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INTRODUCTION TO THE FOURTH
EDITION

David O. Renz

It is a pleasure to have the opportunity, on behalf of founding editor Robert
Herman and all of us associated with The Jossey-Bass Handbook of Nonprofit Lead-

ership and Management, to present this fourth edition. With Robert’s retirement,
it became my privilege to assume the role of editor for the 2010 edition of the
Handbook, and now we have the opportunity to share the fourth edition with
nonprofit leaders, managers, and students throughout the United States and
the world. Needless to say, my aspiration is to sustain the legacy and value of
the first three editions while increasing the relevance and impact with the lat-
est and most substantive of insights into the changing and expanding world of
nonprofit leadership and management. All chapters of this fourth edition of the
Handbook present the most current of research, theory, and practice in the field
of nonprofit leadership and management, written in a manner that is practical
and relevant. To ensure that the Handbook continues to meet the needs of this
fast-changing field, we have further developed our changes in emphasis in three
important areas. First, we continue to focus our attention on the challenges that
confront essentially all nonprofit leaders and managers with regard to height-
ened demands for accountability, transparency, and the need to demonstrate
outcomes and results. Alnoor Ebrahim’s seminal chapter on how to understand
and address the complexities and implications of the “many faces of nonprofit
accountability” sets the stage for this, and the issues and themes he highlights

xxvii
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are addressed from the perspective of specific fields in subsequent chapters on
ethics, finance, advocacy, marketing, and more.

Second, we continue to focus our attention on the increasingly popular
phenomenon of social entrepreneurship, and all of the ways it is defined and
understood, with additional focus on its implications for nonprofit leadership
and management. The foundation for this discussion is Matthew Nash’s revised
chapter on social entrepreneurship and social innovation, and the majority of
the chapters in the book reflect the need to consider the implications of this
phenomenon with regard to each of their topics. Integral to this is the third area
of emphasis, the increasingly complex and dynamic world of nonprofit financial
management. The financial environment and character of the sector has been
changing quite dramatically over the past fifty years, as Brent Never illustrates
and explains in his chapter on the changing context of nonprofit manage-
ment, and all chapters in the financial section of this edition have been revised
to address this. Two chapters that were new to the third edition have been sub-
stantially revised to reflect the additional complexity of this new environment
and the resulting financial leadership andmanagement challenges that confront
nonprofits and their leaders. First is the framing chapter on financial leadership
by Jeanne Bell and Shannon Ellis, and second is the foundational chapter on
nonprofit finance and resource development by Dennis Young and Jung-In Soh.

For this fourth edition, we also have substantially enhanced the chapter-by-
chapter resources and tools that we make available to readers and educators via
the Handbook’s Internet resource site. All who purchase the Handbook are invited
to visit the Wiley Premium Content Internet resource site (www.wiley.com/go/
JBHandbook) where they will find an extensive array of supplemental resources
designed to help readers make the most of the information presented in each
chapter. Among the resource materials on the site are supplemental readings
lists, annotated website reference lists with hot links to useful chapter-relevant
Internet resources, plus application resources such as worksheets and checklists
that can be used to begin to apply the knowledge and information relevant to
each chapter. In addition, for educators, a special password-protected website has
been created. Among the resources on this unique access-controlled site are the
Handbook instructor’s manual and chapter-specific teaching materials, including
PowerPoint presentations, discussion guides and questions, sample assignments,
and related teaching tools. Educators who wish to gain access to these teach-
ing resources should go to www.wiley.com/college/JBHandbook and register to
secure access.

This edition of the Handbook arrives at a very interesting time in the devel-
opment of the nonprofit sector (throughout this volume, we will use the label
“nonprofit sector” to refer to the sector that others sometimes label “the third
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sector,” “civil society,” “the independent sector,” or “the social sector”; and we
generally will use the label “nonprofit organization” to refer to both nonprofits
and organizations that typically are referred to as “nongovernmental organiza-
tions” or “NGOs” inmany parts of the world). The pace at which the sector and its
organizations change continues to accelerate, driven by a complex mix of inter-
nal and external dynamics. This edition goes to press as the nonprofit sector finds
itself recovering from the effects of one of the most challenging and troubling
of economic times. The results and implications of this difficult era are yet to be
fully understood, although early signs suggest that the nonprofit world has been
changing (and continues to change) in fundamental ways. As Brent Never dis-
cusses in this volume, the nonprofit sector as a whole is quite resilient. Some seg-
ments have recovered relatively well, yet many other segments—especially small
and community-based organizations—have not been able to recover very well
from the effects of the recession. “Lifeline” or “safety net” nonprofits continue to
struggle from the “triple whammy”—continued higher demand for services, cou-
pled with significant declines in governmental financial support and only recent
rebound in philanthropic support (in the United States, but not everywhere),
combined with a very slow recovery in nonprofits’ own internal resources (to the
extent they ever existed). Five years after the recession seemed to end, it remains
true in the United States and in many other nations that the safety nets are fray-
ing, the level of stress throughout the sector remains significant, and there is
no potential to return to the conditions of the past. It is indeed a new era for
nonprofit leaders and managers!

Challenges and threats notwithstanding, the dynamics of the current times
also offer opportunity and hope. The enthusiasm that many have for the fast-
growing interest in social entrepreneurship (no matter how you define it) is
bringing new and sometimes different kinds of energy to the field. Some reflect
the tensions of competition fromnew organizational forms (for example, hybrids
that blur the lines between nonprofit and for-profit enterprise and for-profits
that are created with the explicit goal of social impact rather than financial
gain for their founders). Many of today’s changes are the result of the very
innovation and creativity that the nonprofit sector can be so good at fueling—the
adoption of new ways of understanding charity and social good and the devel-
opment of entrepreneurial new ways of meeting the needs of people and
communities. In addition, fundamental shifts are under way throughout the
United States and many other nations as a direct result of key demographic
changes, as new cultures, perspectives, and generations become more fully inte-
grated into the leadership of the sector. The pace and depth of technological
change and the increased presence of various social media certainly fuel
additional forces for change in the sector. And a new generation of enthusiasm
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for volunteering and community service seems to be emerging as well. From a
leadership and management perspective, the challenges confronting the sector
are exceptional. Yet so, too, are the opportunities—for those prepared to step in
and make the difference!

The Jossey-Bass Handbook of Nonprofit Leadership and Management emerged in
response to the need for a single volume that would offer a comprehensive and
thorough treatment of the functions, processes, and strategies integral to non-
profit organization leadership and management. Writing in the preface\nobreak
to the second edition of this Handbook, editor emeritus Herman observed that
all too often advice on financial management, human resource management
(for both paid and volunteer personnel), and organizational strategies and
leadership has been available only in fragmentary pieces published in far-flung
periodicals that are not readily available (p. xvii). In recent years, the volume
of literature of the field has grown and developed in impressive ways. And
yet, the need for a single comprehensive volume on nonprofit leadership and
management remains. We are proud that this fourth edition of the Handbook
(with its supplemental Internet resources) will extend the legacy as we meet this
need with timely, substantive, and readable knowledge and information that
is uniquely suited to the challenges of Twenty-First Century nonprofit leaders
and managers.

Intended Audience

This volume is designed to provide comprehensive and in-depth explanations
of effective leadership and management practices, relevant to and applicable
throughout any nonprofit organization. We intend the Handbook to be of value to
all who practice nonprofit leadership or management, as well as those who aspire
to do so. It will be especially useful to anyone who has come to a management
or leadership position from a program service background, to anyone who has
moved from a relatively specializedmanagement niche into a position with exten-
sive general responsibilities, and to all who seek a solid core of support for the
wide range of knowledge and skills that nonprofit leadership requires. In addi-
tion to those in paid staff positions, this volume will benefit board members and
other volunteer leaders who are interested in enlarging their understanding of
the nature of nonprofit organizations and their management. This Handbook also
will be useful to those, both in formal education programs and in self-directed
learning, who want to prepare for careers in nonprofit management. Finally, we
want this book to continue to be an important resource to those who work with
nonprofit organizations as consultants, technical assistance providers, regulators,
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and funders, and to inform their efforts to build the capacity, sustainability, and
impact of the nonprofit sector across the globe.

Overview of the Contents

This volume is organized into five parts, and each part addresses the challenges
of a significant part of the puzzle that is nonprofit management and leadership.
Part One provides an overall perspective on the context and institutional
setting within which nonprofit organizations and the sector as a whole have
developed and currently operate, with observations about the ways this context
is likely to change for the future. Nonprofit organizations have been shaped
and will continue to be shaped by the historical times and forces, by social
institutions, laws and regulations, and political and economic trends and events.
The chapters in Part One consider how these large-scale phenomena have
affected and are affecting nonprofit organizations and their leadership and
management. In Chapter One, Peter Dobkin Hall succinctly describes the
complex history of philanthropy and nonprofit organizations in the United
States, exploring how and why the nonprofit sector has developed as it has.
In Chapter Two, Bruce Hopkins and Virginia Gross offer a timely and current
explanation of the national-level legal and regulatory environment in which
U.S. nonprofit organizations operate. This chapter provides insight into recent
legislative changes and discusses how the U.S. Internal Revenue Service is likely
to proceed with implementation and enforcement. In Chapter Three, Brent
Never provides an assessment of the impact of large-scale economic, political,
and demographic forces on various segments of the nonprofit sector in the
United States and discusses their implications for nonprofit management.
Alnoor Ebrahim, in Chapter Four, describes the increasingly strong press for
accountability in the nonprofit sector, discusses alternative ways that account-
ability can be understood, and offers key insights for ways nonprofit leaders
might address them.

Part Two examines the ways that leadership is provided in nonprofit
organizations, including the work of governance and strategic management.
Boards of directors of nonprofit organizations govern their organizations and,
therefore, are central to the process of nonprofit leadership. Many also engage
in some forms of management work. There is clear evidence that there is an
important relationship between board effectiveness and the effectiveness of
nonprofit organizations, and nonprofits need effective boards. In Chapter
Five, I describe the leadership and management functions of governing boards
(including the legal and fiduciary responsibilities of boards and their members),
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discuss some of the major challenges that confront boards, and offer a board
development framework that explains how nonprofit leaders can help build
board capacity. In Chapter Six, Robert Herman examines the crucial role of
chief executives in leading and managing nonprofit organizations and describes
the board-centered, external, and political leadership skills of especially effective
chief executives. Nonprofit executives and other leaders have the challenge of
creating and sustaining organizational cultures and practices that uphold the
highest of ethical standards. Thomas Jeavons offers important insight into
the ethical challenges that leaders must address and provides important advice
about how this can be achieved in Chapter Seven.

Leading andmanaging strategically is essential to nonprofit success, and one
of the key leadership tasks facing boards and top executives is that of organiz-
ing and managing the work of the organization to ensure it achieves its mission.
In Chapter Eight, William A. Brown presents a broad and strategic overview of
the work of strategic management and the key elements that compose it. John
Bryson, in Chapter Nine, builds on the these key concepts with a very complete
and thoughtful explanation of the work of executives and boards in developing
organizational strategy, including a comprehensive model of the strategic plan-
ning processes by which this might best be accomplished. Finally, for this part of
the book, Robert Herman and I, in Chapter Ten, offer a general perspective and
set of insights that we have developed from the research on the elusive concept
of nonprofit organizational effectiveness, how it is related to leadership andman-
agement, and discuss its implications for organization andmanagement practice.
Each of these chapters offers important insights into the processes, dynamics, and
practices that have an impact on the degree to which nonprofit organizations are
effectively governed and led.

The contributions in Part Three begin to get at the heart of nonprofit orga-
nizational management operations. Effective nonprofit leaders and managers
understand that their organizations develop, grow, and thrive because they have
developed an importantmutually beneficial relationship with the world they exist
to serve. Similar to all organizations, nonprofits succeed because they offer value
and make a valuable difference in the communities and societies they emerge to
serve. The chapters of Part Three of this Handbook build on Part Two to explain
how nonprofit organizations start, develop, grow, and (sometimes) disappear.
In Chapter Eleven, Matthew T. A. Nash helps us understand various ways that
nonprofits and other social ventures get their start, and how those with socially
innovative ideas hone and develop them to become functioning organizations
that make a difference—that achieve a social impact. This is the realm of the
increasingly popular but oft-misunderstood topic of “social entrepreneurship.”
Scott T. Helm, in Chapter Twelve, builds on the concepts presented in Nash’s



Trim Size: 7in x 9.25in Renz852965 flast.tex V3 - 07/11/2016 9:56 A.M. Page xxxiii

�

� �

�

Introduction to the Fourth Edition xxxiii

chapter with practical information about the development of a social venture,
including, in particular, the processes by which nonprofit leaders can use the
concepts and practices of business planning to effectively operationalize their
visions for community service and impact.

In Chapter Thirteen, Brenda Gainer explains nonprofit marketing, the dis-
cipline that enables us to understand how to effectively develop and manage
relationships and engage in the exchanges that every enterprise must develop
with its key constituents, clients, and stakeholders to survive. And in Chapter
Fourteen,Marcia A. Avner explains the process of advocacy by nonprofits, includ-
ing a discussion of the most effective approaches that nonprofits can employ
to engage constituents and exercise influence in governmental policy processes
to have an impact on legislation and policy that will affect their work and their
clients’ lives. James E. Austin andM. May Seitanidi offer a new perspective on col-
laboration in Chapter Fifteen, and explain how nonprofits can understand and
develop valuable collaborative relationships and alliances—alliances that have
the greatest potential for generating additional benefit and impact for all part-
ners. Of course, the press for nonprofits to show that the work they and their
programs do makes a difference requires that nonprofit leaders and managers
understand how to assess and communicate about the performance and impact
of these programs. The final chapter of Part Three, Chapter Sixteen by John
Clayton Thomas, addresses the core principles of program evaluation and offers
guidance for how nonprofits canmost pragmatically assess program effectiveness
and results.

The chapters of Part Four collectively address the multiple facets of the pro-
cess of securing, allocating, using, and accounting for financial resources, all
with the orientation of maximizing the potential for mission impact and results.
Jeanne Bell and Shannon Ellis set the tone in Chapter Seventeen with their
discussion of strategic financial leadership; they discuss how the strategic ori-
entation of effective financial leadership has the potential to open the door to
new possibilities for nonprofit development and sustainability. Of course, raising
money through philanthropic channels is a time-honored approach to secur-
ing funds for nonprofits. In Chapter Eighteen, Sarah K. Nathan and Eugene
R. Tempel outline the key elements of an effective fundraising program for a
typical nonprofit and explain key options that exist for nonprofits that seek gifts
and donations. Dennis R. Young and Jung-In Soh approach the financial resource
question from a broader and more strategic perspective in Chapter Nineteen,
where they discuss the range of options for securing financial resources and
present a framework to inform decisions about the critical question of revenue
mix. In Chapter Twenty, Steven Rathgeb Smith examines the nature and impli-
cations of nonprofit-government contracting and how this has evolved in the
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United States, discusses the key benefits, challenges, and dynamics associated
with it, and offers advice for ways that nonprofits might maintain an appropriate
level of engagement and autonomy when engaged in this common yet poten-
tially problematic nonprofit revenue relationship. Part Four closes with the most
operational chapter on financial management. Woods Bowman’s explanation in
Chapter Twenty-One of the fundamental tools and techniques of nonprofit finan-
cial management addresses the challenges of financial sustainability, the need
for mission-based decision making, and how to ensure that financial managers
are good stewards who are using the financial resources of the organization to
achieve the greatest benefit and impact. Readers are especially encouraged to
supplement their review of this chapter with the extensive set of resources and
tools that Bowman provides on the Handbook’s Internet resource site.

Regardless of the mission, size, history, or geographic location of the orga-
nization, every nonprofit must be able to attract, retain, reward, and motivate its
people. There is a valuable body of knowledge about human resource manage-
ment and how it can be handled effectively, and the chapters of Part Five apply
the insights of this field to the work of nonprofit managers. Mary R. Watson
and Rikki Abzug lead into the topic in Chapter Twenty-Two, with an overview
of human resource management and an explanation of the human resource
systems, processes, and practices that are important to any well-functioning
nonprofit organization. Nancy E. Day explains in Chapter Twenty-Three how
to approach one of the most challenging yet important of human resource
management issues, the challenge of compensating work and rewarding per-
formance. Finally, in Chapter Twenty-Four, Jeffrey L. Brudney discusses the
segment of the human resource world that is most unique to the nonprofit
sector—the volunteer. Brudney presents a comprehensive explanation of the
effective volunteer management program and how it should be developed and
operated, and explains how a nonprofit can systematically and strategically
implement a program that will enable it to attract, organize, lead, and manage
the volunteers it needs and wants.

Finally, in the Conclusion, I discuss the ways that the sector may be devel-
oping and changing and offer a few observations about the future of nonprofit
leadership and management. I am optimistic about the future of the sector and
the capacity of the talented people who lead and manage it, and I share thoughts
about various ways that nonprofit leaders andmanagers can address themyriad of
conflicting and complicating forces that buffet the sector and their organizations.

Like the three editions that precede it, this fourth edition of the Handbook
is designed to present the latest and most relevant leadership and management
information currently available on this extensive range of topics. The authors
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and I have taken care to integrate the best of what we know about current prac-
tice with the guidance and insight that derives from the latest in research and
theory. It is our goal that this fourth edition, like its predecessors, will become
a valued and widely used reference and resource, informing leaders, aspiring
leaders, managers, and aspiring managers for many years to come.
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PART ONE

THE CONTEXT AND
INSTITUTIONAL SETTING
OF THE NONPROFIT SECTOR

It is important to recognize that the nonprofit sector has developed within
a larger institutional and social context, and that nonprofit organizations of

today have been and will continue to be shaped by historical forces, social insti-
tutions, laws and regulations, and significant political and economic trends and
events of the nations and cultures in which they develop and operate. All of these
have had an important influence on the modern practice of nonprofit leadership
and management, and all have important implications for the future of the sector.
The chapters of Part One provide the background and information that help us
understand this context, and they examine the ways these large-scale phenomena
are affecting nonprofit leadership and management.

This part of the book contains four chapters. In Chapter One, Peter Dobkin
Hall describes and analyzes the implications of the historical evolution of the
U.S. nonprofit sector and how nonprofit organizations are affected by and affect
many our society’s major institutions. Bruce R. Hopkins and Virginia C. Gross
explain in Chapter Two the federal-level legal and regulatory environment
within which U.S. nonprofit organizations, particularly charities, operate, and
share observations on the implications of this evolving framework for the
practice of nonprofit management. In Chapter Three, Brent Never describes
some of the most significant of large-scale changes of the economic, political,

The Jossey-Bass Handbook of Nonprofit Leadership and Management, David O. Renz and Robert D.
Herman
© 2016 by John Wiley & Sons. Published by John Wiley & Sons, Inc.



Trim Size: 7in x 9.25in Renz852965 p01.tex V3 - 07/11/2016 9:49 A.M. Page 2

�

� �

�

2 The Jossey-Bass Handbook of Nonprofit Leadership and Management

and demographic environments of the sector and discusses, in particular,
how nonprofit organizations in the United States are affected by changes in
their evolving relationship with government over the past fifty years. Finally, in
Chapter Four, Alnoor Ebrahim examines the increasingly strong push for non-
profit accountability and provides a useful framework by which to consider how
nonprofit leaders can understand and respond. This press for greater account-
ability is a critical element that is shaping most aspects of modern nonprofit
management, in the United States, Europe, and across the globe, and cannot be
ignored. Ebrahim’s chapter offers an invaluable perspective for making sense of
the multiple and often conflicting demands on the nonprofit sector.

It is clear that three of the four chapters in Part One have a very explicit
focus on the context of nonprofit organizations in the United States. In some
respects, this may appear to make them less relevant to the nonprofit and
nongovernmental organization world beyond the borders of the United States.
Alternatively, these chapters can be viewed as case examples from one nation,
cases that exemplify the principles and dynamics that have their counterpart
in every nation and continent of the world. History, legal framework, and
socio-political and economic dynamics of the recent past are fundamental
elements of pivotal significance to the nonprofit and nongovernmental organi-
zation context of every nation. The specifics of such contexts will be different
for every nation, but the reader from outside the United States is encouraged
to consider what may be the comparable trends and dynamics that are relevant
to the nonprofit sector and civil society in their own nation. In some nations,
the context will be relatively similar; in others, the context will be significantly
different. Nonetheless, since context fundamentally affects why and how
nonprofits and nongovernmental organizations emerge, operate, thrive, and
die, the important question for the nonprofit leader is how such contextual
conditions have been and will continue to shape the unique character of
their sector and their work as leaders and managers for their own specific
circumstances. In contrast to the first three chapters, Ebrahim’s treatise on
accountability in Chapter Four is broadly generalizable across all nations and
cultures; it is the specific forms and vehicles of accountability that will vary from
nation to nation.
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CHAPTER ONE

HISTORICAL PERSPECTIVES ON
NONPROFIT ORGANIZATIONS
IN THE UNITED STATES

Peter Dobkin Hall

Although charitable, educational, and religious organizations are thousands
of years old (for example, the Roman Catholic church) and some in the

United States (for example, Harvard College) were founded in colonial times,
the concept of “nonprofit organizations” as a unified and coherent “sector” dates
back only to the 1970s.

In fact, over 90 percent of nonprofit organizations currently in existence
were created since 1950. Worldwide, most nongovernmental organizations (or
NGOs, as they are called outside the United States) have come into being in the
past thirty years. Nonprofits and NGOs are the most rapidly growing organiza-
tional domain in the world.

It is difficult to define what nonprofit organizations are, what they do, and
how they do it. They vary enormously in scope and scale, ranging from informal
grassroots organizations with no assets and no employees to multi-billion-dollar
foundations, universities, religious bodies, and health care complexes with thou-
sands of employees or members. Although some provide traditional charitable,
educational, and religious services, the laws in many countries, including the
United States, permit them to provide almost any kind of good or service on
a not-for-profit basis. Sources of revenue vary: some are supported by donations,
others depend on income from sales of goods and services, many receive most
or all of their revenues from government. Modes of governance range from the

3

The Jossey-Bass Handbook of Nonprofit Leadership and Management, David O. Renz and Robert D.
Herman
© 2016 by John Wiley & Sons. Published by John Wiley & Sons, Inc.



Trim Size: 7in x 9.25in Renz852965 c01.tex V3 - 07/11/2016 9:22 A.M. Page 4

�

� �

�

4 The Jossey-Bass Handbook of Nonprofit Leadership and Management

autocracy of sole trustees selected from among the descendants of charitable
donors to broadly representative boards composed of ex officio elected officials
or directors elected by members of organizations.

Because of the complexity and diversity of nonprofit organizations, the term
itself has a variety of meanings. It can refer to entities classified by the Internal
Revenue Code as 501(c)3 charitable tax-exempts—or to a more inclusive uni-
verse of 501(c)4 civic organizations, which are themselves exempt from taxation
but do not allow deductibility of donations. Good arguments can be made for
including other noncharitable nonprofits such as cemeteries, veterans and fra-
ternal/sororal organizations (such as the Masons and the Elks), political parties,
and other organizations covered by Section 501(c). However inclusive, restrict-
ing the term to organizations accorded nonprofit status by the tax code remains
problematic, since it does not include churches and other religious organizations
that enjoy the privileges of 501(c)3s but are not legally required to incorporate
or seek exempt status. There is also a vast realm of unincorporated associations
(such as Alcoholics Anonymous and other self-help groups) that perform many
of the functions of incorporated nonprofits as providers of charitable, educa-
tional, and religious services but whose assets do not merit—or ideology does
not permit—formal institutionalization.

