end 2 0.53 0.50 0 1
Tax_end 3 0.17 0.37 0 1
Tax_end 4 0.02 0.14 0 1
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Table 4. Average Values of Variables Across Three Groups of Knowledge Discrepancy 

   
Note: Statistical differences (T-test results with unequal variances) are noted in comparison to 
the “No or little discrepancy” values using the following indicators: * p<.10, ** p<.05, 
***p<.01, ***p<.001. 
  

Little or No 
Discrepancy 

(N=299)

Little or No 
Discrepancy 

(N=300)
Individual Chracteristics

ED-education 4.12 4.00 3.97 4.17 3.94 ** 3.90 ***
ED-age 4.80 5.15 *** 4.77 4.79 4.80 5.06 ***
ED-founder 0.33 0.33 0.29 0.34 0.32 0.28 *
ED-male 0.39 0.46 * 0.34 0.39 0.34 0.45 *
ED-corporate_experience 0.51 0.50 0.64 *** 0.54 0.64 ** 0.47 *
ED-business_degree 0.09 0.07 0.09 0.08 0.10 0.08
ED-artist 0.53 0.48 0.47 0.54 0.47 * 0.46 *

Organization Chracteristics
Share of Contibutions (NCCS) 52.65 70.92 *** 38.72 *** 54.27 38.75 *** 61.02 ***
Share of Contibutions (Survey) 52.98 42.70 *** 67.68 *** 57.26 64.20 *** 42.07 ***
Share of Program Fees (NCCS) 39.55 21.67 *** 46.08 ** 36.94 55.39 *** 25.37 ***
Share of Program Fees (Survey) 42.85 47.77 * 28.58 *** 37.16 28.91 *** 54.51 ***
Org_Age 24.92 26.67 24.62 25.51 23.49 25.89
Budget_Sizie (log of total expenses) 12.73 12.63 12.44 ** 12.70 12.35 ** 12.71
Budget_Sizie (total expenses) 1,170,535 1,152,899 633,952 ** 986,389 759,078 1,312,335
Total_Assets 2,792,329 3,951,247 1,863,687 2,515,504 1,407,365 * 4,365,076 **
Group Type

Arts Services 0.09 0.12 0.08 0.09 0.09 0.10
Ethnic/Community Groups 0.09 0.08 0.06 * 0.06 0.07 0.12 **
Arts Education 0.08 0.07 0.06 0.08 0.10 0.04 **
Media 0.08 0.11 0.06 0.07 0.08 0.10
Arts Museums 0.11 0.16 0.14 0.13 0.11 0.15
Museums 0.06 0.10 0.06 0.07 0.02 *** 0.11 *
Performing Arts 0.06 0.03 * 0.11 * 0.06 0.09 0.05
Dance/Ballet 0.05 0.01 *** 0.06 0.06 0.05 0.01 ***
Theatrical Arts 0.18 0.17 0.16 0.17 0.15 0.19
Music 0.20 0.15 * 0.21 0.21 0.23 0.12 ***

Control Variables
Expected Organizational Growth 3.78 3.90 3.84 3.77 3.74 3.98 ***
ED's Influence 3.63 3.56 3.58 3.65 3.50 * 3.56
Tax_end 1 0.28 0.29 0.27 0.31 0.25 0.23 **
Tax_end 2 0.52 0.57 0.53 0.50 0.53 0.60 **
Tax_end 3 0.19 0.11 ** 0.17 0.17 0.19 0.15
Tax_end 4 0.01 0.02 0.03 0.02 0.03 0.01

Optimistic 
Discrepancy 

(N=155)

Discrepancy in the Share of Contributions Discrepancy in the Share of Program Fees

Pessimistic 
Discrepancy 

(N=123)

Optimistic 
Discrepancy 

(N=140)

Pessimistic 
Discrepancy 

(N=107)
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Table 5. Likelihood of having substantial discrepancy instead of insubstantial discrepancy 
(Multinomial logit with "Little or No discrepancy" as the base category) 

   
Note: *p < 0.1, ** p<0.5, ***p <0.01, Reference group type = Music organizations, Reference 
tax period = tax_end2, N=562 

 

  

Coef. 
(Robust 

Std. Err.) Coef. 
(Robust 

Std. Err.) Coef. 
(Robust Std. 

Err.) Coef. 
(Robust 

Std. Err.) 
Individual Characteristics

ED-education -0.216 0.113 -0.075 0.102 -0.157 0.114 -0.274 0.103 ***
ED-age 0.257 0.119 ** -0.004 0.104 0.040 0.114 0.202 0.107 *
ED-founder -0.327 0.323 -0.372 0.284 -0.382 0.309 -0.624 0.288 **
ED-male 0.353 0.240 -0.234 0.235 -0.241 0.262 0.216 0.220
ED-corporate experience -0.158 0.240 0.523 0.229 ** 0.338 0.251 -0.485 0.226 **
ED-business degree -0.306 0.450 -0.339 0.438 0.073 0.503 -0.172 0.407
ED-artist -0.172 0.263 -0.070 0.248 -0.033 0.269 -0.165 0.243

Organization Characteristics
Share of Contributions (NCCS) 0.030 0.005 *** -0.023 0.004 *** 0.026 0.004 *** -0.019 0.004 **
Org_Age 0.015 0.009 * 0.003 0.008 -0.003 0.010 -0.002 0.008
Budget_Sizie (log of expenses) -0.053 0.110 -0.184 0.091 ** -0.176 0.105 * 0.014 0.099
Total_Assets (in millions) 0.007 0.011 -0.006 0.013 0.003 0.015 0.014 0.013
Group Type

