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What role do prices play in financing 
nonprofit organizations?

§ Fess are the largest single source of 
nonprofit income overall and the 
dominant source in various nonprofit 
fields of activity

§ Fees imply a quid pro quo exchange of 
goods and services for money.  Pricing is 
central to this exchange
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Aggregate Income Sources by Subsector, 
2005, reporting public charities

(Nonprofit Almanac, 2008)
Fees Private 

Gifts
Govt 
grants

Invest
Income

Other

All 70.3% 12.3% 9% 5.4% 2.9%
Arts 31.3% 40.8% 12.5% 7.7% 7.7%
Educ 55.9% 14.9% 11.9% 14.1% 3.1%
Environ 25.1% 48% 14.1% 5.8% 6.9%
Health 87.5% 4% 3.4% 2.9% 2.2%
Hum.Svce 53.1% 16.4% 22.7% 2.9% 4.9%

Intrnat’l 7.6% 67.3% 21.9% 2.2% 1%
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Silly Question: Why charge when 
you can offer your services for free?

§ Produce revenue
§ offset costs
§ generate net revenues

§ Make more efficient use of resources
§ ration services
§ make more efficient use of assets

§ Enhance mission effectiveness
§ increase consumer commitment or comfort
§ sharpen staff commitment 
§ Produce funds to expand in response to demand created by 

free service 
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Example: Jewish Community 
Centers: some services for which 

prices are charged
§ Membership
§ Religious education
§ Camping
§ Early childhood programs
§ Programs for developmentally disabled
§ Swimming lessons
§ Theatre
§ Specialized programs such a house mate match
§ Conveniences such as food and drinks, athletic 

equipment and clothing
§ Rental of facilities to outside groups
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JCCs: Services offered free

§ Community lectures or meetings
§ Transportation for elderly or physically 

challenged individuals
§ Day programs for elderly
§ Youth groups
§ Mentoring
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What circumstances favor 
charging a price?

§ When demand is relatively “inelastic”, i.e., 
when usage would not decline substantially if 
fees were imposed (or increased)

§ When collecting a fee is practical (not too 
costly to exclude those who won’t pay)

§ When charging doesn’t violate organizational 
norms

§ When pricing can relieve congestion or spread 
out service or facility usage

§ When fees can positively influence staff or 
client behavior
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Why is nonprofit pricing different 
from pricing by for-profits?

§ A variety of possible objectives
§ Interactions with other sources of revenue 

(crowd-out)
§ Fairness (equity) concerns
§ Possibilities for voluntary payments and 

premiums
§ Culture/expectations of free services/sense of 

entitlement by some groups
§ A different bottom line
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Why nonprofits need a variety of 
pricing strategies

§ They offer so many different kinds of services
§ Each service is different in terms of its financial 

and mission-related objectives
§ Each service faces different market conditions 

(competition, demand, cost factors, etc.)
§ The idea of membership calls into question what 

services should be priced separately and what 
services should be included in membership 
packages
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Some basic pricing strategies

§ Pricing to maximize profit
§ Pricing to maximize social (mission-

related) benefits
§ Differential (multi-part) pricing
§ Congestion pricing
§ Package pricing
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Pricing for (maximum) profit 
(marginal revenue pricing)

§ Appropriate where objective is to 
maximize profit

§ Adjust price (at the margin) until the 
difference between revenue and cost is 
maximized (marginal revenue equals 
marginal cost)

§ Examples: gift shop sales; travel services 
for members or alumni
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Pricing to maximize mission impact
(marginal benefit pricing)

§ Appropriate where objective is to maximize 
mission-related benefits (e.g., participation)

§ Adjust price (at the margin) until the 
difference between social benefit and cost is 
maximized (marginal benefit equals marginal 
cost)

§ “Positive externalities” may require setting 
price below marginal cost

§ Break-even constraint may preclude full 
realization

§ Examples: pre-school programming; 
vaccinations
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Differential Pricing
§ Appropriate where uniform prices may 

exclude important beneficiaries or forgo 
possible additional profits, where some 
consumers are willing to pay more than others, 
and where there are easy ways to identify 
different consumer groups

§ Establish a sliding scale which matches price 
to willingness to pay for different groups, 
subject to an overall profit or breakeven 
objective, or budget constraint

§ Examples: pre-school tuitions; health clinic 
fees
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How Price Discrimination 
Works

§ Allows high WTP users 
to pay more (Ph) (if 
they can be identified)

§ Accommodates users 
who would not pay the 
standard (single) price 
by charging them less 
(Pl)

§ Can increase or 
decrease profits, 
depending on price 
schedule and cost 
structure
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Example: Swimming lessons
§ Parameters

§ No capacity limits; instructors hired by the hour
§ Marginal cost of $20 per child
§ 100 children from high income families willing to pay $50
§ 100 children from middle income families willing to pay $30
§ 100 children from low income families willing to pay $10
§ Numerous very poor children unable to pay

§ What should you charge?

§ Depends on your objective and whether you are able 
to price discriminate
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Pricing swimming lessons: 
alternative solutions

Price(s) Revenue Cost Profit or
Loss

Children 
served

Max profit
One price

$30 $6000 $4000 $2000 200

Max profit
Multiple 
prices

$30
$50

$3000
$5000

$2000
$2000

$4000 200

Max 
service
One price

$10 $3000 $6000 -$3000 300

Max 
service
Multiple 
prices

$10
$30
$50
$0

$1000
$3000
$5000
$0

$2000
$2000
$2000
$3000

$0 450
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Nonprofit Differential Pricing: 
some problems

§ Resentment from high payers
§ Stigma on low payers
§ Difficulties of identification

§ who are the “high demanders” who can pay more?
§ who are the “needy” that require subsidy?
§ how will you determine and enforce the categories?  