Because their numbers have grown so rapidly, because they are so diverse,
and because their impact is so far-reaching—touching on every aspect of our
lives and every level of institutions—nonprofits have been the focus of intense
controversy as legislators, the courts, and the public have struggled to come to
terms with this organizational revolution. At the same time, because the non-
profit universe has been in a process of emergence, those within it have had to
struggle to define and legitimate it.

For all of these reasons—diversity, complexity, and disagreement about how
to define them—nonprofits pose particular difficulties for scholars trying to
explain their history. Although elements of the “nonprofit sector” date back
to Biblical and Classical times (for example, religious bodies), other important
aspects of it are entirely new (for example, hospitals and universities). At best, in
trying to understand the history of nonprofits, we can identify the various ideas
and institutions that constitute today’s nonprofit domain and show how they
have evolved over time.

Associations in Early America

The basic legal vehicles of today’s nonprofits—the corporation and the trust—
were known to colonial Americans. Philanthropy and volunteer service—giving
money and time—were also features of early American life. But because the
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colonists understood the role of government and the rights and responsibili-
ties of citizenship so differently, these vehicles and practices little resembled the
forms they take in modern America.

To begin with, there was no clear demarcation between public and private
realms. All corporations, to the extent that they were permitted to exist, were
considered to be public agencies (Davis, 1918; Dodd, 1960; Hurst, 1970; Seavoy,
1982). Most common were municipal corporations: townships (Hartog, 1983).
In most colonies, religious congregations were public corporations supported
by taxation and enjoying monopoly powers. The early colleges, Harvard (1638),
William & Mary (1689), and Yale (1701), were sustained by government grants
and governed by clergymen who, as officials of the government-supported
(“established”) churches, were public actors (Whitehead, 1976). No private
corporation as we understand the term today existed in America before the
1780s. Many of these institutions—churches, townships, and colleges—accepted
gifts and bequests from donors and held them in trust as endowments, although
it would be decades before American courts would have the power to enforce or
adjudicate trusts.

Citizens often pitched in to maintain roads, build meeting houses, fight
with militias, and assist with other public tasks (McKinney, 1995). Although
superficially resembling modern volunteers, these citizens were usually com-
pelled by law to labor on behalf of the public. Service of this kind was a
common way of paying taxes in a primitive colonial economy in which barter
usually took the place of money. Militia duty and service in public office was
often required by law—and those who failed to “volunteer” to serve were often
punished by fines.

Despite obvious differences, these colonial institutions resembled modern
nonprofits in important ways (Zollmann, 1924). They were self-governing, with
decisions made by members who often delegated power to governing boards.
More important, they had no owners or stockholders. As public bodies they were
exempt from taxation. And, likemodern nonprofits, they could accept donations
and bequests for charitable purposes, such as supporting education and relief for
the poor.

During the 18th Century, population growth, economic development, and
closer contact with England and other European countries changed American
institutions. More people and the founding of new towns made it harder to
maintain social and political unity. Artisans, merchants, and laborers living
in seaports, who depended on trade and were exposed to new ideas from
Europe, developed ways of thinking and living that were different from those
of subsistence farmers in isolated landlocked villages. Even in the back country,
conflict developed between farmers who began to grow crops for sale to urban
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merchants—thus tying themselves to the emerging market economy—and those
who continued to produce largely to satisfy their own needs. To complicate
matters, England’s efforts to integrate the colonies into its growing commercial
empire brought political changes. In many colonies, elected officials were
replaced by royal appointees and the Congregationalist religious monopoly was
broken by the establishment of Anglican churches.

New ideas accompanied these social, economic, and political changes. Out
of a century of religious warfare and political strife in Europe came philoso-
phies that asserted the “natural rights” of citizens, including freedom of speech,
assembly, and worship, and questioned the authority of arbitrary and oppressive
government (Bailyn, 1992). New ideas also included more sophisticated under-
standings of law, particularly as it affected economic rights (Horowitz, 1977; Katz,
1971; Katz, Sullivan, and Beach, 1985; Nelson, 1975).

Closer ties to Europe brought not only new ideas, but also new institutions.
After an apprenticeship as a printer in London, young Benjamin Franklin
returned with firsthand knowledge of the various kinds of voluntary associations
being formed by English tradesmen (Morgan, 2003). Freemasonry, a fraternal
order whose members were committed to a variety of radical political and
religious ideas, spread rapidly through the colonies in the mid-1700s. Masonry
provided a model for other forms of private voluntary associations, most
notably Franklin’s “Junto,” a club of young Philadelphia tradesmen who pooled
their books, trained one another in debating and writing, and supported one
another’s political and economic ambitions.

Closer ties with Europe also transformed American religious life as evange-
lists associated with dissenting sects crossed the ocean to spread their doctrines
(Ahlstrom, 1972; Butler, 1990; Finke and Stark, 1992; Hatch, 1989). Soon
American cities and towns were filled with competing churches, with Methodists,
Baptists, and other religious enthusiasts crowding out the older Congrega-
tionalists and Methodists. Although Pennsylvanians and Rhode Islanders had
long enjoyed religious toleration, the notion that people could freely choose
how to worship and were free to form and support their own congregations,
free of government interference, was a novel idea to most Americans. In many
places, religious dissenters demanded and succeeded in obtaining many of the
same rights as members of established churches, including exemption of their
congregations from taxation. This set an important precedent for the secular
associations that would proliferate in the 19th Century.

The American Revolution drew on all these intellectual and organiza-
tional developments: religious revivals and political theories that affirmed the
importance of individual rights, experience in organizing voluntary associations,
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and the use of associations in politics. Groups such as the Sons of Liberty and the
Committees of Correspondence helped mobilize citizens to fight for American
independence.

Voluntary Associations in the New Republic, 1780–1830

Despite their importance during the Revolution, many Americans distrusted vol-
untary associations and feared the power of wealthy private institutions. These
feelings were fueled by popular uprisings such as Shay’s Rebellion, in which Revo-
lutionary veterans led armed resistance to tax collectors, and the establishment of
the Society of the Cincinnati, an association of army officers that, critics believed,
desired the creation of a titled aristocracy. This distrust fueled resistance to efforts
to charter corporations and to enact legal reforms that would make it easier to
create and enforce charitable trusts.

Led by Virginia, many states actively discouraged private charity (Miller,
1961; Wyllie, 1959). In 1792, the Commonwealth annulled the British laws that
authorized the establishment of charitable trusts and confiscated endowments
administered by the Anglican church. Favoring public over private institutions,
Virginia established the first state university in 1818 (Dabney, 1981). This would
become a common pattern in many southern and western states.

The South was not alone in its suspicion of private charitable enterprise.
In 1784, New York established the Regents of the University of the State of New
York, a regulatory body that oversaw all charitable, education, religious, and
professional organizations. In the 1820s the state enacted laws limiting the size
of institutional endowments and the size of bequests that testators could leave
to charity.

In contrast, the New England states actively encouraged private initiatives
of all sorts. By 1800, Massachusetts and Connecticut had chartered more corpo-
rations than all the other states combined. Voluntary associations—formal and
informal; religious and secular—flourished. By the 1820s, legal reforms gave fur-
ther encouragement to private charities by protecting trustees from liability and
liberalizing the kinds of investments they could make. As a result, New England
states became national centers for education, culture, and science, as the wealth
from their industrializing economy poured into the coffers of their colleges, hos-
pitals, libraries, and museums (Hall, 1982).

These growing differences in the treatment of private associations, charity,
and philanthropy inevitably had political consequences. With the rise of popular
politics and the intensification of efforts to disestablish churches in states where
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some religious groups still enjoyed monopoly privileges and tax support, conser-
vative elites went on the defensive, using colleges and other private institutions
to protect their power. These struggles came to a head in the Dartmouth College
Case (Tobias, 1982; Trustees, 1819). In 1819, the U.S. Supreme Court was asked
to decide whether the state of New Hampshire had exceeded its powers in taking
over a privately endowed educational institution and turning it into a public insti-
tution. The court, in ruling that a corporation was a private contract and hence
protected by the contracts clause of the United States Constitution, gave assur-
ance to donors that the institutions they founded and supported would be safe
from government interference. Later, in the Girard Will Case, the Court would
affirm the legal basis for private philanthropy, even in states such as Pennsylvania,
which had annulled British charities statutes.

Because the Constitution granted significant power to the states, these
federal court decisions had limited impact. Every state had its own laws govern-
ing corporations, associations, and charities. Some, like those of New England,
encouraged private philanthropy and protected charitable corporations. Most,
however, restricted private initiatives and, as a matter of public policy, favored
public ones. This preference did not, it should be noted, preclude private
giving to public institutions. State colleges and universities, public libraries,
and other government-run agencies benefited from this growing practice of
public philanthropy.

During the first half of the 19th Century, voluntary associations played
increasingly important roles in the nation’s public life. Political parties, which
were embryonic in 1800, had become powerful national institutions. As Ameri-
cans became concerned about slavery, drunkenness, violations of the Sabbath,
treatment of the insane, and other causes, voluntary associations, organized on
a national basis with state and local chapters, became the preferred vehicles for
social movements promoting reform. Churches began organizing themselves
into national denominations that supported a wide variety of educational and
charitable initiatives, domestic and foreign missions, and substantial publishing
enterprises (Foster, 1965; Mathews, 1969). Fraternal organizations, the Masons
and Odd Fellows, commanded the loyalties of hundreds of thousands of
Americans (Skocpol, Ganz, Munson, Camp, Swers, and Oser, 1999).

Beginning in the 1830s, emigrants, displaced by war, revolution, and eco-
nomic distress, began to flock to our shores. Some, like the Germans, brought
with them their own rich traditions of voluntary action. Others, like the Irish,
brought forms of charitable engagement. The Roman Catholic church, to which
many Germans and Irish belonged, began creating a benevolent empire of
schools, orphanages, temperance societies, and social welfare organizations
to serve its members. Although its hierarchical structure excluded laity from
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involvement in church governance, the church became an increasingly impor-
tant factor in the nation’s associational life (Dolan, 1992; Oates, 1995).

In addition to these national associations, there were thousands of
free-standing local charitable corporations and voluntary associations devoted to
practically every imaginable purpose (Ryan, 1981). As the French visitor Alexis
de Tocqueville noted while visiting America in the 1830s:

Americans of all ages, all conditions, and all dispositions constantly form
associations. They have not only commercial and manufacturing compa-
nies, in which all take part, but associations of a thousand other kinds,
religious, moral, serious, futile, general or restricted, enormous or diminu-
tive. The Americans make associations to give entertainments, to found
seminaries, to build inns, to construct churches, to diffuse books, to send
missionaries to the antipodes; in this manner they found hospitals, pris-
ons, and schools. If it is proposed to inculcate some truth or foster some
feeling by the encouragement of a great example, they form a society.
Wherever at the head of some new undertaking you see the government
in France, or a man of rank in England, in the United States you will be
sure to find an association. (de Tocqueville, [1835] 1945, II, p. 106)

In his enthusiasm, de Tocqueville somewhat exaggerated the universality
of voluntary associations. Although they were used for many purposes and by
people at all levels of society, including women and African Americans, who were
excluded from the political process, there remained significant geographical
variations in citizens’ willingness to use them, depending on whether state laws
restricted their activities and authorities were willing to subsidize them directly,
through government grants and contracts, or indirectly through tax-exemption.

In states where private initiative was discouraged, tasks of education, heal-
ing, and care for the dependent and disabled were often carried out by public
agencies. Public provision did not preclude private support, however. State uni-
versities accepted private donations. Fire fighting in most towns and cities was
provided by volunteer companies. Along with newer forms of voluntary action,
older traditions of public philanthropy and voluntarism continued to flourish.

Nation Building, 1860–1920

Associations, private charities, and giving and volunteering all played prominent
roles in the Civil War, which provided opportunities for further advancing
the claims of private eleemosynary enterprise. Among the first units to rally to
the defense of the Union were private military companies, groups of civilians for
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whom soldierly training was a form of recreational and social activity. Once the
fighting began in earnest, private groups rushed to care for the injured and pro-
vide comfort for soldiers still in the field. TheUnited States Sanitary Commission,
theUnited States Christian Commission, and other groups organized fundraising
events,made clothing and bandages, andmobilized volunteers in towns and cities
throughout the country to meet the medical, public health, and other needs of
armed forces (Brockett, 1864; Cross, 1865; Frederickson, 1965; Moss, 1968).

At the war’s end, the victorious Union faced the immense task of “recon-
structing” states devastated by fierce fighting and preparing millions of free
slaves for freedom (Butchart, 1980; Fleming, 1906; McFeely, 1968; Richardson,
1986). To do this, the government turned to voluntary organizations to build and
staff schools, teach civic and vocational skills to newly freedmen and women, and
reform southern industry and agriculture (Swint, 1967). Reconstruction also
showed some of the darker possibilities of voluntary associations, as embittered
southerners organized groups such as the Ku Klux Klan to terrorize blacks and
the northern volunteers who were helping them.

The Civil War transformed America, not only establishing the preeminent
authority of the federal government in important areas such as civil rights,
but also unifying the country economically and culturally. Military needs had
forced standardization of railroad equipment, consolidation of the telegraph
industry, and the creation of a national financial market, centered in New York.
Government spending and growing demand from an increasingly urbanized
population fueled the increases in the scope and scale of manufacturing and
commercial enterprises that sought national and international markets. The
government-funded Transcontinental Railroad, completed in 1869, opened vast
areas of theWest for agricultural and industrial development. Growing industries
and advancing technology required managers and experts for efficient and
profitable operation.

Educational institutions found opportunities in this prospect of unbounded
growth. “The American people are fighting the wilderness, physical and moral,
on the one hand, and on the other are struggling to work out the awful problem
of self-government,” declared Harvard’s new president, Charles W. Eliot, in
1869. “For this fight they must be trained and armed” (Eliot, 1869). Having
spent the war years in Europe studying the relationships between higher edu-
cation and economic development, Eliot himself was well prepared to lead the
transformation of Harvard, a sleepy local college before the war, into a modern
research university.

Eliot’s clarion call was met with enthusiasm. Gifts and bequests to the uni-
versity increased from $1.6 million for the period 1841–1865 to $5.9 million for
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the years 1866–1890 (Sears, 1922). Business leaders largely replaced clergymen
and lawyers on its governing boards (Veblen, 1918). Curricular reforms encour-
aged specialization, while new graduate departments and professional schools
provided facilities for advanced training and research (Hawkins, 1972; Rudolph,
1968; Veysey, 1965). Harvard’s transformation into a research university set the
pace for American higher education—and the generosity and imagination of
its donors set a standard for philanthropists throughout the country (Curti and
Nash, 1965).

Universities became hubs for a universe of new associational and philan-
thropic institutions and activities (Bledstein, 1976; Geiger, 1986, 1993; Hawkins,
1992). Hospitals, museums, and other arts organizations became research
centers, closely tied to university medical schools, scientific disciplines, and
new programs in the fine arts and music (DiMaggio, 1986; Fox, 1963; Starr,
1982). New academic disciplines and professions gave rise to professional and
scholarly societies (Buck, 1965; Haskell, 1977). University-trained managers
and experts became increasingly important not only to industry, but also to
governments, which were beginning to grapple with the social welfare, public
health, transportation, and policing problems of growing cities (Brint, 1994;
Wiebe, 1967).

Beginning in the 1870s, the American economy was shaken by a series
of crises. The collapse of the stock market in 1873 was the beginning of a
depression that lasted for years and impoverished hundreds of thousands of
workers. Economic distress encouraged the growth of labor unions and radical
political organizations whose conflicts with employers and government author-
ities became increasingly violent. In 1877, a national railroad strike provoked
large-scale rioting and looting in major cities. In 1886, labor’s campaign for a ten
hour workday culminated in the Haymarket bombing in Chicago, which killed a
dozen policemen and led to the round-up and execution of radical politicians
and journalists.

Among the few calm voices in the period was that of a Pittsburgh steel execu-
tive, Andrew Carnegie (Wall, 1970). An immigrant from Scotland, Carnegie had
worked his way up from being a child laborer in a textile mill to serving as the
right-hand man of the president of the Pennsylvania Railroad. From there, he
became a pioneering and fabulously successful steel manufacturer. By the 1880s,
he was well on his way to becoming one of America’s wealthiest men.

In 1886, Carnegie began writing a series of articles on the labor crisis that
argued that shorter hours, better working conditions, and employer recognition
of workers’ right to organize were in the interests of both capital and labor. At the
same time, he suggested that the enlarged scope and scale of modern industry
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had fundamentally changed not only economic relationships, but also the nature
of political life (Carnegie, 1886a, 1886b). He summed up his thinking in an 1889
essay, “Wealth,” which urged the “men of affairs” who had most profited from
advanced industrial development to use their “genius for affairs” to reinvest their
fortunes in society. Inherited wealth, he believed, was bad both for heirs and
for society—and he went so far as to recommend confiscatory estate taxation to
prevent the passing on of large fortunes (Carnegie, 1889). More important, he
argued that intelligent philanthropy could not only eliminate the root causes
of social problems, but sustain the competitive processes essential to continu-
ing progress.

Carnegie was harshly critical of traditional charity, which, he believed, only
responded to suffering rather than addressing the causes of poverty. “It were bet-
ter for mankind that the millions of the rich were thrown into the sea,” he wrote,
“than so spent as to encourage the slothful, the drunken, the unworthy. Of every
thousand dollars spent in so-called charity today, it is probable that nine hundred
and fifty dollars is unwisely spent—so spent, indeed, as to produce the very evils
which it hopes to mitigate or cure” (Carnegie, 1889). “The best means of bene-
fiting the community,” Carnegie urged his fellow millionaires, “is to place within
its reach the ladders upon which the aspiring can rise”—“institutions of various
kinds, which will improve the general condition of the people; in this manner
returning their surplus wealth to the mass of their fellows in the forms best calcu-
lated to do them lasting good” (Carnegie, 1889). This included libraries, parks,
museums, public meeting halls (like New York’s famous Carnegie Hall), and edu-
cational institutions.

In popularizing the idea that businessmen could use the same “genius for
affairs” that had made them rich to reform society, Carnegie set an example
for his fellow tycoons. Before Carnegie, most philanthropy had been small-scale
and conventional. After Carnegie, philanthropy, organized and focused through
foundations, would assume an unprecedented scale and scope, becoming an
important source of innovation in addressing problems of education, health, and
social welfare.

The consolidation of American political, economic, and social institutions
between the Civil War and the First World War was as much the result of the
actions of elite institutions such as universities and powerful leaders such as
Andrew Carnegie as it was the outcome of associational activity at all levels
in society (Sklar, 1988). In the second half of the 19th Century, America
became, in Arthur Schlesinger Sr.’s phrase, “a nation of joiners” (Schlesinger,
1944, p. 24). Immigrants, who flooded the nation in ever growing numbers,
organized mutual benefit associations that gave them solidarity and provided
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help in times of sickness and distress (Li, 1999; Soyer, 1997). Physicians, lawyers,
engineers, and other professionals organized associations to set standards,
exchange information, and pressure government (Abbott, 1988; Auerbach,
1976; Calhoun, 1965; Calvert, 1967; Kimball, 1995). Businesses organized
trade associations to advocate for legislation favoring their interests (Naylor,
1921). Wage earners organized trade unions to press employers to improve
pay and working conditions. War veterans organized the Grand Army of the
Republic to promote sociability and advocate for pensions and other benefits.
Advocacy groups, which drew members from across the social spectrum, agi-
tated for prohibition, women’s suffrage, civil service and charities reform, and
other causes (Clemens, 1997). Most important of all were the fraternal and
sororal organizations—the Freemasons, Odd Fellows, Knights of Columbus,
Rebekahs, and dozens of others—whose chapters became centers of socia-
bility and civic activity, as well as sources of social insurance, for men and
women throughout the country (Beito, 2000; Dumenil, 1984; Kaufman, 2002;
Skocpol, 2003).

Widespread participation in these broad-based associations was probably
the most powerful and effective school of democracy. By participating in
associations, citizens learned how to be self-governing, argue and persuade, raise
funds and manage finances, and form alliances and coalitions. The fact that
most of these associations were national entities whose architecture mirrored
that of government itself—with nation, state, and local organizations—helped
bind the nation together by accustoming Americans to engaging with one
another beyond the locality. If, as de Tocqueville suggested, Americans in the
first half of the 19th Century had learned the principle of association in their
schoolyards, in the second half of the century associations became the great
school of democracy, teaching adults and children alike the values and skills
needed for a vibrant and inclusive public culture.

New Charitable Vehicles, 1890–1930

The kind of large-scale targeted giving Carnegie recommended faced a number
of obstacles. The most important of them were legal barriers to private char-
ity in states such as New York. At the time that Carnegie wrote, New York state
courts had already invalidated amillion dollar bequest to Cornell on grounds that
the donation, if accepted, would render the university’s endowment larger than
the amount that the legislature had authorized it to hold. They had also inval-
idated former presidential candidate and corporation lawyer Samuel Tilden’s
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multimillion-dollar charitable bequest to establish the New York Public Library
(Ames, 1913). Without major legal reform, the wealthy, who were increasingly
gravitating to New York—the nation’s financial center—could not be philan-
thropically generous even if they wanted to be.

Another obstacle was the lack of organizational vehicles for large-scale
philanthropy. Wealthy men like the devoutly religious John D. Rockefeller, who
controlled America’s petroleum industry by the 1890s, tried to be conscientious
givers, personally considering and carefully weighing the thousands of begging
letters that poured into their offices (Chernow, 1998; Harr and Johnson, 1988).
Rockefeller’s situation was summed up by his chief assistant, John W. Gates,
who exclaimed to his employer, “Your fortune is rolling up, rolling up like an
avalanche! . . . You must keep up with it! You must distribute it faster than it
grows! If you do not, it will crush you and your children and your children’s
children” (Harr and Johnson, 1988, p. 82). The solution was the creation of
corporate entities, staffed by experts, to scientifically distribute this surplus
wealth. The problem was that American charities law had traditionally required
that charitable trusts be specific in designating classes of beneficiaries.

The failure of the Tilden Trust, combined with anxieties about the increas-
ing anger of average Americans toward the rich and big business, fueled a
coordinated effort to reform charities laws in the leading industrial states
(“American Millionaires,” 1893). By 1893, New York, Pennsylvania, Ohio, and
Illinois had altered their charities statutes, permitting the kind of wholesale
philanthropy that Carnegie had advocated. Philanthropists proceeded cau-
tiously onto this new legal ground. The first recognizably modern foundations
included Rockefeller’s General Education Board (established in 1901) to benefit
black schools in the South but later broadened to include higher education
nationally, Andrew Carnegie’s Carnegie Endowment for the Advancement of
Teaching (established in 1905), and Margaret Olivia Slocum Sage’s Russell
Sage Foundation (established in 1907) to systematically address social welfare
issues on a national basis (Fosdick, 1962; Glenn, Brandt, and Andrews, 1947;
Hammack and Wheeler, 1994; Lagemann, 1999). In 1911, Carnegie took the
bold step of establishing the largest foundation of all, the Carnegie Corporation
of New York, for the general purpose of “the advancement and diffusion of
knowledge and understanding” (Lagemann, 1992).