Arts Services 0.662 0.455 -0.312 0.478 -0.162 0.481 0.731 0.438 *
Ethnic/Community Groups 0.233 0.520 -1.188 0.545 ** -0.640 0.599 1.113 0.461 **
Arts Education 0.406 0.505 -0.792 0.535 -0.237 0.516 0.036 0.549
Media 0.521 0.479 -0.271 0.490 0.174 0.481 1.001 0.461 **
Arts Museums 0.586 0.436 0.161 0.379 -0.055 0.445 0.427 0.397
Museums 0.954 0.515 * 0.093 0.509 -1.243 0.799 0.891 0.491 *
Performing Arts 0.156 0.631 0.600 0.461 0.140 0.510 0.546 0.506
Dance/Ballet -1.307 1.038 0.296 0.520 -0.487 0.604 -0.606 0.811
Theatrical Arts 0.494 0.402 -0.541 0.381 -0.693 0.421 * 0.895 0.375 **

Control Variables
Expected Organizational Growth 0.130 0.128 0.151 0.125 0.069 0.139 0.226 0.118 *
ED's Influence -0.078 0.133 0.021 0.123 -0.012 0.131 -0.097 0.121
Tax_end 1 0.075 0.269 -0.015 0.271 -0.216 0.299 -0.361 0.257
Tax_end 3 -0.407 0.382 -0.365 0.317 -0.052 0.354 -0.004 0.319
Tax_end 4 0.848 0.797 1.018 0.826 0.552 0.847 -0.231 0.976

Constant -3.370 1.648 ** 2.412 1.401 * 0.627 1.523 -0.671 1.418
Pseudo R2
Count R2

0.141
0.546

0.133
0.552

Discrepancy in the Share of Contributions Discrepancy in the Share of Program Fees
"Little or No Discrepancy" versus "Little or No Discrepancy" versus

Pessimistic Discrepancy Optimistic Discrepancy Pessimistic Discrepancy Optimistic Discrepancy
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Table 6. Probability of an Organization’s Level of Discrepancy 

  
Note: Multinomial logit with "Little or No discrepancy" as the base category. Marginal effects 
indicate the change in the predicted probability of an organization in one of the discrepancy 
category when the value of an independent variable change from its minimum to maximum value 
(for dichotomous variable, the change is from yes to no), while all other variables are set to their 
average values. The predicted change of probability has been calculated by multiplying marginal 
effects (dy/dx) and the difference between minimum value and maximum value of the variable.  

  

Individual Characteristics
ED-education -11% * 13% -2% -4% 22% -18% **
ED-age 18% ** -13% -5% -1% -17% 18% *
ED-founder -3% 8% -5% -3% 12% ** -10% **
ED-male 6% * -1% -5% -4% -1% 5%
ED-corporate experience -4% -5% 10% ** 6% ** 4% -10% **
ED-business degree -3% 8% -5% 2% 2% -3%
ED-artist -2% 3% -1% 0% 3% -3%

Organization Characteristics
Share of Contributions (NCCS) 50% *** 0% -50% *** 40% *** 0% -50% ***
Org_Age 15% -15% 0% 0% 7% 0%
Budget_Sizie (log of expenses) 0% 30% -30% * -24% * 15% 9%
Total_Assets (in millions) 14% 0% -14% 0% -27% 27%
Group Type (compared to Music)

Arts Services 12% -5% -7% -5% -11% 16%
Ethnic/Community Groups 7% 9% -16% *** -10% *** -17% 27% **
Arts Education 9% 3% -12% ** -3% 2% 2%
Media 10% -3% -6% -3% -18% * 21% **
Arts Museums 9% -9% 0% -2% -6% 9%
Museums 17% -13% -3% -13% *** -10% 23% *
Performing Arts -1% -11% 11% -1% -10% 11%
Dance/Ballet -13% ** 3% 9% -4% 13% -8%
Theatrical Arts 10% 0% -10% ** -11% *** -11% 21% **

Control Variables
Expected Organizational Growth 5% -14% 8% 0% -16% * 16% *
ED's Influence -5% 2% 3% 1% 6% -7%
Tax_end 1 (compared to tax_end 2) 1% -1% -1% -2% 7% -6%
Tax_end 3 (compared to tax_end 2) -4% 9% -5% -1% 1% 0%
Tax_end 4 (compared to tax_end 2) 8% -23% 16% 10% -4% -6%

Min to Max Values Change

Contributions Program Fees

Min to Max Values Change

Pessimistic 
Discrepancy 

(N=123)

Little or No 
Discrepancy 

(N=299)

Optimistic 
Discrepancy 

(N=140)

Pessimistic 
Discrepancy 

(N=107)

Little or No 
Discrepancy 

(N=300)

Optimistic 
Discrepancy 

(N=155)
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Table 7. Percentage of Financially Vulnerable Organizations versus Discrepancy 

   
Note: The number of total observation has decreased to 384 because not all organizations’ three 
consecutive years’ observations are available. Overall proportions of organizations in the group 
of various combinations appear to be similar to those in Table 1. 
 

 

Pessimistic 
Discrepancy in 
Program Fees

Little or No 
Discrepancy in 
Program Fees

Optimistic 
Discrepancy in 
Program Fees

null 36% 12%

14% 12% 13%

21% 10% 0%

Pessimistic 
Discrepancy in 
Contributions

Little or No 
Discrepancy in 
Contributions

Optimistic 
Discrepancy in 
Contributions