What will this cost?
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Congestion Pricing
§ Appropriate where costs can be reduced 

without significant reductions in demand by 
spreading use over time or place

§ Charge higher prices at peak use times or 
venues, reflecting additional costs of such use

§ Examples include differential fees for popular 
and undersubscribed program offerings:
§ yoga classes offered at different times or places or 

with different instructors
§ use of facilities at different locations
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Example: yoga classes at 
alternative sites

§ Assumptions:
§ Facilities A and B are located in different parts of 

the city
§ Each has the same capacity of 20 students per class
§ Only one time slot is available for the class in each 

location
§ Facility A is more accessible
§ (Marginal/instructor) cost of offering a class is 

$100
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Yoga classes: uniform vs. 
congestion pricing

Price(s) Demand
at A

Demand 
at B

Total
Revenue

Profit Users

$10/$10 40 10 $300 $100 30

$15/$5 20 20 $400 $200 40
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Package Pricing
§ Appropriate where:

§ bundling can advance mission by increasing use of beneficial 
or underutilized services

§ a bundle price can be found to increase revenue and/or usage 
over that derived from separate pricing of services

§ consumers’ demands for different services are similar enough 
to allow consolidation

§ selling a la carte is costly
§ consumers can’t break up the bundles and resell them

§ Examples include memberships, theater subscription 
packages, and concert programs
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How bundling works: an example
§ A community center offers two kinds of services to 

families: recreation programs for children and health 
club services for adults.  Families value these services 
differently depending on their family composition and 
interests.

§ Can combining the two services together into a 
membership bundle yield greater revenue? (and other 
benefits of increased use of services?)

§ Assume there are two types of families: A and B who 
are more child vs. adult focused, respectively.

§ Assume there are 100 families in each category
§ What are your options?  What would you charge?
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How families value the two 
services

Child 
recreation 
services

Adult health 
services

Family type A:
child focused

$600 $300

Family type B:
adult focused

$250 $500
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Pricing Options

§ Separate pricing for each type of 
service: charge $600 for child recreation 
services and $300 for adult health 
services
§ Revenue = 100x$600 + 200x$300 = 

$120,000
§ Bundled membership: charge $750 for 

package of both
§ Revenue = 200x$750 = $150,000
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Finding the right mix of pricing 
strategies

§ Nonprofits as “multi-product firms”
§ Some services intended to produce 

profits; others expected to incur losses
§ Overall objective is to achieve maximum 

mission impact while breaking even
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A Nonprofit’s Portfolio of 
Services

High Mission 
Impact

Low Mission 
Impact

Profitable Stars Cash Cows

Not Profitable Saints Dogs
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How to Price Alternative 
Services

§ Dogs: eliminate; or experiment with pricing to achieve 
profit or mission impact

§ Cash Cows: set prices to maximize profits
§ Saints: set prices to achieve maximum mission impact 

subject to a budget constraint (feasible loss limit)
§ Stars: set prices to achieve desired balance of profits 

and mission impact
§ Overall: juggle pricing policies in combination with 

one another, and in context of other revenues, to 
maximize overall mission impact within breakeven (or 
designated surplus) constraint  
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Example: Components of a possible 
community center program portfolio
§ Cash Cow: café or gift shop
§ Star: summer camping
§ Saint: programs for developmentally 

disabled
§ Dog: Elvis night
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Community center portfolio 
pricing Strategy

§ Elvis night: adjust price/content to see if it can be made profitable 
or mission/relevant; otherwise discontinue

§ Café : adjust price to increase revenue and maximize net profits

§ Summer camp: adjust price to generate greater net revenue 
without decreasing participation (e.g., when demand exceeds 
capacity) or to increase mission impact within an acceptable 
range of surplus (assuming available capacity)

§ Programs for disabled: adjust price to generate additional 
revenue w/o substantially reducing demand, or subsidize further 
to increase participation/mission impact; subsidize with profits 
from café, summer camp or other sources
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Worksheets for analyzing your 
programs and prices

§ Put the organization’s principal 
programs in the appropriate boxes

§ Discuss whether you have the right 
combinations of programs and pricing 
policies to achieve mission and financial 
goals

§ Identify what changes might be 
appropriate to achieve greater overall 
mission impact
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Worksheet 1: do you have the 
right balance of programs?

Stars Cash Cows

Saints Dogs
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Exercise 2: do your pricing policies match 
your program goals?

Mission 
centrality:
------------
Pricing 
Intent:

1
Most 
central to 
mission

2 3 4 5
Least 
central to 
mission

1Maximum 
mission 
impact

2

3

4

5 Maximum 
financial 
contribution
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Pricing and earned income 
redux

§ Earned income is a major component of nonprofit finance;  
substantial variation among nonprofits in their dependence 
on earned income

§ Earned income involves pricing of services; not all services 
should be priced

§ Pricing decisions depend on both financial and mission goals
§ A variety of pricing strategies can be considered including 

single vs. multi-part pricing, packaged pricing and congestion 
pricing

§ Nonprofits require a balanced portfolio of programs 
contributing in different proportions to net income and 
mission impact