John D. Rockefeller, not to be outdone and smarting from the court-ordered
breakup of the Standard Oil monopoly, applied to Congress for a charter for a
$100 million foundation dedicated to “the betterment of mankind” (Fosdick,
1952). The request set off a furor among politicians and journalists who worried
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about the influence foundations of this size could have on public policy and
about their economic power. Rockefeller eventually obtained a charter from the
New York State legislature in 1913.

Concerns about the power of foundations and the continuing concentra-
tion of wealth continued to grow. In 1915, the Congress empanelled a special
Commission on Industrial Relations that held well-publicized hearings over
a period of two years (U.S. Congress, 1916). The charges aired during these
hearings led foundations to be cautious and secretive about their involvement
in public affairs—a stance that would fuel public suspicions of philanthropy’s
motives and methods that would erupt periodically for the rest of the century
(Katz, 1981).

Grantmaking foundations were not the only new charitable vehicles created
in the decades before the First World War. In 1910, Cleveland, Ohio’s Chamber
of Commerce convened a committee to consider problems of charitable fraud,
abuse, and inefficiency. Appeals for charity were multiplying, but donors had no
way of knowing whether they came from reputable organizations. The number
of charitable organizations seeking aid was increasing, producing duplicated
efforts and wasted resources. The donor base was shrinking, with an increasing
proportion of donations coming from a smaller number of donors. The com-
mittee eventually brought forth a new kind of charity—the Community Chest
(Cutlip, 1965; Seeley et al., 1957). Led by businessmen, the Chest proposed to
conduct a single annual fund drive for all of Cleveland’s charities. The Chest’s
distribution committee would assess the city’s charities and allocate funds to
the most worthy. The Chest proposed to broaden the donor base by soliciting
employees of the city’s business firms. Aggressively publicized, the Chest idea
spread rapidly. By 1930, hundreds of towns and cities had adopted this form
of federated fundraising. The Community Chest is the ancestor of today’s
United Way.

Cleveland also fostered cooperation among the city’s social agencies through
its Charities Federation. Establishing lines of communication between agencies
allowed them to coordinate their activities, improve their management, and use
their resources more efficiently. It also enabled private agencies to work more
closely with government to address social problems.

The Community Chest and the Charities Federation addressed problems of
current giving and spending. In 1925, Cleveland banker Frederick Goff sought
to make the establishment and management of charitable endowments more
efficient. He proposed the idea of the community foundation, an institution
empowered to receive charitable trusts of various sizes and for various purposes
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(Hall, 1989a; Hammack, 1989; Magat, 1989). These would be placed under com-
mon management under the authority of a board made up of leading bankers.
A distribution committee, often made up of public officials and others serving
ex officio, would allocate undesignated or discretionary funds to worthy organi-
zations. Like the Community Chest, the community foundation was intended to
democratize charitable giving while giving civic leaders control of a community’s
charitable resources.

None of these innovations would have been possible without the enthusi-
astic backing of business leaders. Not only did their ideas and money sustain
charitable, educational, and religious institutions, but their companies became
important to the effort to improve society (Hall, 1989b; Heald, 1970). Under the
banner of “welfare capitalism,” corporations not only contributed generously to
community institutions, they also established pension plans, initiated educational
programs, and supported social and athletic activities for their employees and
their families (Brandes, 1976; Brody, 1980). Many firms sold products intended
to improve Americans’ health and quality of life.

These charitable innovations were only a small part of a far broader associa-
tional revolution in the first third of the 20th Century. In the first quarter of the
20th Century, membership in fraternal and sororal organizations peaked in num-
bers of organizations and membership (Skocpol, 2003). Businessmen’s service
organizations—Rotary, Kiwanis, Lions, and others—appeared in every town and
city (Charles, 1993). Businesses organized trade associations to advocate, lobby,
and educate the public and government about their interests. Herbert Hoover,
writing in 1922, envisioned these trade associations working closely with other
kinds of “voluntary organizations for altruistic purposes” to advance public wel-
fare, morals, and charity, to elevate public opinion, to improve public health,
and to solve social problems combining the pursuit of self-interest with higher
values of cooperation and public service (Galambos, 1966; Hawley, 1974, 1977;
Hoover, 1922; Karl, 1969, 1976). A nation based on public interest voluntarism,
he believed, would not need the radical remedies of socialism and communism
to address problems of inequality and injustice.

Accompanying this associational revolution was a related transformation of
fundraising (Cutlip, 1965). As the needs of hospitals, universities, and other orga-
nized charities grew, fundraising became professionalized. Firms such as John
Price Jones & Company combined sophisticated business methods with aggres-
sive marketing techniques in raising funds for the World War I loan drives and,
later, for Harvard and other universities.

Reform-oriented social movements and other kinds of organized advocacy
continued to grow during this period (Sealander, 1997). Efforts to eliminate
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child labor, enfranchise women, restrict immigration, and protect the rights
of minorities influenced public policy through demonstrations, advertising
campaigns, lobbying, and litigation. Particularly notable were the efforts of
the NAACP (National Association for the Advancement of Colored People)
and other groups in the vanguard of the effort to halt the epidemic of lynchings
and race riots in which thousands of black citizens perished between 1890 and
1930. Sadly, perhaps the most influential social movement of the period was the
revived Ku Klux Klan, which, during the 1920s, commanded the loyalty of hun-
dreds of thousands of followers throughout the country, directing its energies
against African Americans, Jews, Catholics, labor organizers, and others.

Big Government, the Nonprofit Sector, and the
Transformation of Public Life, 1930–1980

Between 1930 and 1980, American public life was transformed by huge growth
in the scope and scale of government, which in turn stimulated commensurate
expansion of private institutions. The two were closely connected, since govern-
ment, as it took on increasing responsibilities for managing economic, political,
and social domains, was able to use its awesome power to stimulate growth and
activity in the private sectors. Just as public sector activities such as construction
of the interstate highway system and petroleum industry subsidies stimulated the
growth of the privately owned automobile industry, so public sector subsidies
of charitable giving (tax breaks for donors, exemptions for charities, voucher
programs such as the G.I. Bill, and increasingly generous grants and contracts)
stimulated the growth of nonprofit enterprises of every kind.

This was an incremental process. In the 1930s, no one envisioned that the
emergency powers assumed by the federal government to deal with the Depres-
sion would become permanent and central features of public life. Nor could
anyone imagine the extent to which the increasing activism of government would
stimulate the growth of the private sector.

The nation was ill-prepared to deal with the catastrophic economic collapse
that began with the stock market crash of October 1929. Even if the discipline of
economics had been better developed, its retrospective insights could not have
offered much understanding of this unprecedented event. In any event, govern-
ment lacked the necessary tools of economic management to engage problems
of mass unemployment and business failure on this scale.

President Hoover, a millionaire mining engineer who had entered politics
with an international reputation as a humanitarian, was philosophically opposed
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to the idea of big government. His attempts to deal with the Depression through
the system of voluntary associations whose growth he had fostered as secretary
of commerce and later as president, proved ineffective. His successor, Franklin
D. Roosevelt, entered office with similarly conservative views. The centerpiece
of his recovery program, the National Recovery Administration (NRA)—with its
motto, “we do our part”—was similarly based on voluntaristic principles, pro-
moting economic revival through cooperation between business and government
(Himmelberg, 1976).

When the NRA was declared unconstitutional in 1935, Roosevelt turned to
more activist remedies, with attempts to restore consumer buying power through
massive public works projects like the WPA (Works Projects Administration) and
the CCC (Civilian Conservation Corps), agricultural subsidies, and through a
national system of social insurance (Social Security). He also proposed major
tax reforms, which introduced steeply progressive income and estate taxes with
the intent of using the tax system to redistribute the wealth owned by the rich-
est Americans. These tax reforms had little impact on average Americans, few
of whom earned enough money to owe income tax. But they proved to be a
powerful incentive for the wealthy to avoid taxation through large-scale charita-
ble giving.

Roosevelt’s New Deal established the paradigm for the later growth of
government. Although the federal government increased the scope of its
responsibilities and assumed leadership for making policy in important areas,
most federal programs were carried out by state and municipal agencies and
by nongovernmental organizations funded by government contracts, user fees,
and private contributions indirectly subsidized through tax exemptions and
deductions.

During the Second World War and afterward, as the United States assumed
leadership of the free world, federal government policies played a key role in stim-
ulating growth in the number and importance of nonprofit organizations. The
most important of these involved taxation (Webber and Wildavsky, 1986; Witte,
1985). The income tax, which fewAmericans had had to pay before the 1940s, was
universalized: not only were most wage and salary earners subject to it, but also
the government began withholding estimated tax liabilities from employees’ pay-
checks. At the same time, tax rates were sharply increased on estates and business
corporations. New tax policies were not only intended to gather revenue for gov-
ernment. Through “loopholes”—exemptions, deductions, and tax credits—tax
policy was used to encourage charitable giving to private institutions classified as
tax exempt by the Internal Revenue Service (IRS) (Howard, 1997). The growth
of nonprofit organizations was also stimulated by increased spending in the form
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of government grants, contracts, and vouchers (like the GI bill, which subsidized
higher education for returning soldiers).

These policies had dramatic effects (Weisbrod, 1988). By 1940, there
were only 12,500 charitable tax-exempt organizations registered by the IRS—
along with 179,742 religious congregations (which did not have to apply for
exemption) and 60,000 noncharitable nonprofits (such as labor unions and
fraternal associations) that enjoyed various tax privileges.1 By 1980, there were
320,000 charitable tax exempt nonprofits—as well as 336,000 religious bodies and
526,000 noncharitable nonprofits. By 2006, there would be more than 600,000
charitables, 400,000 religious congregations, and 600,000 noncharitables—
a total of more than a million and a half nonprofits of various types (Hall
and Burke, 2006). Government policies played a crucial role in fueling the
growing scope and number of nonprofit organizations, not only indirectly
through creating incentives to individuals and firms for contributing to private
organizations serving governmental ends, but also directly, through grants and
contracts. By the 1970s, between 12 percent and 55 percent of total nonprofit
revenues were direct payments from the federal government (Salamon, 1987).

Although the scope and scale of its responsibilities vastly increased in the
second half of the 20th Century, the size of the federal government—at least as
measured in the size of its civilian workforce—did not. The number of federal
civilian employees remained unchanged between 1950 and 2000, while the num-
ber of state and local employees doubled and tripled and the number of non-
profit organizations grew from the thousands to over amillion. Quite clearly, “big
government” as it developed after the second World War took a very different
form than conventionally supposed. Doing its work through states and localities
and through policies that encouraged flows of resources to private actors, the
American welfare state was a remarkable example of what Lester Salamon has
called “third-party government.” (See Chapter Three for more about the relation
between governments and nonprofit organizations.)

Of the proliferating organizations of the nonprofit sector, none attracted
more attention in the decades following the war than foundations (Andrews,
1950). As taxes on incomes and estates increased, the founders of the huge
fortunes built in the boom years of the 20th Century were increasingly likely
to use foundations as mechanisms for avoiding taxation. When Henry Ford
died in 1947, stock in his closely held company was divided into two classes
(Greenleaf, 1964; MacDonald, 1956; Nielsen, 1971; Sutton, 1987). The voting
stock was retained by the family, while the nonvoting securities were given to
the Ford Foundation, which sold them at an immense profit. The Ford Motor



Trim Size: 7in x 9.25in Renz852965 c01.tex V3 - 07/11/2016 9:22 A.M. Page 20

�

� �

�

20 The Jossey-Bass Handbook of Nonprofit Leadership and Management

Company passed to the next generation without paying a penny in taxes—and
the largest foundation in the world was created in the process.

Stratagems like this helped fuel an enormous increase in the number and
importance of foundations. Numbering only 203 in 1929, the number of founda-
tions with assets exceeding a million dollars grew to 2,058 by 1959—with the vast
majority of these established within the decade (Andrews, 1956; Foundation Direc-
tory, 1960, pp. ix–lv). In 1929, their assets represented only 10.7 percent of the
total property controlled by charitable tax-exempt organizations; by 1973, their
share was 21.7 percent. Thanks to liberalized laws regarding corporate philan-
thropy, the growing universe of private and community foundations was further
enlarged by corporate foundations and organized corporate contributions pro-
grams (Andrews, 1952; Hall, 1989b; Himmelstein, 1997; Useem, 1987).

Although Ford and other foundations established by wealthy families at this
time undoubtedly performed valuable services, some politicians and journalists
wondered whether average citizens, who were becoming increasingly sensitive
to their own tax burdens, either approved of the loopholes that permitted multi-
millionaires to evade taxes or sympathized with the sometimes controversial uses
of foundation grants (Andrews, 1969; Lundberg, 1968; Nielsen, 1971). Between
1952 and 1969, congressional committees’ investigations of foundations and
“other tax-exempt entities” cast an increasingly skeptical eye on their activities.
With the federal government assuming primary responsibility for education,
health, and social welfare, many wondered whether private philanthropy,
subsidized by tax breaks, had outlived its usefulness.

Despite these periodic outbursts of regulatory enthusiasm, funds from
foundations, corporations, and new government programs (such as the National
Institutes of Health, National Science Foundation, National Endowment for the
Arts, and National Endowment for the Humanities, among others) continued to
fuel the growth and transformation of nonprofit enterprise. On the one hand,
industries such as the performing arts and health care, which had been almost
entirely for-profit in ownership before 1950, became dominated by nonprofit
firms in the course of the next half-century. On the other hand, industries like
elder care, which had been largely nonprofit, became for-profit in ownership
as government social and medical insurance programs made nursing homes an
increasingly profitable enterprise.

The increasing centrality of government also encouraged the growth of spe-
cial interest advocacy organizations, as stakeholders affected by or benefiting
from government programs sought to influence legislators in their favor (Berry,
1977, 1997; Jenkins, 1987; Jenkins and Eckert, 1986; Jenkins and Halcli, 1999).
Policy research (“think tanks”) and policy advocacy groups such as the Business
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Advisory Council, the Conference Board, the Committee for Economic Devel-
opment, and the Business Roundtable formed a privatized policy establishment
(Critchlow, 1985; Rich, 2004; Smith, 1991a, 1991b).

Increasing government activism and foundation funding also stimulated
grassroots social movement activity intended to influence public policy. The
Civil Rights movement of the 1950s and 1960s gave rise to a host of movements
promoting the rights of women, children, the unborn, and the disabled, the
health of the environment, and a variety of international causes (Berkeley Art
Center Association, 2001; Fleischer and Zames, 2001; Minkoff, 1995; Minton,
2002; Proietto, 1999; Stroman, 2003). On the whole, these social change
organizations differed in significant ways from their 19th-Century predecessors.
Earlier organizations had been broadly based membership organizations in
which volunteers and local chapters played central roles. Late 20th-Century
social change organizations were increasingly likely to be based in the national
capital and to be run by professional managers, policy experts, communications
specialists, and lobbyists (Skocpol, 2003).

Changing political culture, combined with a more educated, affluent, and
mobile citizenry, helped kill off traditional kinds of voluntary associations.
Membership in fraternal and sororal organizations began to drop sharply after
the Second World War as Americans moved to the suburbs and substituted
television and other privatized forms of entertainment and recreation for more
collective forms of social engagement (Skocpol, 1999). Even such venerable
organizations as the Parent-Teacher Association (PTA) began to decline, as
suburban parents preferred to devote their energies to parent-teacher orga-
nizations focusing more narrowly on the schools their own children attended
rather than broader educational issues (Crawford and Levitt, 1999). According
to political scientist Robert Putnam, all forms of civic engagement—voting,
attending public meetings, church attendance, and participation in ath-
letic associations such as bowling leagues—declined sharply after the 1960s
(Putnam, 2000).

Taking the place of traditional voluntary and membership-based engage-
ment was a growing domain of narrowly focused, professionally managed
nonprofit organizations that drew their revenues from a mix of earned revenues,
government and foundation grants and contracts, and corporate contributions
(Hall, 2003). These organizations were more likely to provide specific kinds of
services (child day care, elder care, education, health services) and to engage in
advocacy, lobbying, and public education than to promote generalized sociability
and civic engagement. Regarding public culture in the later 20th Century, man-
agement guru Peter Drucker would write that “the nonprofit organizations of
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the so-called third sector . . . create a sphere of effective citizenship . . . , sphere of
personal achievement” in which the individual “exercises influence, discharges
responsibility, and makes decisions.” Drucker concludes:

In the political culture of mainstream society, individuals, no matter how
well-educated, how successful, how achieving, or how wealthy, can only
vote and pay taxes. They can only react, can only be passive. In the coun-
terculture of the third sector, they are active citizens. This may be the most
important contribution of the third sector. (Drucker, 1989, p. 204)

In his enthusiasm for the possibilities of the sector, Drucker overlooked the
fact that organizations that did not depend on volunteers or donations, that did
not seek to recruit members, and that were narrowly focused on service provision
and advocacy were likely to primarily engage the energies and interest of “knowl-
edge workers” empowered by the high-tech economy rather than the mass of
citizens.2 It appeared that the “nation of joiners” celebrated by Schlesinger in
1940 was left without opportunities for joining.

The major exception to this trend was religion. Although rising more slowly
than the general population, membership in religious bodies and attendance at
worship services increased steadily through the second half of the 20th Century
(Finke and Stark, 1992; Fogel, 2000). More impressive were increases in the
number of congregations and new religious organizations (Roof, 1999). While
the mainstream denominations (Catholic, Protestant, Jewish) declined, their
place was being taken by free-standing congregations, often evangelical in per-
suasion, and by groups that stood outside of Western religious traditions (Eck,
2001; Wuthnow, 1998). In addition, ecumenical and parachurch organizations
such as Habitat for Humanity, which drew on members’ religious commitment
but were nonsectarian, grew steadily (Baggett, 2001; Bender, 2003; Wuthnow,
1994). New religious organizations were more likely to be politically active:
the conservative revolution of the 1980s and 1990s owed much to its ability to
mobilize voters and bring pressure to bear on legislators (Reed, 1996). More
important, the new religious organizations were likely to be broadly based in
ways that crossed lines of class, occupation, education, and ethnicity in ways
that made them especially potent in imparting civic values and skills (Verba,
Schlozman, and Brady, 1995).

As religious organizations have assumed a new visibility in public life
generally, they have also gained recognition as centrally important parts of
the nonprofit sector (Cherry and Sherill, 1992; Demerath, Hall, Williams, and
Schmitt, 1998; Wuthnow, 1988; Wuthnow, Hodgkinson, and Associates, 1990).
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This is the case not only because they constitute some 40 percent of the nonprofit
universe and command two-thirds of all volunteers and donations, but also
because they serve as paths of recruitment into secular activities and as platforms
for secular or faith-based service provision in a variety of areas. The debate over
charitable choice stemming from the welfare reforms of the mid-1990s was not
so much an argument about church-state separation as it was an effort to codify
government support for faith-based social services that had been a feature of
America’s human services regime for decades (Carlson-Theis and Skillen, 1996;
Chaves, 2001; Cnaan, 1999, 2002; Hall, 2001).

Originally associated with the conservatives’ political agenda, particularly
with the programs pushed by the second President Bush, by the end of the first
decade of the 21st-Century charitable choice had been embraced by both par-
ties. The Democrat’s abandonment of efforts to maintain a “wall of separation”
between church and state was doubtless due to the fact that among the chief ben-
eficiaries of federal funding were the inner city African American congregations
crucial to President Obama’s 2008 victory.

The Conservative Revolution and the Nonprofit
Sector, 1980–2000

For much of the 20th Century, foundations and secular nonprofit organizations
had been generally associated with liberal political causes. Conservatives, regard-
ing nonprofits as liberal—if not subversive—organizations had not only sought
to curtail their privileges, but also had generally avoided using nonprofits to
advance their own purposes. This began to change after the defeat of Barry Gold-
water in 1964, when conservative leaders realized that criticizing liberalism was
insufficient as a basis for political success: victory required alternative policies and
relentless efforts to sway the public in their favor (Hodgson, 1996). To achieve
their ends, conservatives would have to overcome their aversion to nonprofits in
order to create their own “establishment” of think tanks, advocacy organizations,
and foundations (Berry, 1997; Blumenthal, 1986; Rich, 2004).

A number of factors fueled this resolve. One was the emergence of a
new cadre of monied conservatives, mostly from fast-developing areas of the
South and West, whose wealth was based on defense production and extractive
industries (Sale, 1975). They had a vital economic interest in being able to sway
government policies in their favor. Another factor was the political mobilization
of conservative Christians, particularly in the South, due to civil rights legisla-
tion and court decisions—on school prayer, abortion, and tax exemption for
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segregated private schools—that they believed threatened their way of life. The
convergence of big new money and a mass-based religious movement with a
social agenda created new opportunities for conservative Republicans to begin
organizing around “wedge issues” such as reproductive rights that broke up
long-standing liberal political coalitions. The mobilization of conservative voters,
in turn, created the conditions for articulating a positive set of conservative
policies that could credibly challenge liberal orthodoxies.

Althoughmoderate Republicans regained control of the party after theGold-
water defeat, the conservatives worked doggedly to seize control of the local
and state party organizations—helped along by the Watergate scandal, which
discredited the moderate leadership of Richard Nixon. By the eve of the 1980
election, conservatives were ready to take power with Ronald Reagan as their
standard-bearer.

Reagan assumed office with strong opinions on the role of nonprofit
organizations in public life. He believed that big government had stifled private
initiative and he intended to undo the damage through a combination of
“jawboning” higher levels of corporate giving (through the President’s Task
Force on Private Initiatives) and by cutting government spending. What he, like
most Americans, failed to understand was the extent to which the nonprofit
sector had become dependent on government spending. By the time he took
office, nearly a third of the annual revenues of private research universities
came from government grants and contracts, and direct federal support for
nonprofits in industries such as human services ranged as high as 90 percent.
All in all, as an influential Urban Institute report pointed out in 1982, the
federal government had become the largest single source of revenue for secular
nonprofit organizations and, for this reason, massive cuts in government social
spending would be likely to devastate the nonprofit sector (Salamon and
Abramson, 1982).

Through the 1980s and into the 1990s, the emphasis in conservative social
policy was on devolution (shifting responsibilities to states and localities) and pri-
vatization (shifting responsibilities for service provision to private sector actors).
The rationales for these policies included the belief that more local and pri-
vate service provision would not only be more flexible and responsive to the
needs of beneficiaries, but also that competition for contracts among private
providers would produce greater efficiency and effectiveness in service provision
(Olasky, 1992).

While it remains to be seen whether privatized social services have fulfilled
any of these promises, it is clear that among the most important impacts of these
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policies was to increase the need for professionally trained nonprofit managers
and entrepreneurs—people who could master an increasingly complex and
turbulent policy and funding environment. Although Republican leaders like
George H. W. Bush might enthuse about the “thousand points of light” compris-
ing America’s community-serving nonprofit organizations, the reality was that
these organizations were being driven by circumstances into being less and less
responsive to client and community needs, while becoming more businesslike
in their attitudes and operations. At the same time, as traditional manufacturing
and commercial businesses either disappeared or were driven from urban
centers to the suburbs, for-profit enterprises were being rapidly replaced
by nonprofit service providers, making the nonprofit sector an increasingly
important part of the national economy.

Despite the election of centrist Democrat Bill Clinton in 1992, the conserva-
tive revolution entered a new and more radical phase in 1994, when Republicans
took control of the House of Representatives and increased their plurality in the
Senate. Under the banner of a “Contract with America,” conservative leaders
set out to dismantle the government social programs created during the pre-
vious century (Gillespie and Schellhas, 1994). This agenda went well beyond
the desire to devolve and privatize without altering the basic tasks of social pro-
grams. Rather, it was based on a fundamental challenge to a variety of liberal
articles of faith: that the tax system should be used to redistribute wealth, that
alleviating poverty required changing social conditions, and that church and
state should be strictly separated. Asserting that liberal social programs had suc-
ceeded in creating a “permanent underclass” by rewarding welfare recipients
for deviant behavior, the conservatives proposed to eliminate most entitlement
programs and to strictly limit eligibility. The key to dealing with poverty and
dependency, conservatives believed, was changing the values and behavior of the
poor. The dependent, the disabled, and the unemployed would have to rejoin
the workforce and, in doing so, regain their self-respect and self-sufficiency. Not
surprising, given their heavily sectarian constituency, conservatives looked to reli-
gious bodies and faith-based organizations to play central roles in transforming
the values and behavior of the poor. Section 104 of the Personal Responsibility
and Work Opportunity Reconciliation Act of 1996 set forth the terms of govern-
ment’s new relationship to religious nonprofits.

Although the conservative revolution in many ways favored nonprofit enter-
prise, especially with the huge expansion of contracted programs, it also fueled
intensified competition between organizations, not only because for-profit
businesses were invited to bid against nonprofits for government grants and
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contracts, but also because of a shift from producer-side subsidies, which went
directly to service providers, to consumer-side subsidies, which enabled clients
to choose among providers (Salamon, 2005, pp. 84–85). Whereas conserva-
tive school reforms encouraged nonprofits through voucher programs and
charter schools, they also put nonprofit schools in competition with for-profit
enterprises such as the Edison Schools, which, with its access to equity financing,
had the capacity to operate entire urban school systems. In such an environment,
skilled management, entrepreneurial attitudes, and political acumen became
crucial to the survival of nonprofits.

Health care, which until the 1970s had been dominated by nonprofits,
underwent major changes as legislators sought to control the rising cost of
entitlement programs such as Medicare and Medicaid (Gray, 1983, 1986, 1991).
As government became more vigilant about health care costs, hospitals were
forced to become more businesslike in their operations. Many converted to
for-profit ownership. Others, while remaining nonprofit, turned their operations
over to for-profit firms. Seeking economies of scale, hospitals consolidated into
national and regional chains, as did formerly nonprofit health insurance plans
such as Blue Cross Blue Shield.

In putting nonprofits in competition with for-profits offering similar services
and in demanding higher levels of accountability for decreasing government
funding, conservative policies helped erode many of the boundaries between
nonprofit and for-profit enterprise (Weisbrod, 1997; Hall, 2003). Nonprofits had
to becomemore commercial andmore entrepreneurial to survive. Whether non-
profits’ commitments to missions of public service could survive such relentless
attention to the bottom line remained in doubt as the 21st Century dawned
(Weisbrod, 1998).

The New Century and the Transformation of Philanthropy

The model of “modern” philanthropy as it had come to be by the middle of the
20th Century was intended to accommodate the essentially undemocratic charac-
ter of large charitable endowments established by the wealthy with the mores of
democratic politics and society. To this end, tax and regulatory regimes strove to
reduce donor control, limit opportunities for private benefit, make governance
more representative and accountable, and support activities in harmony with
established public policies. An important component of this involved promot-
ing the professionalization of management in foundations and their nonprofit
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beneficiaries on the assumption that trained expertise would be better qualified
to discern public priorities than either donors or the general public.

Establishing andmaintaining consensus over the way philanthropy should be
managed and the purposes it was to serve was fairly easy before the 1980s because
most large foundations were concentrated in urban centers in the Northeast and
upper Midwest and were run by men who shared similar privileged backgrounds.
With very few exceptions, foundations were pillars of the “Liberal Establishment,”
which ran the nation’s major universities, cultural institutions, and federal gov-
ernment agencies. Henry Ford II alluded to this liberal bias in his 1977 letter of
resignation from the board of the Ford Foundation. The fact that “the Founda-
tion is a creature of capitalism,” he wrote, is

a statement that, I’m sure, would be shocking to many professional staff
people in the field of philanthropy. It is hard to discern recognition of this
fact in anything the Foundation does. It is even more difficult to find an
understanding of this in many of the institutions, particularly the universi-
ties, that are the beneficiaries of the Foundation’s grant programs.3

Although the conservative revolution of the 1980s helped broaden the range
of viewpoints represented by philanthropic leaders, it did little to change how
philanthropy was done, since the new conservative institutional infrastructure fol-
lowed the pattern of its liberal counterpart, domestically focused, professionally
managed, and based on foundation support of conventional nonprofit recipi-
ents, such as universities, cultural institutions, and policy think tanks.

What fundamentally changed philanthropy was not political pluralism, but a
tidal wave of new wealth accumulation, originating in the revolution in informa-
tion technology, globalization, and the financialization of the economic system.
The new billionaires, largely younger men who were still in their prime as active
business leaders, embraced far more activist views of how tomanage their surplus
wealth. Results-oriented, they expected their philanthropy to express their values
and to yield measurable impacts. Because the sources of their wealth were global,
they took particular interest in global problems of hunger, disease, environment,
and economic development.

The $35 billion Bill & Melinda Gates Foundation, which described itself as
“the largest transparently operated private foundation in the world,” epitomized
many of the features of the contemporary philanthropic revolution. Based
in Seattle, Washington, it was established in 1994 by Microsoft founder and
chairman Bill Gates to pursue “the interests and passions of the Gates family”
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(Bill & Melinda Gates Foundation, 2009). The foundation’s major foci included
a Global Health Program, whose significant grantees have been The Global
Alliance for Vaccines and Immunization, The Institute for OneWorld Health,
Children’s Vaccine Program, University of Washington Department of Global
Health, HIV Research, and the Aeras Global TB Vaccine Foundation. Its
Global Development Program has funded financial services for the poor
(through such social enterprises as the Grameen Bank), agricultural develop-
ment (focusing on rice research and promoting a green revolution in Africa),
Global Libraries, a United States Program (funding schools, libraries, and
scholarships). The Gates Foundation’s resources were vastly increased in 2006
by financier Warren Buffett’s pledge to donate most of his own private fortune—
estimated at $30 billion.

Although hardly comparable in size, the philanthropic activities of financier
George Soros have been no less globally influential—though in a very different
way. A refugee from Nazism, Soros’s primary interest has been politics and the
development of democratic societies in Central and Eastern Europe. He has also
generously funded progressive socialmovement activity in theUnited States. Like
Gates, he has also given substantial support to poverty eradication efforts in Africa
and to social enterprises such as the Grameen Bank.

The philanthropy of Google founders Sergey Brin and Lawrence Page
has moved in very different directions from that of Gates, Buffett, and Soros.
Founded in 1998 as an online search engine, Google was, as of 2009, valued
at more than $23 billion and employed more than 19,000 people worldwide.
Although they created a company foundation, their major interest has been the
company and its products, which they have viewed—much as Henry Ford viewed
the Model T—as primary instruments of social transformation. Their most inno-
vative philanthropic initiative was their establishment in 2006 of Google.org, a
for-profit foundation intended to carry out a wide range of activities including
product development, political activism, and medical research (Hafner, 2006;
Hansell, 2005; Rubin, 2008). Google’s philanthropic activities represent an
important example of “social enterprise” which, in combining commitments to
business and social change, represent a significant departure from traditional
conceptions of charity.

Kiva Microfunds, founded in 2005 by California entrepreneurs Matt and
Jessica Flannery, offers yet another approach of philanthropy. Drawing its
inspiration from the Grameen Bank and other Third World–based micro-
finance programs, Kiva works globally to match Western microlenders with

http://Google.org
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“field partners” in the developing world (Walker, 2008). Within two years of its
establishment Kiva had made nearly $20 million in loans to nearly a quarter
million individuals.

Not all big philanthropy has involved the wealthy in the developed world
helping the poor in the developing world. A notable feature of economic and
cultural globalization has been the growth of diaspora groups who, while living in
parts of the world to which they have emigrated, have succeeded in their adopted
homelands while retaining significant ties to their countries of origin—and who,
although often possessing dual citizenship,make their native lands primary recip-
ients of their philanthropic largesse. These philanthropically active transnational
populations now include Indians, Pakistanis, Chinese, Latin Americans, and, of
course, Jews, who set the pattern for this kind of transnational philanthropic ori-
entation (see Geithner, Johnson, and Chen, 2004; Merz, 2005; Merz, Chen, and
Geithner, 2007; Najam, 2006).

Within a quarter of a century, philanthropy has gone from being centered
in North America and Western Europe and focused on aid by advanced indus-
trial nations to developing countries to a genuinely transnational collection of
enterprises and initiatives sustaining complex multidirectional flows of aid and
influence.

The Nonprofit Sector and the Global Challenge

Nonstate actors—nonprofit organizations, NGOs (nongovernmental organiza-
tions), network organizations—are assuming extraordinary importance with the
globalization of the world’s economy (Anheier and Salamon, 1998; Salamon
and Anheier, 1996, 1997).4 Despite growing global flows of goods, information,
and labor, the nation state remains the primary unit of governmental organi-
zation, and international governmental bodies remain weak. For this reason,
nongovernmental organizations operating transnationally have become the
major mechanisms of world governance (Lindenberg, 1999).

These organizations have a variety of forms (Khagram, Riker, and Sikkink,
2002). Some mediate relationships between states (Brown and Fox, 1998;
Brown, Khagram, and Moore, 2000; Brown and Moore, 2001). Some, like the
U.S. Agency for International Development, are governmental bodies operated
to serve the interests of the United States by promoting economic development.
Others, like the World Bank, the International Monetary Fund, the World
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Health Organization, and UNESCO, are international quasigovernmental
bodies connected to the United Nations and governed by boards representing
the U.N.’s member states.

Many NGOs, such as CARE, the International Red Cross, and a variety of
religious charities, are based in the United States or Europe but carry on their
operations elsewhere (Biberson and Jean, 1999; Foreman, 1999; Gnaerig and
MacCormack, 1999; Henry, 1999; Offenheiser, Holcombe, and Hopkins, 1999).
Othersaregenuinely transnational,basedoncoalitionsof indigenousandtransna-
tional NGOs. Often operating in opposition to nation states, these promote
human rights, sustainable development, and environmental objectives (Edwards,
1999; Fisher, 1993, 1998). Unlike the quasigovernmental bodies, which deal pri-
marily with governments, these transnationalNGOsworkdirectly with indigenous
peoples, communities, and organizations. Among the most important of these
are groups such as CIVICUS, which promotes the development of nonprofit sec-
tors throughout the world. Some of the largest grantmaking foundations, notably
Ford,Rockefeller, and theBill&MelindaGates foundations, have global programs
that fund health, education, research, and economic development activities in
developing countries.

The tragic events of 9/11 called attention to the significance of NGOs
and network organizations connected to religious movements. Along with
terrorist networks such as Al Qaeda, there are Islamic charities and foundations
that operate worldwide to support religious education, provide relief, and
support economic and political development in Muslim communities.

In some respects, transnational organizations are nothing new. The scien-
tific community has long been transnational and anchored in nongovernmental
professional and disciplinary bodies. Transnational human rights advocacy dates
back at least as early as the anti-slave trade movement of the late 18th Century.
Most major religious bodies are transnational organizations. International relief
organizations have been operating since the 19th Century. Grantmaking founda-
tions have had international programs since the 1920s (Curti, 1965).

Contemporary global and transnational NGOs differ from their predeces-
sors in important respects. Most important, many are genuinely transnational,
located either in many countries or, as in the case of Al Qaeda, not anchored
in any nation state. Beyond the reach of national authorities, these entities
are difficult to police and control (Brown and Moore, 2001; Goodin, 2003).
Of equal importance is the extent to which transnational NGOs are linked to
indigenous organizations outside the advanced nations of Europe and North
America. Their capacity to give voice to victims of authoritarian regimes,
protest economic exploitation, and resist the power of Western corporations



Trim Size: 7in x 9.25in Renz852965 c01.tex V3 - 07/11/2016 9:22 A.M. Page 31

�

� �

�

Historical Perspectives on Nonprofit Organizations in the United States 31

and governments has dramatically transformed global public policymaking.
Advances in information technology have vastly increased the influence of
transnational NGOs by making information available that corporations and
governments may attempt to suppress and making it possible for transnational
and indigenous groups to form coalitions and alliances. Recent worldwide
protests against economic globalization and the U.S. invasion of Iraq may signal
the emergence of new kinds of political forces.

The nature of globalization and the role of transnational nonstate actors is
far from clear. To some, they represent a kind of neocolonialism, the means by
which an integrated global economy, anchored in the advanced nations of the
West, is being created. To others, they represent a new empowering force for
democracy and social and economic justice. One thing is clear, however: non-
profit organizations, so highly developed in the United States in the course of
the 20th Century, offer important possibilities to nations engaged in creating
their own civil societies.

Conclusion

This chapter has traced a long and complex strand of institutional development.
Beginning in the 17th Century, when the nation state was still emergent, legal
systems primitive, and boundaries between government and private initiative
ill-defined, it has traced the ways in which voluntary associations, eleemosynary
corporations, and philanthropy became indispensable components of the
national state and the industrializing economy in the United States in the 19th
Century. It has suggested that neither business nor government could stand
alone: both required broadly based participation by citizens, producers, and
consumers in organizations and activities that created the shared values
and skills that enabled formal institutions of government and business to
function effectively.

In the years between 1830 and 1950, the private, donative, and voluntary
character of much of nonprofit enterprise seemed self-evident, as did the
boundaries between public and private initiative. In the second half of the 20th
Century, these defining characteristics became less well-defined as nonprofits
became more dependent on government subsidy and increasingly entrusted
with responsibilities formerly borne by government agencies, on the one hand,
and more commercial and entrepreneurial, on the other hand.

Globalization, which has enabled nonprofits to operate beyond national
borders, has further eroded traditional boundaries between public and private
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domains and commercial and charitable activities. Because privatization is a
global movement, NGOs outside the United States are increasingly taking the
place of nation states in service provision, relief, and development assistance.
Many development activities, such as microloan programs, more resemble
commercial activities than charitable ones. And, overall, important aspects of
the emergent global institutional order depend on the governance functions of
NGOs rather than governmental entities.

In significant ways, today’s centrally important but poorly demarcated roles
and responsibilities of nonprofits and NGOs more resemble those of three
centuries ago, when the nation state was aborning, than the associations and
eleemosynary corporations of a century ago whose character and functions were
relatively well defined and clearly bounded.

History shows, if nothing else, that ownerless collectivities of the nonprofit
type are remarkably flexible instruments that can be put to a multitude of uses,
whether empowering the masses in democracies, shaping public opinion for the
benefit of elites, carrying out the tasks of government in authoritarian regimes,
promoting peace and prosperity, or spreading terror. What the future holds in
store for nonprofits is anybody’s guess.

Notes

1. There are few tasks more difficult than accurately counting the number of non-
profit organizations in the United States. The fundamental difficulty involves how
to define the nonprofit universe. In corporation law, a nonprofit is any nonstock
corporation that does not distribute its surplus, if any, in the form of dividends.
Under the federal tax code, a nonprofit is any organization or association classified
in Section 501(c) of the IRS Code—a universe that includes not only charitable
entities—501(c)3s—but also many other kinds of organizations, including politi-
cal parties, labor unions, cooperatives, cemetery companies, and black lung trusts.
Because some of these noncharitable nonprofits, like those classified as 501(c)4s
(social welfare organizations, civic organizations, and associations of employees),
engage in many of the same educational and service provision activities as do char-
itables, though without donors’ deductibility of donations, excluding them from
a definition of the nonprofit sector posits an unreasonably narrow definition. To
complicate matters, religious bodies, which enjoy tax exemption and deductibility
of donations by right (and hence are not required to apply for these privileges) are
not included in IRS statistics of registered nonprofits—despite the fact that they
are the largest single category of nonprofit organization in the United States and
account for more than half the donated funds received by American nonprofits. To
further complicate matters, many groups engaged in charitable, educational, reli-
gious, and other activities associated with nonprofits are unincorporated and do
not seek exempt status (Smith, 2000).
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2. It is impossible to provide exact figures on the number of donative and voluntary
nonprofits versus those supported by dues, fees, commercial income, and grants
and contracts from government, corporations, and foundations. Studies of local
organizational populations (Hall, 1999) and national membership associations
(Skocpol, 1999, 2003) suggest a vast die-off of traditional donative, voluntary,
and membership associations and their replacement by professionally managed
nonprofit organizations. Despite these trends, such organizations as religious
congregations—one of the most vigorously expansive nonprofit domains—remain
heavily dependent on volunteers and almost entirely dependent on donations.
Counterbalancing this, however, is the huge growth of nonprofit service providers
incident to the court-ordered deinstitutionalization of the mentally disabled.
These use no volunteers and depend entirely on government subsidies.

3. As quoted in www.discoverthenetworks.org/funderProfile.asp?fndid=5176, retrie-
ved December 28, 2009.

4. Walter W. Powell’s seminal article on network organizations defines them as
“reciprocal patterns of communication and exchange” characterized by “lateral or
horizontal patterns of exchange, interdependent flows of resources, and reciprocal
lines of communication” (Powell, 1990, pp. 295–296). An example of a network
organization is the open source network of computer programmers cooperating
to develop the LINUX operating system. These entities lack the hierarchical
structures and financial incentives that are typical of conventional firms.
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CHAPTER TWO

THE LEGAL FRAMEWORK OF THE
NONPROFIT SECTOR IN THE
UNITED STATES

Bruce R. Hopkins and Virginia C. Gross

Nonprofit law is derived from many sources, principally the federal tax law
and state corporation and fundraising law. At the federal level, additional

bodies of nonprofit law are in the antitrust, consumer protection, health, labor,
postal, securities, and other fields. Various forms of law, basically statutes enacted
by the U.S. Congress and state legislatures, the promulgation by agencies of regu-
lations and rules, and the issuance of federal and state court opinions constitute
nonprofit law. Thus, the few pages of this chapter are inherently insufficient
to summarize the federal and state law applicable to nonprofit organizations.
Nonetheless, the following synopsis of this body of law is provided as an overview
to understand the basics of nonprofit law and the governance responsibilities of
nonprofit organizations, and to assist the leadership and management of these
organizations to be in an informed position to ask questions of legal counsel.

Nonprofit Organizations

A fundamental precept in nonprofit law is the concept of the nonprofit organi-
zation. This term does not mean an organization that is prohibited by law from
earning a profit (that is, an excess of gross earnings over expenses). In fact, it is
quite common for nonprofit (and tax-exempt) organizations to generate profits.
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Rather, the definition of nonprofit organization essentially relates to require-
ments as to what must be done with the profit earned or otherwise received. This
fundamental element of the law is subsumed in the doctrine of private inurement
(discussed below).

This concept in law of a nonprofit organization is best understood through
a comparison with the concept of a for-profit organization. A fundamental dis-
tinction between the two types of entities is that the for-profit organization
has owners that hold the equity in the enterprise, such as stockholders of a
corporation. The for-profit organization is operated for the economic benefit of
its owners; the profits of the business undertaking are passed through to them,
such as by the payment of dividends on shares of stock. That is what is meant
by the term for-profit organization: It is an entity that is designed to generate a
profit for its owners. The transfer of the profits from the organization to its
owners is private inurement—the inurement of net earnings to them in their
private (personal) capacity. For-profit organizations are supposed to engage
in private inurement.

By contrast, a nonprofit organization is not permitted to distribute its profits
(net earnings) to those who control it, such as directors and officers. To do so
would be to violate the prohibition against private inurement to which nearly all
tax-exempt organizations are subject. That is why the private inurement doctrine
is the substantive defining characteristic that distinguishes nonprofit organiza-
tions from for-profit organizations for purposes of the law. There are thus two
categories of profit: one is at the entity level and one is at the ownership level. Both
nonprofit and for-profit organizations can yield entity-level profit; the distinction
in law between the two types of entities pivots on the latter category of profit.

A nonprofit organization can take many forms, most prominently a corpo-
ration, but can also be an unincorporated association or a trust. Most states have
a statutory regime governing nonprofit corporations and trusts. These regimes
address the formation, governance, purposes, operations, and dissolution of
the entities.

Tax-Exempt Organizations

A nonprofit organization is not necessarily a tax-exempt organization, although
most nonprofit entities qualify for some classification as an exempt entity under
the tax rules. Whether a nonprofit organization is entitled to tax exemption,
initially or on a continuing basis, is a matter of law. If a nonprofit organization
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qualifies for a tax exemption, at the federal or state law levels, or both, then it
is entitled to the exemption. (There is, however, no constitutional law right to a
tax exemption, except perhaps for religious organizations.)

The law requires some categories of nonprofit organizations that are eligible
for tax-exempt status at the federal law level to apply to the IRS for recognition
of that exemption. This is generally accomplished by the filing of an application
for recognition of exemption (usually Form 1023, 1023-EZ, or 1024). Most char-
itable organizations, certain employee benefit organizations, prepaid tuition
plans operated by private educational institutions, health insurance insurers,
and credit counseling organizations that desire exemption as social welfare
organizations are required to timely application for recognition of exemption.
Political organizations must, to be exempt, file a notice with the IRS (Form
8871). Organizations seeking classification as a social welfare organization and
programs that offer Achieving a Better Life Experience (ABLE) accounts for
disabled persons must also file a notice with the IRS. For other categories of
organizations desiring tax-exempt status, application for recognition of exemp-
tion with the IRS is optional, but provides some assurance as to the claimed
exempt status.

Additional rules apply with respect to group exemptions. This is a regime by
which organizations that are affiliated with a central tax-exempt organization can
be exempt without applying to the IRS for recognition of exemption, provided
the central organization successfully files for recognition of tax-exempt status
on behalf of the group. This regime can be effective for national or regional
organizations with local chapters or affiliates.

The IRS can revoke a recognition of tax exemption for good cause, such as
a change in the law, but an organization that has been recognized by the IRS
as being exempt generally can rely on that determination as long as there are no
substantial changes in its character, purposes, or methods of operation. If mate-
rial changes occur, the organization should notify the IRS; it may have to undergo
a reevaluation of its exempt status.

In a law sense, there really is no such thing as a completely tax-exempt
organization. Nearly all exempt organizations are subject to tax on their unre-
lated business income. Many types of exempt organizations can have some or
all of their investment income taxed if they engage in political activities. Public
charities can incur taxes if they undertake legislative or political campaign
activities. Private foundations are potentially liable for a variety of excise taxes,
including a tax on their investment income. Social clubs, political organizations,
and certain other nonprofit entities are also required to pay tax on their net
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investment income. Even with complete exemption from federal taxation, a
nonprofit organization may have exposure to state or local income, sales, use,
or property taxation; each state has its own set of laws regarding qualification
for these exemptions.

Categories of Tax-Exempt Organizations

There are over seventy categories of tax-exempt nonprofit organizations in the
federal tax law. Not all of them have comparable exemption at the state law level.

Charitable and Like Organizations

Tax exemption is provided for a variety of charitable organizations, which are
described in Section 501(c)(3) of the Internal Revenue Code (“Code”). Chari-
table organizations include those that provide relief for the poor or distressed;
promote health; lessen the burdens of government; advance education, science,
or religion; promote social welfare; and promote youth sports and protection
of the environment. Exemption also is available for cruelty prevention orga-
nizations, amateur sports organizations, public safety testing organizations,
cooperative hospital service organizations, cooperative educational service orga-
nizations, and charitable risk pools. Limitations apply as to private inurement,
private benefit, and impermissible advocacy (namely, substantial legislative
activities and any political campaign activity).

Religious Organizations

Tax exemption is provided for churches and similar institutions, conventions
or associations of churches, integrated auxiliaries of churches, religious orders,
apostolic organizations, and other religious organizations, including certain
communal groups and retreat facilities. These organizations are also tax-exempt
by reason of Code § 501(c)(3).

Educational Organizations

Tax exemption is provided for private schools, including colleges and uni-
versities, albeit with a variety of requirements, including the necessity of a
disseminated policy as to nondiscrimination on the basis of race. A school is an
educational institution that has a regular faculty, a regularly enrolled student
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body, a curriculum, and a place where the educational activities are regularly
carried on. Tax exemption is provided as well as for other organizations that
instruct individuals or the public, including those that promote sports for the
benefit of youth. The term educational is not well-defined; the federal tax law
distinguishes it from propagandizing. Nonprofit schools and other educational
organizations generally are also tax-exempt by reason of Code § 501(c)(3).

Scientific Organizations

Tax exemption is provided to organizations that engage in scientific research in
the public interest. Scientific organizations are typically also tax-exempt by reason
of Code § 501(c)(3). There can be controversy as to whether an activity involves
research as opposed to commercial testing.

Social Welfare Organizations

Tax exemption is provided to organizations that operate for the promotion
of social welfare (such as civic leagues), in the sense of benefiting those in a
community. This category of organizations may include advocacy organizations,
that is, those entities that attempt to influence legislation and/or engage in
political campaign activity. Generally, these organizations are described in Code
§ 501(c)(4).

Labor, Agricultural, and Horticultural Organizations

Tax exemption is provided for organizations that engage in collective action to
better the working conditions of individuals engaged in a common pursuit. The
principal type of this category of tax-exempt organization is the union. Likewise,
exemption is provided for organizations that engage in activities to improve the
grade of agricultural or horticultural products, and develop a higher degree of
efficiency in the activity. Generally, these organizations are described in Code
§ 501(c)(5).

Business Leagues

Tax exemption is provided for business leagues, namely, associations of people
united by common interests, as well as chambers of commerce, boards of trade,
real estate boards, and professional football leagues. The principal categories of
tax-exempt organizations in this context are trade and business associations, and
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professional societies. The purpose of these associations is to promote conditions
within the line of business they represent. Business leagues typically serve a
membership, but are not engaging in exempt activities by providing services
to individual members. Generally, these organizations are described in Code
§ 501(c)(6).

Social Clubs

Tax exemption is provided for organizations that provide pleasure and recreation
for the benefit of their members. These tax-exempt organizations, which include
country clubs and hobby clubs, are required to pay tax on their net investment
income and nonmember income. Generally, these organizations are described
in Code § 501(c)(7).

Fraternal Societies

Tax exemption is provided for fraternal beneficiary organizations operating
under the lodge system and providing certain benefit to their members, and
for domestic fraternal societies operating under the lodge system that devote
their net earnings to charitable purposes. Generally, these organizations are
described in Code § 501(c)(8) or (10).

Veterans’ Organizations

Tax exemption is provided for organizations of past or present members of the
U.S. armed forces, or related auxiliaries or foundations, where at least 75 per-
cent of the members are past or present members of the U.S. armed forces and
substantially all of the other members are spouses or otherwise related to the
members. Generally, these organizations are described in Code § 501(c)(19).

Political Organizations

Tax exemption is provided for parties, committees, associations, funds, and
other organizations operated primarily for the purpose of accepting contribu-
tions or making expenditures, usually for the purpose of assisting one or more
individuals in getting elected to public office or preventing a candidate from
becoming elected to a public office. Generally, these organizations are described
in Code § 527.
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Other Tax-Exempt Organizations

Other types of nonprofit organizations that are eligible for tax exemption under
the federal tax law are title-holding organizations, credit unions, small insurance
companies, various mutual and cooperative organizations, crop financing enti-
ties, health maintenance organizations, homeowners’ associations, and a variety
of employee benefit funds.

Tax-Exempt Organizations Law Basics

Eight principles of law at the federal level compose the basics of the law of
tax-exempt organizations, particularly for charitable entities.

Primary Purpose Test

The primary purpose of an organization determines (in part) whether it can
qualify as a tax-exempt organization and, if so, which category of exemption is
applicable. The focus in this context is on purposes, not activities. These purposes
are usually stated in the organizational documents of a tax-exempt entity, such as
its articles of incorporation, constitution, or trust document.

Organizational Test

A formal organizational test is applicable to charitable organizations, which
focuses on the content of an organization’s statement of purposes and the
necessity of a dissolution clause in its organizational documents. This statement
describes the mission of the entity, although there may also be a mission
statement. A dissolution clause preserves the assets and net income of an orga-
nization for charitable purposes, should it dissolve or liquidate. Although there
rarely is a formal organizational test for any of the noncharitable tax-exempt
organizations, these tests are inherent in each category of exemption.

Operational Test

An operational test is applicable to charitable organizations, which focuses on
how an organization functions in relation to the applicable requirements for
tax-exempt status. These fundamental requirements are advancement of one
or more exempt purposes, and avoidance of private inurement, private bene-
fit, substantial legislative activity, and political campaign activity. Although there
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rarely is a formal operational test for noncharitable tax-exempt organizations,
these tests are inherent in each category of exemption.

Private Inurement Doctrine

The doctrine of private inurement is one of the most important sets of rules
constituting the federal law of tax-exempt organizations. This doctrine is a statu-
tory criterion for federal income tax exemption for several categories of exempt
organizations, including charitable entities.

The private inurement doctrine requires that a tax-exempt organization sub-
ject to it be organized and operated so that, in antiquated language, “no part
of . . . [its] net earnings . . . inures to the benefit of any private shareholder or
individual.” What this doctrine means is that none of the income or assets of
a tax-exempt organization subject to the private inurement doctrine may be per-
mitted to directly or indirectly unduly benefit an individual or other person who
has a close relationship with the organization, when that person is in a position
to exercise a significant degree of control over the entity.

The purpose of the private inurement rule is to ensure that the tax-exempt
organization involved is serving exempt rather than private interests. It is thus
necessary for an organization subject to the doctrine to be in a position to estab-
lish that it is not organized and operated for the benefit of persons in their private
capacity, informally referred to as insiders, such as the organization’s founders,
trustees, directors, officers, members of their families, entities controlled by these
individuals, or any other persons having a significant personal and private inter-
est in the activities of the organization.

The doctrine of private inurement does not prohibit transactions between
a tax-exempt organization subject to the doctrine and those who have a close
relationship with it. Rather, the private inurement doctrine requires that these
transactions or arrangements be tested against a standard of reasonableness. The
standard calls for a roughly equal exchange of benefits between the parties;
the law is designed to discourage a disproportionate share of the benefits of the
exchange flowing to an insider.

The private inurement doctrine does not prohibit the payment of compen-
sation to employees of a charitable organization, provided the compensation
is reasonable and not excessive. The reasonableness standard focuses essen-
tially on comparability of data, that is, on how similar organizations, acting
prudently, transact their affairs in comparable instances. Thus, the rule address-
ing the matter of the reasonableness of compensation is that it is generally
appropriate to assume that reasonable and true compensation is only such
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amount as would ordinarily be paid for like services by like enterprises under
like circumstances.

The sanction for violation of the private inurement doctrine is revocation
(or denial) of the tax-exempt status of the organization involved.

Private Benefit Doctrine

A tax-exempt organization’s charitable status can be revoked if there is a find-
ing that the organization is serving a private, rather than a public, benefit. To
be exempt, a charitable organization must establish that it is not organized or
operated for the benefit of private interests such as designated individuals, the
organization’s creator or the creator’s family members, shareholders of the orga-
nization, or persons controlled, directly or indirectly, by such private interests.

The prohibition against private benefit is not limited to situations in
which benefits accrue to an organization’s insiders. An organization’s conferral
of benefits on “disinterested persons” (persons who are not insiders) may
cause it to serve a private interest. Unlike the private inurement doctrine, the
private benefit doctrine permits incidental private benefit. This is an important
distinction, inasmuch as, technically, any amount of private inurement may
jeopardize a charitable organization’s tax-exempt status, while an incidental
amount of private benefit is allowable. Unlike private inurement, private benefit
can exist even where an arrangement is otherwise reasonable. For example, the
IRS has found that a charity was conferring impermissible private benefit on a
for-profit management company managing a school, where the management
company controlled nearly all the operations of the school.

The sanction for violation of the private benefit doctrine is revocation (or
denial) of the tax-exempt status of the organization involved.

Intermediate Sanctions

The intermediate sanctions rules (Code § 4958) emphasize the taxation of
persons who engaged in impermissible private transactions with certain types of
tax-exempt organizations, rather than revocation of the tax-exempt status
of these entities. With this approach, tax law sanctions—structured as penalty
excise taxes—may be imposed on those persons who improperly benefited from
the transaction and on certain managers of the organization who participated
in the transaction knowing that it was improper. These taxes are applied to the
amount of the excess benefit derived from the transaction. The taxes consist
of an initial tax and an additional tax. The law as to excess benefit transactions
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applies with respect to tax-exempt public charities and exempt social welfare
organizations. These entities are collectively termed, for this purpose, applicable
tax-exempt organizations.

A person who has a close relationship with an applicable tax-exempt organi-
zation is a disqualified person. A disqualified person generally is a person who has,
or is in a position to have, some type or degree of control over the operations
of the applicable tax-exempt organization involved. The term disqualified person
is defined in this context as (1) any person who was, at any time during the
five-year period ending on the date of the transaction involved, in a position to
exercise substantial influence over the affairs of the organization (whether by
virtue of being an organization manager or otherwise), (2) a member of the
family of an individual described in the preceding category, and (3) an entity in
which individuals described in the preceding two categories own more than a
35 percent interest.

At the heart of the intermediate sanctions regime is the excess benefit
transaction. In general, an excess benefit transaction is a transaction in which
an economic benefit is provided by an applicable tax-exempt organization,
directly or indirectly, to or for the use of a disqualified person, and the value
of the economic benefit provided by the organization exceeds the value of the
consideration (including the performance of services) received for providing
the benefit. Any difference, other than an insubstantial one, between the value
provided by the exempt organization and the consideration it received from the
disqualified person is an excess benefit.

An excess benefit transaction includes a payment of unreasonable (exces-
sive) compensation by an applicable tax-exempt organization to a disqualified
person with respect to it. The value of services, in the intermediate sanctions
setting, is the amount that ordinarily would be paid for like services by like
organizations under like circumstances. Compensation in this context includes
all economic benefits (other than certain disregarded benefits) provided by an
applicable tax-exempt organization, to or for the use of a person, in exchange
for the performance of services, including all forms of cash and noncash
compensation.

A key component of the intermediate sanctions rules is the rebuttable presump-
tion of reasonableness. When activated, this presumption shifts the burden of proof
to the IRS to prove that an element of a transaction or arrangement was unreason-
able. (The IRS can rebut this presumption with relevant facts of its own.) This
presumption comes into play where the decision to engage in the transaction
was made by an independent board or board committee, the board considered
appropriate data as to comparability, and the decision was properly and timely
documented (including in minutes).
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The intermediate sanctions rules entail an initial tax, which is 25 percent of
the excess benefit, payable by the disqualified person or persons involved. The
transaction must be undone, by placing the parties in the same economic posi-
tion they were in before the transaction was entered into; this is “correction”
of the transaction. If the initial tax is not timely paid and the transaction is not
timely and properly corrected, an additional tax may have to be paid; this tax is
200 percent of the excess benefit. Board members are subject to a tax of 10 per-
cent of the amount involved if they knowingly participated in the excess benefit
transaction, unless the participation was not willful and was due to reasonable
cause. The board members subject to the 10 percent excise tax are jointly and
severally liable for this tax, which is capped at $20,000 per transaction.

Commensurate Test

Pursuant to an infrequently used standard, termed the commensurate test, the IRS
may assess whether a charitable organization is maintaining program activities
that are commensurate in scope with its financial resources. The IRS has used
the commensurate to revoke the tax exemption of charities with high fundraising
costs relative to its other expenditures. The IRS has announced that it is going to
make greater use of this test.

Public Policy Doctrine

Tax exemption as a charitable organization is available only when the organiza-
tion is operating in conformance with federal public policy. For example, pur-
suant to this body of law, a private school cannot be exempt if it has a racially
discriminatory policy as to the admission of students, an entity cannot be exempt
if it promotes child pornography and exploitation, and an organization cannot
qualify for exemption if it impedes IRS inquiries.

Legislative Activities Law

Considerable law restricts the ability of nonprofit organizations to engage in lob-
bying; these rules are principally directed at charitable organizations. Lobbying
involves engaging in activities designed to influence the adoption of legislation,
and are distinct from political activities, which involve activities in support of or
in opposition to a candidate for political office.

Charitable Organizations. Tax-exempt public charities may engage in legisla-
tive activities to the extent that lobbying is not a substantial part of their overall
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functions. This rule is known as the substantial part test. Thus, an insubstantial por-
tion of a public charity’s activities may constitute lobbying; the term insubstantial
in this context is not well-defined. These rules apply with respect to attempts to
influence a legislative branch, usually in connection with the development of
legislation. In contrast to public charities, private foundations may not engage in
any lobbying without incurring an excise tax.

A mechanical test for measuring allowable lobbying, the expenditure test, may
be elected by a charity. Pursuant to this rule, generally 20 percent of an organi-
zation’s expenditures may be for lobbying (subject to a $1 million upper limit);
several exceptions from the concept of lobbying are available under these rules.
Excessive lobbying may lead to the imposition of excise taxes or revocation of
exemption or both. More stringent rules are applicable to private foundations.

Social Welfare Organizations. There are no federal tax law limitations on
attempts to influence legislation by tax-exempt social welfare organizations,
other than the general requirement that the organization primarily engage in
efforts to promote social welfare.

Associations (Business Leagues). There are no federal tax law limitations on
attempts to influence legislation by tax-exempt business leagues, other than
the general requirement that the organization primarily engage in activities
appropriate for these organizations. The federal tax law, however, includes rules
restricting the tax deductibility of dues paid to these organizations to the extent
a portion of the dues is used for lobbying.

Other Exempt Organizations. Generally, the limitations on lobbying applica-
ble to charitable organizations are also application to health insurance insurers.
There are no federal tax law limitations on attempts to influence legislation by
any other types of tax-exempt organizations, other than the general requirement
that the organization primarily engage in efforts to advance its exempt purpose.

Political Activities Law

The federal tax law generally discourages political campaign activity by nonprofit,
tax-exempt organizations. There is an absolute prohibition on political campaign
activity by charitable organizations—a rule that is frequently violated.

Charitable Organizations. A charitable organization, to be tax-exempt, may
not participate or intervene in a political campaign on behalf of or in oppo-
sition to a candidate for public office. This absolute prohibition encompasses
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political campaign contributions, endorsements, use of facilities, and signage on
organization property. Leaders of charitable organizations may, however, engage
in political activity in their personal capacity. Political activity may lead to the
imposition of excise taxes (Code § 4955) and/or revocation of exemption. More
stringent rules are applicable to private foundations.

Social Welfare Organizations. A tax-exempt social welfare organization can
engage in political campaign activity, without jeopardizing its exemption, but
this type of activity cannot be its primary function.

Associations (Business Leagues). There are no federal tax law limitations on
political campaign activity by tax-exempt business leagues, other than the general
requirement that the organization primarily engage in activities appropriate for
these organizations. The federal tax law, however, includes rules restricting the
tax deductibility of dues paid to these organizations to the extent a portion of
the dues is used for political activity.

Political Organizations. Most political organizations have as their primary
exempt function the involvement in political campaign activity, either in support
of or in opposition to one or more candidates for public office.

Other Exempt Organizations. Generally, the limitations on political campaign
activity applicable to charitable organizations are also application to health insur-
ance insurers. The federal tax law is silent as to the extent to which other types
of tax-exempt organizations can engage in political campaign activity, in relation
to their eligibility for exempt status.

Public Charities and Private Foundations

The realmof Code§ 501(c)(3) charitable organizations is divided into two classes:
public charities and private foundations. Every tax-exempt charitable organiza-
tion is presumed to be a private foundation (Code § 508). A showing that the entity
is a public charity may rebut this presumption. Because of this presumption, a
charitable organization that loses its public charity status becomes, by operation
of law, a private foundation.

Definition of Private Foundation

Generically, a private foundation is a charitable entity that is funded from one
or just a few sources, has ongoing funding in the form of investment income,
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and typically makes grants, usually to public charities, for charitable purposes.
More technically, a private foundation is a tax-exempt charitable organiza-
tion that is not a public charity. There are three basic types of charitable
organizations that are not private foundations: the institutions, publicly sup-
ported charities, and supporting organizations. A fourth form of public charity
is the public safety testing organization.

Institutions

Certain tax-exempt institutions are classified as public charities regardless of the
source of their financial support (Code § 509(a)(1)). The principal types of insti-
tutions are churches, certain other religious organizations, formal educational
institutions, hospitals,medical research organizations, agricultural research orga-
nizations, and governmental units.

Publicly Supported Organizations

Publicly supported charitable organizations are forms of public charities.
The donative type of publicly supported charity (Code §§ 170(b)(1)(A)(vi),
509(a)(1)) normally receives a substantial part of its support (other than exempt
function revenue) in the forms of contributions or grants from the public or
one or more governmental units. The term substantial in this context generally
means at least one-third, although a charity’s public support can be as low as
10 percent if the charity can meet other criteria for public charity status. Gener-
ally, support from a member of the public cannot, to be public support, exceed
2 percent of the total amount of support the organization received during the
measuring period, which is the entity’s most recent five years (including its
current year).

The service provider type of publicly supported charity (Code § 509(a)(2))
normally receivesmore than one-third of its support in the form of contributions,
grants, membership fees, and fee-for-service revenue from permitted sources, and
normally does not receive more than one-third of its support in the form of gross
investment income and net unrelated business income. Permitted sources do not
include disqualified persons with respect to the organization. Public support for
these organizations is determined for a measuring period, which is the entity’s
most recent five years (including its current year).

Supporting Organizations

Supporting organizations are forms of public charities (Code § 509(a)(3)).
Essentially, a supporting organization must be organized and operated exclusively
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for the benefit of, to perform the functions of, or to carry out the purposes of one
or more qualified supported organizations. Typical functions of a supporting
organization are fundraising, operation of separate programs, and maintenance
of an endowment fund. There are four basic types of supporting organizations:
Type I, II, III functionally integrated or Type III nonfunctionally integrated.
Stringent law provisions are directed at Type III supporting organizations (both
functionally integrated and nonfunctionally integrated), particularly those that
are not functionally integrated with a supported organization. All supporting
organizations are subject to an organizational test, operational test, control
test, and relationship test. To meet the relationship test, Type III supporting
organizations must satisfy a notification requirement, a responsiveness test, and
an integral part test.

A private foundation may not treat as a qualifying distribution (a permissi-
ble grant) an amount paid to a Type III supporting organization that is not a
functionally integrated Type III supporting organization or to any other type of
supporting organization if a disqualified person with respect to the foundation
directly or indirectly controls the supporting organization or a supported orga-
nization of the supporting organization. An amount that does not count as a
qualifying distribution under this rule is regarded as a taxable expenditure.

A Type III supporting organization must notify each organization that it
supports of information regarding the supporting organization in order to
help ensure the responsiveness by the supporting organization to the needs or
demands of the supported organization(s). In addition, a Type III supporting
organization must be responsive to the needs or demands of one or more
supported organizations. This is typically accomplished by having at least one
overlapping officer or director of each of the organizations. Type III supporting
organizations that are nonfunctionally integrated are subject to a payout require-
ment, which requires that they distribute a certain amount annually to one or
more of their supported organizations and the distributed amount must be suf-
ficiently important to the supported organization to ensure that it has sufficient
reason to pay attention to the supporting organization’s role in its operations.

A supporting organization must annually demonstrate that one or more of
its disqualified persons (other than its managers and supported organization(s))
do not, directly or indirectly, control it. This is done by means of a certification
on its annual information return.

Generally, a supported organization of a supporting organization is a pub-
lic charity that is classified as one of the institutions or is a publicly supported
charity. Under certain circumstances, however, a tax-exempt social welfare orga-
nization, labor organization, or business league (association) can qualify as a
supported organization.
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Private Foundation Rules

Private foundations are subject to a battery of rules prohibiting self-dealing with
disqualified persons, excess business holdings, jeopardizing investments, and
taxable expenditures (Code §§ 4940-4948). An income payout in the form of
qualifying distributions is mandated. They must pay an excise tax on their net
investment income. They are prohibited from holding certain investments and
making certain grants and expenditures. The sanctions for violating these rules
include a series of excise taxes.

Donor-Advised Funds

A donor-advised fund, although not a separate legal entity, is often seen as an
alternative to a private foundation. A donor-advised fund is a fund or account
(1) that is identified by reference to one or more donors, (2) that is owned and
controlled by a sponsoring organization, and (3) as to which a donor or a donor
advisor has advisory privileges with respect to the distribution or investment of
amounts held in the fund or account. A sponsoring organization is a public charity
that maintains one or more donor-advised funds. Various impermissible distribu-
tions from a donor-advised fund can give rise to a tax (Code §§ 4966, 4967).

Governance

Nonprofit governance is a matter of a great deal of attention in recent years.
Governance refers to how an organization is governed, meaning how is it con-
trolled and managed. Generally, the body of law applicable to the governance
of a tax-exempt organization is state, not federal, law. The nature of the gover-
nance of a nonprofit, exempt organization depends mainly on the form of the
entity. The state act governing the creation and operation of a nonprofit entity
will address matters relating to the organization’s governance.

Tax-exempt organizations that are corporations are typically governed by
either a board of directors or a board of trustees. If the exempt organization is
a trust, it may have a board of trustees or be governed by a single, sometimes
corporate, trustee. How the nonprofit organization is organized determines
how its directors are selected. Some nonprofit organizations are established with
a self-perpetuating board of directors, meaning that the directors elect their
successors. In the case of a nonprofit organization formed as a membership
entity, the members of the nonprofit organization typically elect the directors.
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In the rare instance of a nonprofit corporation organized as a stock corporation,
which is allowable only in a few states, the stockholders elect the directors. With
trusts, the trust document often appoints the trustees. Certain director posi-
tions may be ex officio, with the individual serving as a director because of
a position held in another entity. However selected, the governing board
of a nonprofit organization is responsible for overseeing its affairs. A non-
profit organization’s officers are usually elected by the governing body or by
the organization’s members, with the election process typically governed by the
organization’s bylaws.

State law usually mandates at least three individuals serve as the governing
body, although some states require only one. Some nonprofit corporations have
very large boards of directors; state law does not set a maximum on the number
of directors of nonprofit organizations. Some agencies and organizations suggest
a minimum of three or five directors in their good governance guidelines. The
prevailing view is that nonprofit entities should have enough board members
to allow for full deliberation and diversity of thinking on governance and other
organization matters.

The composition of a nonprofit organization’s governing board is generally
a matter of state law, but currently there are four exceptions to this general rule:
(1) tax-exempt health care organizations are required to satisfy a community
benefit test, which includes having a community board; (2) organizations qual-
ifying as a publicly supported charity by reason of the facts-and-circumstances
test may need to have a governing board that is representative of the commu-
nity, as a community board is one of the factors considered in meeting the test;
(3) organizations that qualify as supporting organizations are subject to certain
requirements as to their board composition and selection; and (4) entities quali-
fying as exempt credit counseling organizations are subject to board composition
requirements regarding financial independence from the organization. In addi-
tion, publicly supported organizations wishing to exclude a large grant as an
“unusual grant” will find that having a large, representative governing body is
favorable for purposes of treating the grant in this manner.

There is no general requirement that a nonprofit organization have a certain
number of independent boardmembers. The inclusion of independent directors
on the board of a nonprofit entity is, however, considered a good governance
practice. An independent board member is generally one with no financial or
family connections with the organization, other than serving as a board member.
IRS agents, when reviewing initial applications of exempt organizations, often
try to impose their own views on board compositions, such as requiring the addi-
tion of independent directors; such views are not correct assertions of the law.
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As a practical matter, the IRS does not favor small, related boards of directors
other than with private foundations. New organizations applying for recognition
of tax-exempt status may encounter resistance from the IRS if their governing
board is comprised of only a few, related individuals. One IRS representative
stated publicly that “outside of the very smallest organizations, or possibly fam-
ily foundations,” an active, independent, and engaged board of directors is the
“gold standard” of board composition.

Duties of Directors

The board of a tax-exempt organization is collectively responsible for develop-
ing and advancing the organization’s mission; maintaining the organization’s
tax-exempt status, and (if applicable) its ability to attract charitable contributions;
protecting the organization’s resources; formulating the organization’s budget;
hiring and evaluating the chief executive; generally overseeing the organization’s
management; and supporting fundraising that the organization undertakes.
Embodied in state law are fiduciary duties for members of the governing body of
a nonprofit organization. Fiduciary duties arose out of the charitable law of trusts
and impose on directors and trustees standards of conduct and management.
One of the principal responsibilities of board members is to maintain financial
accountability and effective oversight of the organization they serve. Board
members are guardians of the organization’s assets, and they are expected to
exercise due diligence to see that the organization is well-managed and has a
financial position that is as strong as is reasonable under the circumstances.
Fiduciary duty requires board members of nonprofit organizations to be objec-
tive, unselfish, responsible, honest, trustworthy, and efficient. Board members,
as stewards of the organization, should always act for the organization’s good
and betterment, rather than for their personal benefit. They should exercise
reasonable care in their decision making and not place the organization under
unnecessary risk.

The distinction as to legal liability between the board as a group and the
board members as individuals relates to the responsibility of the board for
the organization’s affairs and the responsibility of individual board members
for their actions personally. The board collectively is responsible and may be
liable for what transpires within and what happens to the organization. As the
ultimate authority, the board should ensure that the organization is operating
in compliance with the law and its governing instruments. If legal action ensues,
it is often traceable to an inattentive, passive, or captive board. Legislators and
government regulators are becoming more aggressive in demanding higher
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levels of involvement by and accountability of board members of tax-exempt
organizations; this is causing a dramatic shift in thinking about board functions,
away from the concept of mere oversight and toward the precept that board
members should be far more involved in policy-setting and review, employee
supervision, and overall management of the organization. Consequently, many
boards of exempt organizations are becoming more vigilant and active in
implementing and maintaining sound policies and procedures.

In turn, the board’s shared legal responsibilities depend on the actions of
individuals. Each board member is liable for his or her acts (commissions and
omissions), including those that may be civil law or even criminal law offenses. In
practice, this requires board members to hold each other accountable for deeds
that prove harmful to the organization.

The duties of the board of directors of a tax-exempt organization essentially
are the duty of care, the duty of loyalty, and the duty of obedience. Defined
by case law, these are the legal standards against which all actions taken or not
taken by directors are measured. They are collective duties adhering to the
entire board; the mandate is active participation by all of the board members.
Accountability can be demonstrated by showing the effective discharge of these
three duties.

The duty of care requires that directors of a tax-exempt organization be
reasonably informed about the organization’s activities, participate in decision
making, and act in good faith and with the care of an ordinarily prudent person
in comparable circumstances. In short, the duty of care requires the board—
and its members individually—to pay attention to the organization’s activi-
ties and operations.

The duty of care is satisfied by attendance at meetings of the board and
appropriate committees; advance preparation for board meetings, such as
reviewing reports and the agenda prior to meetings of the board; obtaining
information, before voting, to make appropriate decisions; use of independent
judgment; periodic examination of the credentials and performance of those
who serve the organization; frequent review of the organization’s finances and
financial policies; and compliance with filing requirements, particularly annual
information returns.

The duty of loyalty requires board members to exercise their power in the
interest of the tax-exempt organization and not in their personal interest or
the interest of another entity, particularly one with which they have a formal
relationship. When acting on behalf of the exempt organization, board mem-
bers are expected to place the interests of the organization before their personal
and professional interests.
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The duty of loyalty is satisfied when board members disclose any conflicts of
interest; otherwise adhere to the organization’s conflict-of-interest policy; avoid
the use of corporate opportunities for the individual’s personal gain or other ben-
efit; and do not disclose confidential information concerning the organization.

The duty of obedience requires that directors of a tax-exempt organization
comply with applicable federal, state, and local laws, adhere to the organization’s
governing documents, and remain guardians of the organization’s mission. The
duty of obedience is complied with when the board endeavors to be certain that
the organization is in compliance with applicable regulatory requirements, com-
plies with and periodically reviews all documents governing the operations of the
organization, and makes decisions in advancement of the organization’s mission
and within the scope of the entity’s governing documents.

Developments in Nonprofit Governance

Congress, the IRS, and other groups have been attempting to exercisemore influ-
ence and control over the governance of tax-exempt organizations, especially
charities. At this time, however, there is little federal law applicable to the gover-
nance of tax-exempt organizations. While a few provisions of the Sarbanes-Oxley
Act passed in 2002 apply to nonprofit organizations, Congress has not yet enacted
laws that affect the governance, oversight, and management of nonprofit orga-
nizations to any significant degree. The IRS, with its redesign of the Form 990,
which is the annual information return filed bymost nonprofit organizations, has
done more to conform the governance practices of tax-exempt organizations
than any other agency. Many in the nonprofit community questioned the IRS’s
authority to regulate the manner in which nonprofit organizations are governed.
Most believe the IRS is effectively trying to make law by virtue of the questions it
asks on the redesigned Form 990 and through the exempt organization applica-
tion process. The IRS, however, stated that it has no intentions of backing away
from the issue of nonprofit governance and will continue to “educate, engage,
and indeed irritate” in the area of nonprofit governance.

Certain states have enacted laws regarding the accountability of nonprofit
organizations, with the states of California and New York having the most exten-
sive sets of rules concerning governance and accountability of nonprofit organi-
zations, mainly due to California’s enactment of the Nonprofit Integrity Act in
2004 and New York’s adoption of the Nonprofit Revitalization Act of 2013. Most
state provisions, to the extent they exist, require audited financial statements for
nonprofit organizations with revenues in excess of a certain threshold.
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Corporate Policies

With a few noted exceptions, a nonprofit entity is not legally required to have
corporate policies. The prevailing view by the IRS and watchdog organizations
in the nonprofit community, however, is that a well-governed nonprofit organi-
zation is more effective and more compliant, and that policies and procedures
are an indication of a well-governed entity. As a result, tax-exempt organizations
should consider implementing policies that are applicable and relevant to their
organization, both as a matter of good governance and to demonstrate that they
are effectively governed in the event of an audit or investigation. These policies
include a conflicts-of-interest policy, whistle-blower policy, document retention
and destruction policy, code of ethics, investment policy, travel and reimburse-
ment policy, and fundraising policy, just to name a few.

One of the nonprofit buzzwords of the day is “transparency.” Most good
governance guidelines have, as one of their tenets, a principle that a nonprofit
organization should make information regarding the entity widely known
and available to the public, including information about its mission, activities,
finances, board, and staff. Some of these matters are already part of the law
applicable to tax-exempt organizations. Others represent opinions on good
governance, but are not legal requirements.

As more situations involving apparent lack of governance at the board
level over tax-exempt organizations surface, exempt organizations and those
that advise them need to pay increasing attention to the entities’ governance
practices and procedures. Members of the public and nonprofit watchdog
organizations likely will be unsympathetic to an organization bled dry by a
wayward executive director or a nonprofit steered away from its original mission
by self-interested directors when adherence to good governance principles
could have avoided the matter. Exempt organizations should take care to
see that its governance affairs are in order, whether or not subject to a legal
requirement to do so.

Reporting Rules

Nonprofit, tax-exempt organizations are subject to many reporting rules.

Annual Information Returns. Nearly every organization that is exempt from
federal income taxation is required to annually file an information return with
the IRS (Code § 6033). For many tax-exempt organizations, this return is Form
990. Small (that is, entities with less than $200,000 in gross receipts or $500,000
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in total assets) exempt organizations can file Form 990-EZ. Private foundations
(of any size) file Form 990-PF. Political and other exempt organizations may file
Form 990 or 1120-POL or both. Homeowners’ associations file Form 1120-H.
Black lung benefit trusts file Form 990-BL. Very small organizations (that is,
those with less than $50,000 in gross receipts) are required to electronically
file a Form 990-N (the e-postcard). Exceptions to this filing requirement are
available for a variety of organizations, including churches, their integrated
auxiliaries, governmental entities and their affiliates, and organizations that are
part of a group exemption and included on a group return filed by the central
or parent organization.

Unrelated Business Income Tax Returns. A tax-exempt organization with unre-
lated business income is generally required to file an income tax return, report-
ing the income, expenses, and any tax due (Form 990-T).

Split-Interest Trust Returns. A split-interest trust is required to annually file a
return (generally Form 1041A, perhaps Form 5227) with the IRS.

Nonexempt Charitable Trust Returns. A nonexempt charitable trust is required
to annually file a return (Form 1041A, perhaps 5577) with the IRS.

Apostolic Organizations’ Returns. Apostolic organizations are required to
annually file a partnership return with the IRS (Form 1065).

State Annual Reports. Nonprofit organizations, particularly nonprofit corpora-
tions, are generally required to file annual reports with the states in which they
are formed, headquartered, and do business.

Charitable Solicitation Act Reports. Charitable and other types of nonprofit
organizations that engage in fundraising are generally required to file annual
reports with each state in which they solicit funds.

Disposition of Gift Property Rules. A charitable organization that disposes of
charitable gift property within three years of the date of the gift is generally
required to report the transaction (on Form 8282) to the IRS.

Disclosure Rules

Generally, a tax-exempt organization must make its IRS application for recog-
nition of exemption (including documents submitted in support of the appli-
cation and any letter or other document issued by the IRS regarding the
application) and its three most recent annual information returns available for
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public inspection. Exempt organizations other than private foundations and
political entities are not required to disclose the names and addresses of their
donors and may redact this information prior to providing copies or otherwise
making information returns available. Public charities are required to make
their Forms 990-T available for public inspection. The IRS has also established a
procedure for requesting copies of these documents and returns from the IRS
using IRS Form 4506-A, Request for Public Inspection or Copy of Exempt or
Political Organization IRS Form.

Documents required to be disclosed must be made available for inspection
at the organization’s principal office and certain regional and/or district offices
during regular business hours, and organizations are required to provide copies
of these documents to those who request them, either in person or in writing.
Copies must be provided without charge, other than a reasonable fee for repro-
duction and mailing costs.

A tax-exempt organization is not required to comply with the requests for
copies of its application for recognition of exemption or annual information
returns if the organization has made the document widely available. For this
purpose, making the documents widely available is satisfied if an organization
posts the documents on a web page that the organization establishes and
maintains, or if the documents are posted as part of a database of similar
documents by other exempt organizations on a web page established or main-
tained by another entity, provided certain other criteria are met. The rules for
public inspection of the documents will continue to apply, even if the orga-
nization makes the documents widely available to satisfy the requirements
regarding copies.

If the IRS determines that a tax-exempt organization is the subject of a harass-
ment campaign and that compliance with the requests would not be in the public
interest, the tax-exempt organization does not have to fulfill a request for a copy
that it reasonably believes is part of the campaign. The document disclosure rules
apply to the notice that must be filed by political organizations to establish their
tax-exempt status and to the reports they must file.

Unrelated Business Rules

One of the principal aspects of the law of tax-exempt organizations is the body
of law concerning the conduct of unrelated business (Code §§ 511-514). For an
exempt organization to conduct an unrelated business, it must be engaged in a
trade or business that is regularly carried on and that is not related to the orga-
nization’s exempt purposes.
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Requirement of Business

A business of a tax-exempt organization is an activity that is carried on for the
production of income from the sale of goods or the performance of services.
Nearly every undertaking of an exempt organization, including its programs, is a
business. Businesses of exempt organizations are, for this purpose, either related
or unrelated.

Regularly Carried On Rule

A business of a tax-exempt organization, to be considered an unrelated business,
must be regularly carried on. Generally, this element of regularity is measured
annually; if a season is involved, that is the measuring period.

Substantially Related Standard

A business of a tax-exempt organization, to be considered a related business,
where the conduct of the business activity has a causal relationship to the achieve-
ment of an exempt purpose (other than through the production of income) and
the causal relationship is substantial.

Exceptions as to Activities

Various exceptions from treatment as unrelated business are available for activ-
ities of tax-exempt organizations, including volunteer-conducted businesses,
convenience businesses, sales of donated items, certain entertainment activities,
the conduct of trade shows, certain hospital services, the dissemination of
low-cost articles, and the exchanging or rental of mailing lists.

Exceptions as to Income

Various exceptions (in the form of modifications of the general rule) from
treatment as unrelated business income are available for income received by
tax-exempt organizations, including dividends, interest, annuities, royalties,
rent, capital gains, and research income.

Social Clubs and Like Organizations’ Rules

Special unrelated business rules are applicable to social clubs, veterans’ organi-
zations, voluntary employees’ beneficiary associations, and supplemental unem-
ployment benefit trusts.
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Unrelated Debt-Financed Income Rules

In computing a tax-exempt organization’s unrelated business taxable income,
there must be included with respect to each debt-financed property that is
unrelated to the organization’s exempt function—as an item of gross income
derived from an unrelated trade or business—an amount of income from the
property subject to tax in the proportion to which the property is financed
by the debt.

Tax Computation

The unrelated income tax rates payable by most tax-exempt organizations are
the corporate rates, although exempt organizations formed as trusts are subject
to the trust income tax rates. In computing unrelated business taxable income,
exempt organizations may deduct expenses that are directly connected with the
carrying on of the trade or business. A specific deduction of $1,000 is available,
as is a charitable deduction. Taxable unrelated business income is reported on
Form 990-T.

Subsidiaries

It is common for nonprofit, tax-exempt organizations to have one or more sub-
sidiaries. Generically, this type of arrangement is known as bifurcation: a splitting
of functions that might otherwise be conducted by one organization so that some
of the functions are conducted by one entity and the balance of the functions are
conducted by the other entity. Common reasons for formation of a subsidiary by
a tax-exempt entity are to insulate the exempt entity from the liability risks of
the subsidiary’s activity or because the subsidiary’s activity is not related to the
nonprofit entity’s exempt purpose. If one or more subsidiaries exist, the board
members should know why; if there are no subsidiaries, the board members
should, from time to time, deliberate and seek advice as to whether a subsidiary
might be of advantage to the nonprofit organization.

A subsidiary may be a tax-exempt organization or it may be a for-profit orga-
nization. Before addressing those distinctions, however, there are six law aspects
of the parent-subsidiary relationship that the should be considered, irrespec-
tive of the type of subsidiary: the form of the subsidiary, the nature of control
of the subsidiary, funding of the subsidiary (initially and on an ongoing basis),
day-to-day management of the subsidiary, revenue flow from the subsidiary to the
parent, and, perhaps, liquidation of the subsidiary.
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• Form. If the subsidiary is a nonprofit organization, the legal forms are:
nonprofit corporation, unincorporated association, trust, or limited liability
company. If the subsidiary is a for-profit organization, the typical choices are
for-profit corporation or a limited liability company. Matters can become
more complicated where the nonprofit parent is not the sole owner of the
for-profit subsidiary.

• Control. If the subsidiary is a nonprofit organization, the parent can control it
by overlapping governing boards, membership (where the parent is the sole
member of the subsidiary), appointments, ex officio positions, or some com-
bination of the foregoing. If the subsidiary is a for-profit organization, the
control feature will be manifested by ownership, either by stock in the corpo-
ration or membership interest in the limited liability company.

• Funding. The parentmust decide howmuchmoney or property, if any, to trans-
fer to the subsidiary and should understand the federal tax consequences of
the transfer. If the subsidiary is a for-profit entity, the transfer may be in the
nature of a capitalization, such as in exchange for stock or membership inter-
est. The parent may make loans to the subsidiary.

• Management. If the parent organization is unduly involved in the day-to-day
management of the subsidiary, the activities of the subsidiary may be
attributed to the parent. This type of attribution usually causes federal tax
problems, either in the form of endangering tax exemption or unrelated
business income taxation.

• Revenue flow. Revenue can flow from a subsidiary to a nonprofit parent in two
basic ways: payment of net earnings (such a dividends, in the case of a for-profit
subsidiary) or payment for services or assistance (such as rent or interest).
The second category of these payments may be taxable to the parent as unre-
lated business income. A special rule exempts certain types of revenue from a
subsidiary from unrelated business income taxation (Code § 512(b)(13)).

• Liquidation. If the subsidiary is terminated or dissolved, and liquidated into the
parent, the subsidiary may have to pay income tax on the capital gain resulting
from the transfer of assets to the parent, that have appreciated in value.

If the subsidiary is a tax-exempt charitable organization, it may be a sup-
porting organization. Typical parents of charitable subsidiaries are social welfare
organizations, associations (business leagues), and labor organizations. A chari-
table organization may be the parent of a charitable subsidiary, such as may be
the case with a “foundation” related to a domestic public charity or a fundraising
entity affiliated with a foreign charitable organization.
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A charitable organization may be the parent entity and have a subsidiary that
is a tax-exempt, noncharitable entity. Two common illustrations of this form of
bifurcation are lobbying arms (social welfare organizations) of public charities
and certification organizations (business leagues) associated with public chari-
ties. Other arrangements involving nonprofit, tax-exempt parents and nonprofit,
exempt subsidiaries are those using title-holding companies, political action com-
mittees and other political organizations (but not by charitable organizations),
and various types of employee benefit funds.

Some of these subsidiaries may be for-profit, taxable entities, usually uti-
lized to conduct a business activity that is both substantial and unrelated to the
tax-exempt activities of the parent entity. Particular consideration needs to be
given to choice of entity in this context; a standard corporation (C corporation)
is likely to be the answer, in that flow-through entities (such as S corporations
and limited liability companies) can give rise to tax dilemmas for the tax-exempt
parent. In some instances, revenue received by an exempt organization parent
from its subsidiary is taxable as unrelated business income.

Joint Ventures

Nonprofit, tax-exempt organizations may participate in partnerships and other
forms of joint ventures, such as those utilizing limited liability companies. Most
of the law in this area concerns public charities as general partners or members
in these ventures. Ventures may be whole-entity or ancillary. The IRS is particu-
larly sensitive to the potential for private inurement or private benefit in these
circumstances.

The term partnership generally has a technical meaning; partnerships are
recognized forms of business entities, either as general partnerships or limited
partnerships. The term joint venture, however, is much broader; a nonprofit orga-
nization can be involved in a joint venture with one or more other nonprofit
entities or one or more for-profit entities. On occasion, the joint venture form
can be imposed on an arrangement between a nonprofit organization and one
or more other organizations by operation of law.

A public charity (or perhaps another form of tax-exempt organization) can
be a (or the) general partner in a general partnership and not endanger its
exempt status where (1) the participation of the exempt organization in the part-
nership is in furtherance of an exempt purpose, (2) the exempt organization is
insulated from the day-to-day responsibilities of being the general partner, and
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(3) the limited partners are not receiving an unwarranted economic benefit from
the partnership.

The federal tax law recognizes the concept of the whole-entity joint venture.
This type of vehicle was started by tax-exempt health care institutions, which
placed the entirety of the institution in a venture (unlike most joint ventures,
where only a portion of nonprofit resources are involved). The other venturer(s)
may be nonprofit or for-profit. Where it is the latter, the IRS and the courts will
look to see whether the exempt venturer has “ceded control” over its operations
to the for-profit venturer. If it has, the nonprofit organization will likely lose its
tax-exempt status, on the basis of violation of the private benefit doctrine.

The federal tax law developed in the context of whole-entity joint ventures
is being applied to other ventures involving nonprofit organizations, where less
than the entire entity is placed in the venture. These are termed ancillary joint
ventures. It may be that an ancillary joint venture is wholly in furtherance of char-
itable or other exempt purposes, in which case tax exemption is not at issue.
Or the involvement of an exempt organization in an ancillary joint venture may
be, from the organization’s standpoint, incidental, thus eliminating any private
benefit doctrine problems. This open question remains: What happens when a
tax-exempt, charitable organization is involved in an ancillary joint venture, to
more than an insubstantial extent, and loses control of its resources in the ven-
ture to a for-profit co-venturer? The logical, albeit perhaps harsh, answer is that
the organization would lose its exempt status.

The joint venture vehicle of choice, when only tax-exempt organizations
are involved, is the limited liability company. These companies, which can have
one or more members, are generally treated, for federal tax law purposes, as
partnerships, which means that they are not themselves taxed, but instead are
flow-through entities causing their members to be taxable on the venture’s
income. Issues may arise, however, with trying to obtain property and sales tax
exemptions for these flow-through entities.

Limited liability companies may also be used in situations with for-profit part-
ners. While the for-profit venturers tend to favor this approach, which avoid dou-
ble taxation, tax-exempt organizations may want to avoid a flow-through entity,
so as not to have taxable unrelated business income and possibly jeopardize their
tax-exempt status if the venture does not further exempt purposes. For this rea-
son, some tax-exempt organizations form a for-profit subsidiary to be a member
of the joint venture, to serve as a “blocker” entity to escape the unrelated busi-
ness income tax and perhaps to avoid jeopardizing the nonprofit organization’s
exempt status.
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The single-member limited liability company is usually disregarded for tax
purposes. This feature allows a tax-exempt organization to place activities in a
limited liability company to protect against legal liability, yet still treat them for
federal tax purposes as activities directly conducted by the exempt organization.

Other Aspects of Law of Exempt Organizations

Seven other aspects of the law of tax-exempt organizations warrant mention for
the benefit of the leadership and management of nonprofit organizations.

Gaming

In general, the conduct of gaming (or gambling) activity by a tax-exempt orga-
nization constitutes an unrelated business or a nonexempt function that may
jeopardize the organization’s exempt status. An exception in the unrelated busi-
ness context is available for the conduct of bingo games, where they are lawful
under state law.

Withholding of Taxes

As is the case with for-profit employers, nonprofit organization employers are
required to withhold income and other taxes and remit them to the appropriate
government. Members of the board of nonprofit organizations can be personally
liable for these taxes owed (and not paid by the organization).

Unemployment Tax

Tax-exempt organizations generally are required to pay federal and state unem-
ployment taxes with respect to their employees.

Nonexempt Membership Organizations

Special rules apply that can limit the deductibility of expenses in computing
taxable income, in situations where a nonprofit organization is a nonexempt
membership entity.

Maintenance of Books and Records

Tax-exempt organizations are required to keep records sufficiently showing
gross income, expenses, and disbursements, and providing substantiation for
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their annual information returns. The IRS frequently revokes the exempt status
of organizations that do not maintain adequate records.

Personal Benefit Contracts

The federal tax law denies a charitable contribution deduction in connection
with, and imposes penalties on tax-exempt organizations that engage in transac-
tions involving, certain personal benefit contracts (Code § 170(f)(10)).

Commerciality Doctrine

Tax-exempt organizations, particularly public charities, which operate in a com-
mercial manner (that is, in the samemanner as for-profit entities) may have their
exemption revoked by the IRS. Commercial activity may alternatively be consid-
ered an unrelated business. Factors as to commerciality include the extent of the
sale of goods and services to the public, pricing policies, and competition with
for-profit businesses.

Charitable Giving Rules

The federal tax law is replete with detailed rules concerning the charitable con-
tribution deduction, for income, gift, and estate tax purposes.

Charitable Deduction. The federal tax law provides for an income tax charitable
contribution deduction for gifts to charitable, governmental, and certain other
types of tax-exempt organizations (Code § 170). These deductible contributions
may be made in the form of money or property. Various percentage limitations
may restrict the amount of a charitable contribution deduction in a year. Many
special rules apply in this context for particular types of charitable gifts, such as
those of inventory, scientific research property, vehicles, and intellectual prop-
erty. These rules can limit the amount of the charitable deduction, sometimes
confining it to the amount of the donor’s basis in the property. Generally, gifts
to a public charity will receive more favorable treatment under these rules than
gifts to a private foundation.

Property Valuation. In connection with charitable contributions of property,
rather than cash, often the major issue affecting the deductibility of the gift is
the matter of the fair market value of the property at the time of its contribution.
Various “accuracy-related” penalties can apply with respect to an overvaluation
of property in this context.
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Gift Restrictions. A gift may be made to charity that involves the imposition of
conditions or restrictions. In many instances, such a restriction is lawful (such
as for scholarships, a form of research, or for an endowment). A restriction or
condition may, however, be unlawful, may result in unwarranted private benefit,
or may reduce or eliminate the amount of the allowable charitable deduction.

Split-Interest Trusts. Contributions may be made to charity by means of a
split-interest trust. The resulting charitable contribution deduction (if any) is
based on the value of the partial interest contributed to the charity by means
of the trust. For a charitable deduction to be available in this context, various
requirements must be satisfied, such as those for charitable remainder trusts,
pooled income funds, and other types of gifts of remainder interests. These
vehicles are used in the realm of the type of charitable fundraising known
as planned giving. If a charitable organization does not have a planned giving
program, the board member may wish to inquire as to why that is the case.

Charitable Remainder Trusts. The charitable remainder trust (Code § 664) is the
mainstay of a typical planned giving program. This term is nearly self-explanatory:
the entity is a trust, in which has been created a remainder interest that is des-
tined for one or more charitable organizations. One or more income interests
are also created by means of this type of trust. These trusts, if they qualify under
the federal tax law, are tax-exempt entities.

A qualified charitable remainder trust must provide for a specified distribu-
tion of income, at least annually, to one or more beneficiaries (at least one of
which is not a charitable organization) for life or for a term of no more than
twenty years, with an irrevocable remainder interest to be held for the benefit of,
or paid over to, the charitable organization. The manner in which the income
interests in a charitable remainder trust are ascertained depends on whether the
trust is a charitable remainder annuity trust or a charitable remainder unitrust.

In the case of the charitable remainder annuity trust, the income payments are
a fixed amount (hence the term annuity). With a charitable remainder unitrust, the
income payments are in an amount equal to a fixed percentage of the fair market
value of the assets in the trust. Conventionally, once the income interest expires,
the assets in a charitable remainder trust are distributed to the charitable organi-
zation that is the remainder beneficiary. The assets (or a portion of them) may,
however, be retained in the trust; if this type of a retention occurs, the trust will
likely be classified as a private foundation. With these charitable giving instru-
ments, the person establishing the trust receives a charitable deduction for the
value of the charitable remainder interest at the time the trust is established.
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Charitable Gift Annuities. A charitable gift annuity is based on an agreement
between the donor and the charitable donee. The donor agrees to make a gift
and the donee agrees to provide the donor (or someone else, or both) with an
annuity for a period of time. Charitable gift annuities may be subject to state law
registration requirements.

Federal Law as to Fundraising

The federal tax law includes five bodies of law that pertain to fundraising.

Special Events. Special events are social occasions (such as annual balls, games of
chance, and sports events) for the benefit of charities that use ticket sales and
underwriting to generate revenue. These events, however, may raise federal tax
law issues, such as unrelated business and inappropriate gaming. Special event
fundraising is the subject of specific reporting rules as part of the annual infor-
mation return.

Gift Substantiation Rules. The income tax charitable contribution deduction
is not allowed for a contribution of a monetary gift unless the donor maintains
a suitable record of the contribution. For a charitable contribution of $250 or
more to be deductible, certain substantiation requirements must be met. This
principally entails a written communication from the charitable donee to the
donor, containing specified information. More detailed substantiation require-
ments apply in connection with larger noncash contributions. Other charita-
ble gift substantiation rules may arise in other contexts, such as with respect to
contributions of vehicles or intellectual property.

Quid Pro Quo Contribution Rules. The federal tax law imposes certain dis-
closure requirements on charitable organizations that receive quid pro quo
contributions, which are payments made partially as a contribution and partially
in consideration for goods or services provided by the one organization.
Fundraising events, such as luncheons and galas, often result in quid pro quo
contributions. Penalties apply for violation of these rules.

Noncharitable Organizations Gifts Disclosure. The federal tax law imposes
certain disclosure requirements in connection with contributions to tax-exempt
organizations other than charitable entities. These rules, targeted principally
at exempt social welfare organizations, are designed to prevent circumstances
when donors are led to believe that the gifts are deductible when they are not.
Penalties apply for violation of these rules.
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Appraisal Requirements. A contribution deduction is not available, in an
instance of a gift of property with a value in excess of $5,000, unless certain
appraisal requirements are satisfied, including an obtaining by the donor of
a qualified appraisal and use of the services of a qualified appraiser. A qual-
ified appraisal is an appraisal document prepared by a qualified appraiser in
accordance with generally accepted appraisal standards. A qualified appraiser is
an individual with verifiable education and experience in valuing the type of
property for which the appraisal is performed.

State Law as to Fundraising

Many states have elaborate laws—charitable solicitation acts—that apply to chari-
table and other nonprofit organizations that engage in fundraising in their
jurisdictions. These laws require charitable organizations soliciting gifts to
register with and annually report to the state. Fundraising consultants and paid
solicitors may also have registration and reporting requirements; bonds may also
be necessitated. These laws can impose several other requirements, such as dicta-
tion of the contents of a contract between a charity and a professional fundraiser.

Organization of IRS

The leadership of nonprofit organizations, and those who represent these enti-
ties, should understand the organization of the IRS. Among the many reasons
for this is to gain a perspective on the IRS audit function. Generally, an IRS audit
is less traumatic if the overall process is understood.

The IRS is an agency (bureau) of the Department of the Treasury. One of
the functions of the Treasury Department is assessment and collection of federal
income and other taxes. Congress has authorized the Secretary of the Treasury
to, in the language of the Internal Revenue Code, undertake what is necessary
for “detecting and bringing to trial and punishment persons guilty of violating
the internal revenue laws or conniving at the same.” This tax assessment and
collection function has largely been assigned to the IRS.

The IRS website proclaims that the agency’s mission is to “provide America’s
taxpayers with top quality service by helping them understand and meet their
tax responsibilities and by applying the tax law with integrity and fairness to all.”
The function of the IRS, according to its site, is to “help the large majority of
compliant taxpayers with the tax law, while ensuring that the minority who are
unwilling to comply pay their fair share.”
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The IRS is headquartered in Washington, D.C.; its operations there are
housed principally in its National Office. An Internal Revenue Service Oversight
Board is responsible for overseeing the agency in its administration and supervi-
sion of the execution of the nation’s internal revenue laws. The chief executive
of the IRS is the Commissioner of Internal Revenue. The National Office is
organized into four operating divisions; the pertinent one is the Tax Exempt and
Government Entities (TE/GE) Division, headed by the Commissioner (TE/GE).
Within the TE/GE Division is the Exempt Organizations Division, which devel-
ops policy concerning and administers the law of tax-exempt organizations. The
components of this Division are Rulings and Agreements, Customer Education
and Outreach, Exempt Organizations Electronic Initiatives, and Examinations.

The ExaminationsOffice, based inDallas, Texas, focuses on tax-exempt orga-
nizations’ examination programs and review projects. This office develops the
overall exempt organizations enforcement strategy and goals to enhance com-
pliance consistent with overall TE/GE strategy, and implements and evaluates
exempt organizations examination policies and procedures. Two important ele-
ments of the Examinations function are the Exempt Organizations Compliance
Unit and the Data Analysis Unit.

Applications for recognition of exemption are filed with the IRS office in
Covington, Kentucky. Tax-exempt organizations file their annual information
returns with the IRS office in Ogden, Utah.

IRS Audits

The IRS, of course, has the authority to examine—audit—nonprofit, tax-exempt
organizations. Due to funding cuts since 2010, the IRS can devote only limited
resources to audits and, statistically, exempt organizations have been subject to
a lower audit risk than for-profit organizations. Nevertheless, the examinations
function of the Exempt Organizations subdivision has become focused on
data-driven decision making using the Form 990 and its related schedules
to determine potential noncompliance with the tax laws. Thus, the IRS is
focused on more objective case collection for examinations and employing
more sophisticated methods for selecting returns (and thus the organizations)
to audit.

Reasons for IRS Audits. The reasons for an IRS examination of a nonprofit,
tax-exempt organization are manifold. Traditionally, the agency has focused on
particular categories of major exempt entities, such as health care institutions,
colleges and universities, political organizations, community foundations, and
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private foundations. Recent years have brought more targeted examinations,
such as those involving credit counseling entities and down payment assistance
organizations.

An examination of a tax-exempt organization may be initiated on the basis
of the size of the organization or the length of time that has elapsed since a prior
audit. An examinationmay be undertaken following the filing of an annual infor-
mation return or a tax return, inasmuch as one of the functions of the IRS is
to ascertain the correctness of returns. An examination may be based on a dis-
crete issue, such as compensation practices or political campaign activity. Other
reasons for the development of an examination include media reports, a state
attorney general’s inquiry, or other third party reports of alleged wrongdoing.

IRS Audit Issues. The audit of a nonprofit, tax-exempt organization is likely to
entail one or more of the following issues:

• The organization’s ongoing eligibility for exempt status
• Public charity/private foundation classification
• Unrelated business activity
• Extensive advocacy undertakings
• One or more excise tax issues
• Whether the organization filed required returns and reports
• Payment of employment taxes
• Involvement in a form of joint venture

Types of IRS Examinations. There are four basic types of IRS examinations
of nonprofit, tax-exempt organizations. A compliance check is not technically
an audit. Also, there are special procedures for inquiries and examinations of
churches.

Common among the types of IRS examinations of tax-exempt organizations
are field examinations, in which one or more revenue agents (typically, however,
only one) review the books, records, and other documents and information of
the exempt organization under examination, on the premises of the organiza-
tion or at the office of its representative. IRS procedures require the examiner to
establish the scope of the examination, state the documentation requirements,
and summarize the examination techniques (including interviews and tours
of facilities).

The IRS’s office/correspondence examination program entails exami-
nations of tax-exempt organizations by means of office interviews or corre-
spondence or both. An office interview case is one where the examiner requests
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an exempt organization’s records and reviews them in an IRS office; this may
include a conference with a representative of the organization. This type of
examination is likely to be of a smaller exempt organization, where the records
are not extensive and the issues not particularly complex. A correspondence exam-
ination involves an IRS request for information from an exempt organization by
letter, fax, or e-mail communication.

Office or correspondence examinations generally are limited in scope, usu-
ally focusing on no more than three issues, conducted by lower-grade examiners.
The import of these examinations should not be minimized, however. A corre-
spondence examination can be converted to an office examination. Worse, an
office examination can be upgraded to a field examination.

For larger, more complex organizations, the IRS may conduct a team exami-
nation program (TEP) audit. TEP initiatives have a fundamental objective, which
is to avoid fragmenting of the exempt organization examination process by using
multiple agents. The essential characteristics of the TEP approach are that the
team examinations are being used in connection with a wider array of exempt
organizations, the number of revenue agents involved in an examination is some-
what smaller, and the revenue agents are less likely to semi-permanently carve out
office space in which to live at the exempt organization undergoing the exami-
nation. The TEP agents, however, are still likely to want an office, for occasional
visits and storage of computers and documents.

A TEP case generally is one for which the annual information return of
the tax-exempt organization involved reflects either total revenue or assets
greater than $100 million (or, in the case of a private foundation, $500 million).
Nonetheless, the IRS may initiate a team examination where the case would
benefit (from the government’s perspective) from the TEP approach or where
there is no annual information return filing requirement. IRS examination
procedures include a presumption that the team examination approach will be
utilized in all cases satisfying the TEP criteria.

In a TEP case, the examination will proceed under the direction of a case
manager. One ormore tax-exempt organizations revenue agents will be accompa-
nied by others, such as employee plans specialists, actuarial examiners, engineers,
excise tax agents, international examiners, computer audit specialists, income
tax revenue agents, and/or economists. These examinations may last about two
years; a post-examination critique may lead to a cycling of the examination into
subsequent years. The IRS examination procedures stipulate the planning that
case managers, assisted by team coordinators, should engage in when launching
a team examination; these procedures also provide for the exempt organization’s
involvement in this planning process.
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The foregoing types of IRS audits are those normally used to examine non-
profit, tax-exempt organizations. The IRS has within it a Criminal Investigation
Division, however; the agents of which occasionally are involved in exempt orga-
nization examinations.

Compliance Checks. An overlay to the IRS program of examinations of
tax-exempt organizations is the agency’s compliance check projects, which focus on
specific compliance issues. These projects, orchestrated by the Exempt Organi-
zations Compliance Unit, are a recent invention of the IRS; they are designed
to maximize the agency’s return (gaining data and assessing compliance) on its
investigation efforts. The IRS stated that its exempt organizations examination
and compliance-check processes are among the “variety of tools at [the agency’s]
disposal to make certain that tax-exempt organizations comply with federal tax
law designed to ensure they are entitled to any tax exemption they may claim.”

Usually, in the commencement of these projects, the IRS contacts exempt
organizations only by mail to obtain information pertaining to the particular
issue. An exempt organization has a greater chance of being a compliance check
target than the subject of a conventional audit. A compliance check, however,
can blossom into an examination.

Recent compliance check projects have focused on executive compensation,
political campaign activities by public charities, hospitals’ compliance with cri-
teria for their exemption, intermediate sanctions reporting, tax-exempt bond
financing, community foundations’ law compliance, various aspects of the oper-
ations of colleges and university, public charities with large fundraising costs, and
exempt organizations with considerable unrelated business income.

Reference Resources

An extensive set of nonprofit law and IRS readings, references, and resource materials,
including updates that become available subsequent to the publication of this book, is
available at the Internet resource website that offers supplementary premium content
for this Handbook.
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CHAPTER THREE

THE CHANGING CONTEXT
OF NONPROFIT MANAGEMENT
IN THE UNITED STATES

Brent Never

Thenonprofit sector in theUnited States is not well understood by the average
nonprofit leader or employee, much less by the average citizen. My task in

this chapter is to provide a foundation for understanding the nature of the sector
in America today, explain the context within which the sector operates, and offer
some observations about how the sector may continue to evolve and change in
the coming five to ten years. It is within this context that nonprofit organizations
continue to grow and develop, and it is within this context that the leaders and
managers of the nonprofit sector will engage in their work of leading, managing,
and operating their organizations.

Introduction

Metaphors are often used in organization theory to describe how sectors
evolve over time. Sometimes, organization populations are like animals on the
Serengeti, flexing in size as the local water pool increases or decreases. Other
times, organizations are like amoeba, moving gradually across the landscape,
largely immune to the hustle and bustle of the environment. Since the 1980s,
many scholars have become enamored with the metaphor of an “iron cage” that
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tightly bounds organizations by the institutional constraints of society at large.
Metaphors are wonderful tools to focus our attention on important dynamics
when the world seems too complex to comprehend. At the same time, they
can go too far and steer us away from understanding nuance and the details
that inform why human beings make the choices they do. This chapter discusses
the dynamics of today’s nonprofit sector while pointing out the nuance in
how the American nonprofit sector has reacted to very real constraints. The
sector is neither an antelope nor an amoeba, but perhaps a willow tree that
bends in seemingly unbearable headwinds yet does not break. It is resilient in
the face of many challenges (Salamon, 2012), yet is so rooted in the fabric of
American society that it continues to grow.

My job in this chapter is to provide context for the current state of the Ameri-
can nonprofit sector—a significant sector that constitutes about 10 percent of the
American labor force (Salamon, 2012, p. 8)—and discuss how it might evolve in
the near future. First, I present a broad overview of what we know about the sec-
tor and, perhaps more important, what we do not know. Like an iceberg, what
we can see above the water line is a mere sliver of the entire sector (Smith, 1997).
Second, I consider the relationship of the nonprofit sector to the constraints it
faces. In particular, I look at how public and private funding sources can shape
the choices of nonprofit managers. I use three central questions to organize this
discussion: How? Why? and Where? Over time we have changed in how we focus
on nonprofit organizations, with a new question dominating each era of study.
Next, I look at the challenges and opportunities for the sector. Last, I conclude
with thoughts about how this resilient sector will look in the future. The cen-
tral idea that undergirds the nonprofit sector is that formal rules and informal
norms channel behavior such that the look of the sector today is the result of how
these channels have developed, and that the future scope will be largely shaped
by the constraints that are being instituted today. Nonprofit organizations work
within a dense matrix of expectations and, while innovation and entrepreneur-
ship are prized, the rules of the game continue to shape what nonprofits are able
to accomplish.

I encourage you to consider this information in the context of your own
knowledge of nonprofit organizations. Does this information ring true for you?
Do you come to similar conclusions as to the pressures that your organizations
face? One of the most exciting aspects of studying nonprofit management today
is that experts are still trying to grapple with what it is, how it acts, and what it will
be. So your interpretation is valuable.
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The Nonprofit Sector in America

Many Americans have difficulty giving an example of a nonprofit organization
but, if pushed, might offer an example such as the American Red Cross or
the YMCA. Most would be staggered by the idea that there are 1.18 million
registered nonprofit public charities in the United States, with an additional
95,992 private foundations (National Center for Charitable Statistics [NCCS],
2015). Add in 83,827 501(c)(4) social welfare organizations, that are becoming
increasingly important in political campaigns, plus 45,783 fraternal beneficiary
societies, 1,844 state-chartered credit unions, and even 8,958 cemetery compa-
nies, and pretty soon they are amazed at the scope and breadth of the sector.
Nonprofits are instrumental in an American’s life from cradle to grave. One can
be born in a nonprofit hospital, attend a nonprofit preschool, participate in a
nonprofit basketball league, be educated at a nonprofit university, join a non-
profit parent-teacher organization, move on to being a member of the American
Association of Retired People, be housed at a nonprofit nursing home, and
maybe even be given hospice care by a nonprofit palliative-care organization.
Using the lens of what is called the three-sector theory, nonprofits in America
exist because they either address a market failure (such as youth development
for disadvantaged youth) or they provide supplementary services for which the
voting public does not wish to pay (such as a symphony) (Steinberg, 2006). While
market failures exist throughout the world, Americans have a long tradition
of turning away from government for providing services; the large, dynamic
nonprofit sector provides that crucial bridge that may be provided by the state
in other societies.

One of the most important insights about the American nonprofit sector
is that there has always been a dynamic relationship between the top-down
structures put in place by society (today these are formal laws but, as Hall
explains in Chapter One of this Handbook, America has always had strong
informal societal norms influenced by religious teachings) and the bottom-up
desire of Americans to fulfill their expressive, advocacy, and service needs
through organizations that are non-government and also non-market. Observers
have marveled for centuries about how Americans self-organize themselves
at every turn, ranging from the abolitionist societies of the early nineteenth
century to the Tea Party organizations of the early 21st Century. Alexis de
Tocqueville (2003 [1835])) observed that Americans have a fundamental
belief in the democratic ideal whereby all ideas have potential merit, with
organizational forms following to fulfill these ideas. Americans for centuries
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have believed in the ethic popularized by the movie Field of Dreams (1989):
“If you build it, they will come.” We continue to see this today, with the tremen-
dous growth in nonprofit organizations. From 1995 to 2015, the number of
nonprofit organizations (inclusive of public charities and other 501(c) orga-
nizations) has grown by 45 percent; in that same period, public charities
have increased in number from 576,133 organizations to 1,182,187, or a
105 percent increase (National Center for Charitable Statistics, 2015).

The inductive nature of creating nonprofit organizations also has a seem-
ingly dark side: nonprofit death. While Americans have a proclivity to create
nonprofit organizations, they also let themdie with tremendous frequency.When
using the IRS Exempt Organization Master File, we find that from 2005 to 2014
we created 503,212 nonprofit organizations, yet 578,835 died or were dropped
from the database (McLean, 2014). This results in undeniable disruption for
those employed by these organizations (although the majority of the organiza-
tions are small and have few or no paid employees), and the millions of Amer-
icans who rely on their services (Never, 2013). But it is this continual churn of
organizational birth and death that leads to a dynamic sector that continually
reinvents itself as needs evolve.

This democratic stance toward organizational creation is commendable, but
it does not entirely explain the nature of the American nonprofit sector today.
The type of organizations that we have is also determined by the legal framework
that incentivizes the creation of new nonprofit organizations (see Chapter Two
by Hopkins and Gross for an explanation of the U.S. nonprofit legal framework).
In the United States, the costs of creating a nonprofit organization are very low
(for example, a nominal fee for incorporation with a state and a small amount
of paperwork to be filed with and processed by the Internal Revenue Service).
The benefits to creating a nonprofit can be large, particularly the benefits of tax
exemption for all nonprofits and tax deductions for many donors to 501(c)(3)
public charities. This basic framework provides an impetus for Americans to be
great organizational creators (Hammack, 2002). So, in the end, the nonprofit
sector is a legal creation that gives form and support for a great American demo-
cratic impulse.

What Is the Nonprofit Sector?

What is the nonprofit sector? The answer is at least as complex as the answer
to the question What is the business sector? As Hopkins and Gross indicate,
nonprofit organizations are legal creations, but for the purposes of this chapter
I will explore how the legal framework defining different types of nonprofit
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organization affects what we know about the American nonprofit sector, which
comes from two sources: from states, where we find nonprofit incorporation
filings, and from the U.S. Internal Revenue Service, where we find tax returns.
Most nonprofits (but notably not congregations, such as churches and syna-
gogues) incorporate within their home states. The information that we can
garner from state incorporations is highly variable based on the state. Perhaps
the most important information that we see is the “birth” of an organization, as
incorporation is usually the first step in creating a nonprofit. Many organizations
will incorporate but will not apply for nonprofit tax-exempt status for a long
time; sometimes organization members do not seek donations, so there is no
need for nonprofit tax-deductions, while other times the seeming hassle of
applying for exempt status precludes this action. Given that scholars would have
to seek incorporation records from every state in order to have a full national
picture of nonprofit birth, we see less scholarship using incorporation.

One of the most influential datasets that we have about American nonprof-
its is the IRS tax records, which are based on the organizations’ filings of Forms
990. Because our most systematic information about registered nonprofits comes
from a tax agency, it is unsurprising that what we know about nonprofits is largely
limited to financial matters. The data was digitized in the early 1990s, meaning
that scholars could begin to work directly with the data from the returns. It
is surprising to think that the nonprofit sector is incredibly important in our
lives (our faith institutions, schools, hospitals, and arts organizations are often
nonprofits), yet in many ways we only have a hazy vision of the scope of the
sector. For example, Kirsten Grønbjerg and her Indiana Nonprofit Project team
spent over fifteen years mapping the sector in one state, yet there continue
to be holes in our knowledge. It is important to consider how our picture of
the sector, drawn from IRS 990 tax returns, is fuzzy and potentially inaccurate.
First, full financial data is only available for 501(c)(3) public charities and
public foundations included in the publicly available database. Second, a
somewhat limited set of organizations is required to file an annual Form 990
(or the Form 990-EZ). Public charities with gross receipts over $200,000 must
file the regular Form 990, and those with revenues from $50,000 to $199,999
are required to file the shorter Form 990-EZ.1 What this means is that the
very smallest organizations, with revenues below $50,000, only file the Form
990-N (or e-postcard). This form only indicates that the organization indeed
does exist but gathers no other data. Congregations—churches, synagogues,
mosques, and others—are not required to file with the IRS. Last, organizations
that simply do not want to qualify for the charitable tax deduction also need
not file. This is becoming an increasingly actively used strategy as some social
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enterprises seek other legal forms (see Chapter Twelve for more discussion of
this aspect of nonprofit development). Smith (1997) estimates that upwards
of 90 percent of nonprofit associations are not accounted for in the NCCS
database.

Public Charities. Public charities are organizations that address one of approx-
imately a dozen exempt purposes and exist to provide a public benefit. In
exchange for this public benefit, the organizations receive tax-exempt and
tax-deductible status (see Chapter Two for more explanation of this status).
Using the Form 990 tax returns, we see that human service organizations
comprise about one-third of all public charities (see Table 3.1). Human services
is a diverse category including youth services, vocational training, recreation
and sports, housing, legal services, and a category for general human services
where one finds organizations that provide a range of services, such as the
YMCA. Education (preschool, education services, and higher education) is the
next largest category (17.3 percent), followed by health (11.8 percent). Public
and societal benefit organizations (11.3 percent) are civil rights, community
improvement, philanthropy and voluntarism, science and technology, and
general public benefit organizations. The variation within the categories is large,
not to speak of the great diversity of organizations across categories, making
comparisons very difficult.

It is important to understand that, for every organization type listed in
the table, there will be many sub-types with quite different characteristics. For
example, among the 45,155 health organizations there are 4,220 hospitals.
There is exceptional diversity even among these hospitals. For example, these

TABLE 3.1. Types of Nonprofit Organization (2013)

Organization Type Number Percentage

Arts, Culture, and Humanities 40,940 10.7
Education 66,059 17.3
Environment 18,306 4.8
Health 45,155 11.8
Human Services 129,611 33.9
International 8,897 2.3
Mutual Benefit 1,017 0.3
Public and Societal Benefit 43,347 11.3
Religion 28,525 7.5
Unknown 537 0.1
Total 382,934

Source: National Center for Charitable Statistics, 2015.
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hospitals range in annual revenue from $4.68 billion at the Cleveland Clinic to
$27,565 at the Community Health Center of Western Illinois (National Center
for Charitable Statistics, 2015). Interestingly, residential mental health facilities
and reproductive health facilities are not in the health category. Likewise,
education organizations range from exceptionally large universities (Harvard
University, with annual revenues of $5.8 billion) to very small community
preschools (such as the Rainbow Corners Nursery School, with annual revenues
of $0). It becomes very hard to talk about education nonprofit organizations
without being very specific about niche, whether it be a subfield (such as school
auxiliaries like parent-teacher organizations) or location (such as nursery
schools in Cleveland).

There is a particular challenge in identifying and knowing much about reli-
gious congregations in the United States, even though they constitute the largest
category of recipients of individual philanthropy in America. Congregations have
been essential to American nonprofit organizational development from the very
first settlements in the British colonies. With that said, the Free Exercise clause
of the First Amendment of the U.S. Bill of Rights has in effect caused a dis-
tinct separation between the conduct of the government and the conduct of
congregations. The IRS has made only very limited attempts to regulate con-
gregational affairs and has erred on the side of not requiring documentation of
congregational activities, revenues, and expenses and, hence, we have limited
sector-wide governmental data on congregations. Data sources do exist, such as
the Association of Religion Data Archives (www.thearda.com) and the Associa-
tion of Statisticians for American Religious Bodies (www.asarb.org). Since 1952
there has been a decennial census of American congregations, with the 2010
iteration showing 344,894 congregations and 150.7 million adherents represent-
ing 48.8 percent of the U.S. population (Grammich, Hadaway, Houseal, Jones,
Krindatch, Stanley, and Taylor, 2012). Many scholars have chronicled the linkage
between congregations and voluntary action (Cnaan, Kasternakis, and Wineb-
urg, 1993; Grønbjerg and Never, 2004), although a comprehensive assessment of
the impact of congregations on American life has been a particular challenge.

Private Foundations. Private foundations hold a large and perhaps outsized
image in the minds of Americans. The category of foundations can be divided
into different types of private grant-making foundations (for example, corporate
foundations, private independent foundations, private operating foundations)
as well as public foundations (such as community foundations). Overall, there
were just under 96,000 foundations in the United States in 2013, giving an
estimated $54.7 billion to charitable causes that year (Foundation Center, 2014).

http://www.thearda.com
http://www.asarb.org
http://www.asarb.org
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The largest private independent foundation in the United States is the Bill &
Melinda Gates Foundation, which had total assets valued at $41.3 billion in 2013
and gave more than $3.2 billion in 2012 (NCCS, 2015). While the amount of
foundation giving is important, context is necessary to understand the relative
size or magnitude of the resources that come from foundations. For example,
the total of all U.S. foundation giving in 2013 ($54.7 billion) is dramatically less
than the 2016 budget request for the U.S. federal government, which was $3.99
trillion (Office of Management and Budget, 2015). Thus, while the foundation
segment of the U.S. nonprofit sector is a significant part of the revenue puzzle
for many public charities, it is not a sufficient piece to fund most or all service
delivery for the vast majority. Salamon (1987) has articulated well the problem
of philanthropic insufficiency: no matter how generous we are as a society, we
simply do not give enough to scale nonprofit services large enough to achieve
impact. Foundations often will leverage their limited resources to create outsized
effects, yet it also is true that foundations cannot provide the funding necessary to
take up the slack when the public sector withdraws from funding service delivery.

Big Questions for Nonprofit Leaders

Funding has shifted significantly for nonprofit organizations in the US since the
mid-1980s. As Salamon and Lund (1984) report, the “Reagan Revolution” of
that era championed the cutting of federal funding for social services. In the
1990s, there was a further movement toward contracting out services, with gov-
ernments at all levels opting to move the production of human services to private
providers, nonprofit and otherwise. Government funding remains an essential
revenue source for human service organizations (see Chapter Twenty of this
Handbook for an extensive discussion of the nature and dynamics of government
contracting with nonprofits for delivery of services), yet there are tough questions
from public-sector leaders about the role of government in supporting these ser-
vices. Here I summarize the evolution in the nature of the questions that have
been asked about the role of government in funding of nonprofit service delivery
in the United States.

The Johnson Administration (1963–1969) championed the War on Poverty,
and through the Social Security Amendments (1965), sought the help of the
nonprofit sector in extending services to disadvantaged populations. The pre-
cipitous growth of the human service segment of the nonprofit sector tracked
with an increased support among Americans for the position that public monies
should go to supporting those most at risk, and the nonprofit sector was well
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positioned to grow with this support (Smith and Lipsky, 1993). Funders’ chief
question at the time was “how”: How are nonprofits going to provide the neces-
sary services? TheNixonAdministration highlighted that government was unable
to handle the complexity of poverty, which enhanced the impetus toward other
providers using government money to address need. How is the question that is
most appropriate when the funding is sufficient. Government officials seek to
understand how providers will be better able to address social problems than
government would itself.

The “Reagan Revolution” in the United States in the 1980s was predicated
on a fundamental reordering of priorities about the role of government and,
in particular, the federal government, in the lives of all Americans. President
Reagan, in his First Inaugural Address in 1981, communicated the view that
the national government was outsized in its influence on Americans and ulti-
mately impeded ordinary citizens from achieving whatever they would like to
achieve. The result of this “revolution” was a movement of funding away from
nondefense nondiscretionary purposes. The block grants that were the corner-
stone of federal funding for human services in the 1970s were seen as excessive
federal largesse and the philosophy was that states and local communities should
take charge of how their own public monies were spent. The key question of
this time was “why”: Why should government support a particular program? The
“how” question that was important in the previous generation became less promi-
nent because sufficient funds for programs were not there. To be successful in this
environment, nonprofit leaders needed to articulate that their work remained
important to the common weal before they explained how they could perform
these services.

The 1990s brought a twist to the Reagan Revolution, this time with theDemo-
cratic Clinton Administration leading the charge. The federal government had
downsized and, it was said, needed to become both efficient and nimble. The
reinvention movement, popularly conceptualized by David Osborne and Ted
Gaebler (1992) and championed by Vice President Al Gore, also emerged at
this time, in response to the perceived need for government to be responsive
to the people. Three large changes resulted. First was a focus on continuing the
movement toward third-party service provision. Second was a movement toward
accountability for both government and its contractors. And third, there was
increased pressure for the enhancement of consumer (citizen) choice of services.

Third-party service provision, from the standpoint of the nonprofit sector,
continued to open avenues for great government support for nonprofits. While
the Reagan Administration wanted to see less government production of ser-
vices, which came from an ideological belief that smaller government unleashes



Trim Size: 7in x 9.25in Renz852965 c03.tex V3 - 07/11/2016 9:25 A.M. Page 89

�

� �

�

The Changing Context of Nonprofit Management in the United States 89

the potential for private-sector development, the reinvention movement focused
on the power of competition to lower costs and increase responsiveness to
citizen needs. With the focus on competition came an agnostic view as to the
type of provider; it was equally acceptable for the provider to be in either
the nonprofit or for-profit sector. The health, vocational training, and daycare
fields were opened to for-profit as well as nonprofit service providers, pushing
nonprofit organizations to consider not only how they serve their clients but also
whether their services were competitive with what other organizations (other
nonprofits as well as for-profits) could produce. Contracts, by which payments
flow when services are rendered within the agreed-to scope, became more
prevalent; as opposed to grants that typically supported the general functioning
of an organization. Service contractors would have less latitude as to how they
produced services.

Pushes for accountability fell on the shoulders of both the government con-
tracting agencies and the private contractors under these conditions. A signature
piece of legislation, the Government Performance and Results Act (GPRA) of
1993, required government agencies to determine long-term strategic goals and
create performance systems to reach those goals. Using this approach, govern-
ment would be required to prove that it accomplished its goals efficiently and,
ultimately, effectively. In an era of third-party service provision, this meant a
strong focus on the accountability of contractors. Performance-based contract-
ing filtered down to nonprofit contractors that typically worked in complex and
difficult mission fields, where the results of the work often are much more diffi-
cult to assess or prove. For example, areas as complicated as vocational training
and career services for welfare recipients, where preparing unskilled workers
for the workforce can require interventions beyond simple training (perhaps
ranging from childcare to substance abuse treatment), were now subject to rigor-
ous accountability measures that would determine whether the contractor would
receive future contracts. For nonprofits, the technical aspects of contract devel-
opment and administration as well as program evaluation were barriers for those
organizations that could not hire employees with the right skills, contract evalua-
tion out, or provide the funding to develop employees from within. As Salamon
(2012) reports, at this period training in nonprofit management became more
prevalent due to a need for technically competent personnel able to navigate the
increasingly complex funding environment.

Further, reinvention was predicated on the idea that citizens are consumers
of services and need to be treated as clients. This means that service recipients
should have choice. With competition at the ideological core of reinvention, con-
sumers will be able to choose those services that fulfill their needs. For some,
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this would mean that services are located closer or are provided by employees
who look like them, while for others this could mean access to a broader array
of offerings. Two approaches have been used to encourage consumer choice
(Salamon, 2002). One is the use of vouchers, such as in child daycare services,
where parents can choose a provider accepting vouchers that best maximizes
whatever values that they see fit: convenience, quality, comprehensiveness, and
so forth. The second is government-supported fees-for-service. The most com-
mon example isMedicaid insurance for poor individuals.Medicaid recipients can
choose a medical provider (that must be willing to accept Medicaid payment),
and the reimbursement for services flows directly from the Medicaid administra-
tor to the provider organization. This type of system required a paradigm shift
for nonprofit service providers, moving from simply receiving clients who came
through the door to actively competing to attract those clients. The funding only
flows to an organization if an individual chooses it, and competitors often are in
the private sector where marketing has been practiced for decades. Nonprofits
needed to focus on identifying potential clients, determine the modality of com-
munication that would best resonate, and then actually attract those clients to
the service.

The Great Recession (2007–2009) has had a profound effect on how Amer-
icans feel about government, and the question of “why” has become prevalent.
Throughout the recession itself, the federal government used spending as a
means to both support economic activity (such as transportation construction)
and deliver services for those most impacted. The American Recovery and
Reinvestment Act (ARRA) of 2009, commonly known as the stimulus bill, was
one of the very first responses from the Obama Administration. While derided by
some as an unorganized mish-mash of government largesse, ARRA did provide
funding for human services that eventually were provided by nonprofit service
producers: vocational rehabilitation for disabled individuals ($540 million), job
training to those who lost jobs to outsourcing ($1.6 billion), commodities for
food banks ($150 million), meals for adult and child daycare ($100 million),
extension of welfare (Temporary Assistance to Needy Families or TANF) pay-
ments to states ($2.4 billion), and temporary support for increased Medicaid
spending ($90 billion) (The Wall Street Journal, 2009). There was a sense that
nonprofit organizations had a special and important role in aiding the truly
disadvantaged, partly because they were the most able to move resources and
services out to communities.

State governments had a different initial experience with the recession.
Because the federal government is able to run a deficit, it is uniquely posi-
tioned to stimulate economic activity in the near term and then consider the
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consequences of that deficit spending in the longer term. States, which must
balance their budgets every year, largely rely on property, income, and sales
taxes. Revenues from all three types of taxes were hard hit by the recession, with
areas where real estate values plummeted being particularly affected. Although
some ARRA money did flow to and through states, the impact of the shortfall of
tax revenues was almost immediate. What this meant for the states’ contractors,
both nonprofit and for-profit, was slow payment for services rendered, slow
enactment of contracts and, ultimately, decreased resources for future contracts.
The Urban Institute, in its national survey of nonprofit human service organi-
zations in 2009, found that 50 percent of nonprofits froze or reduced salaries,
39 percent were forced to draw on reserves, and 38 percent laid off employees
(Boris, de Leon, Roeger, and Nikolova, 2010a, p. 19). The impacts were not
even across states. For example, 72 percent of Illinois nonprofits experienced
late payments, as compared to 24 percent of Texas nonprofits (Boris, de Leon,
Roeger, and Nikolova, 2010b, p. 116). In particular, states that had fewer
economic difficulties (such as those benefiting from the fracking revolution
in oil drilling) were able to better support their contractors. Unfortunately,
this broadly mirrored the strength of the economies in these states, with those
having the worst problems also having the most difficulty in fulfilling their
contract obligations.

The difficulties throughout the funding environment served to highlight
the impact of the reinvention movement on the human services sector in
particular. Boris, de Leon, Roeger, and Nikolova (2010a, p. 9) found that
53 percent of human service nonprofits have cost-reimbursable government
contracts, the most common type of contract. Cost-reimbursable contracts in
practice mean that nonprofits bear the initial cost of providing a service (human,
physical, and financial capital) and then apply for reimbursement. As states
extended the timeline for reimbursement, nonprofit contractors were forced
to bear those medium-term costs. Sixty-eight percent of respondents found
that government payments not fully covering the costs of contracted services
was a problem (Boris, de Leon, Roeger, and Nikolova, 2010a, p. 13). Typically,
nonprofit organizations are able to cross-subsidize the provision of services, with
those services not fully covered by contracts being subsidized by other revenue
streams such as individual donations. As the recession lengthened, contracts
became even harder to support with those other revenues. The complexity of
contracting also was a drain on nonprofit contractors: 76 percent of respondents
felt that the complexity and time required to report on government contracts
was a problem; 76 percent also felt the same about the application process
(Boris, de Leon, Roeger, and Nikolova, 2010a, p. 13).
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Even though the recession officially ended in 2009, its impacts on govern-
ment funding were more long-lasting. For states, this has been particularly pro-
nounced and is acutely felt by many, even in 2016. Given the dependence on
property and income taxes, states with sluggish real estate or labor markets con-
tinue to face the need to cut. Many states have determined that, given many
competing demands, human services are of less importance than education or
criminal justice, and they have decreased their funding for human services. One
type of funding has increased significantly, and that is Medicaid spending in the
thirty-two states that opted to expand their coverage under the Affordable Care
Act. The resulting pass-through money serves to support nonprofit community
health centers and hospitals (and for-profit competitors, too), while in states with-
out expansion these nonprofit health providers often must face the additional
cost of serving those without insurance coverage.

The protracted nature of the economic slump across the country has helped
to bring forward the question of ‘why’: why does government need to be sup-
porting particular services? Dennis Young (2006) developed a three-part way of
categorizing how nonprofits interact with governments: complementary, supple-
mentary, and adversary. Nonprofits act as complements to governments when
they provide those services that government wants provided but either does not
have the means or desire to produce. Governments use contracts and grants to
move service production off of their books in these cases. Medical services for
the poor, mental health care, substance-abuse treatment, and vocational train-
ing are all provided by nonprofits in a complementary manner. Supplementary
services are those that government has decided not to support but communities
might find valuable. In many cases, fine arts, reproductive services for the poor,
and higher education are supplemental and provided by nonprofits. Last is the
category of adversary organizations, those that are expressive in that they exist
to communicate the feelings of citizens to their government. Social-movement
organizations such as Greenpeace are in the adversary mode.

A great debate has occurred over the past five years as to what services cur-
rently provided in a complementary mode should be considered supplemental.
One of the most visible debates has been aroundMedicaid expansion, with many
states struggling with the question of why they must greatly expand medical cov-
erage to poor individuals. The eighteen states that have decided to forego the
expansion in effect are saying this care is supplemental and should be supported
by other revenue sources. When a service such as this is declared supplemental,
it almost always means that any service production will be done by a nonprofit
because of the inherent market failure of trying to provide medical services to
those unable to pay. Likewise, there is a vigorous debate about the place of higher
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education in the government-nonprofit relationship. Some states have decided
to reinvigorate their investment in public (nonprofit) universities, while others
have moved toward a supplementary stance, pushing those universities to either
raise fees-for-service (tuition) or find additional private philanthropic support.
Last, support for nonprofit arts organizations has firmly moved away from a com-
plementary mode, with the National Endowment for the Arts funding in 1995
being $15 million more than in 2015 (even before taking inflation into account)
(National Endowment for the Arts, n.d.).

Proponents of moving services traditionally produced by nonprofits to the
supplementary mode have historically sought to draw on a great strength of the
nonprofit sector: the ability to draw on the generosity of private philanthropy
to support services that ultimately benefit communities. President H. W. Bush
(1989–1993) articulated that there are a “thousand points of light,” voluntary-
and community-based efforts to improve the lives of our own communities. For
almost four-hundred years, we have drawn on a strong American ethic of using
private financial and human capital to build stronger communities. Americans
are undeniably a generous society, but the key question is how generous. Key
nonprofit fields rely extensively on government grants and contracts, and there
is little doubt that private philanthropy would not be able to provide sufficient
financial capital to serve community needs.

The “how” and “why” questions remain important, but I argue that the
important question of the future is “where.” The services that nonprofits
produce, and the labor that volunteers give, are almost entirely place-based. It is
hard to consider outsourcing mental-health counseling or child daycare from
the United States to India (the commute would be atrocious!). While American
for-profit corporations have experimented with outsourcing, the nonprofit
sector is largely connected to communities. For decades, nonprofits have
been selected for government support for the very reason that they are more
connected to the communities that they serve and are able to move resources to
the people who need them. The reinvention movement viewed contractors in
general, and nonprofit contractors more specifically, as those local laboratories
that exude a democratic ideal of being close to and of the neighborhoods they
serve. With the advent of welfare reform in 1996, President Clinton affirmed
that faith-based organizations are uniquely situated to use deep community
connections in addressing some of society’s most intractable problems, and the
commitment of the federal government to support faith-based organizations
has become deeper during the Bush and Obama Administrations. In a different
vein, President Obama has drawn on the excitement for social enterprise
by creating the Office of Social Innovation and Civic Participation, with the
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idea that new, innovative enterprises would be able to quickly scale to address
some of the challenging problems that have dogged communities for decades.
Social enterprise can span from nonprofit to for-profit solutions, yet many
are place-based.

The “where” question is a difficult one. Being fundamentally place-based,
nonprofits are well-positioned to understand their clients. Often, the program
staff also live in the community, with localized knowledge being a treasured com-
modity. At the same time, many community-based nonprofits rely on gut instinct
to think about the “where” question, rather than using data to understand
client needs and location. While the software tools needed to analyze geography
are becoming more intuitive and cheaper (with several open-source options),
nonprofit leaders have not had to traditionally focus on “where.” The previous
generation of stakeholder demands focused on efficiency and effectiveness,
meaning that the limited funding available for capacity development has gone
toward performance measurement. Major corporations enlist entire teams of
geographic information systems (GIS) analysts to determine the best location
for a pharmacy, grocery store, or fast-food outlet because place-based services,
such as selling hamburgers, means that success can be determined by careful
analyses of place. Most nonprofits do not have this capacity; perhaps only the
largest hospital systems and universities have in-house GIS expertise. The federal
and state governments have less funding to support human services and are
beginning to ask where they should be putting these limited dollars. Likewise,
foundations and individual philanthropists are beginning to be savvier about
wanting to know where their money is going.

Place-based initiatives are as old as Jane Addams’ Hull House of the 19th
Century, yet they have reached a new level of importance for public policy and
foundation leaders (Hopkins and Ferris, 2015). At the heart of initiatives such
as the Harlem Children Zone is the confluence of answers to the “how,” “why,”
and “where” questions. How? By creating a small, geographically designed focus
area, they are able to concentrate resources on multifaceted challenges. Why?
Because up to this point, public solutions have failed and there is a market failure
such that private providers will not enter into the market. Where? A section of
Harlem, New York, with an even smaller subset of school-aged children and their
families. Nonprofits can capitalize on bringing together answers to all three of
these questions.

There is a negative side to the “where” question. The American system of
human service and health service delivery for the disadvantaged is largely a
patchwork of nonprofit producers that follow the spatial contours of public
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policy and private philanthropy. States that expanded Medicaid stand to have
stronger systems of nonprofit and for-profit health providers, compared with
those that did not. Communities with wealth are more likely to generate private
philanthropy for human services. For example, many would be surprised to
know that the largest community foundation in the country is located in Tulsa,
Oklahoma, home to a large petroleum industry. Thus, the spatial patterning
of nonprofits is not equal, even taking population density into account (Never,
2014). When we examine the expenditures of human service nonprofits on a
county-by-county basis across the United States (data drawn from the NCCS Core
Files) and consider how each county’s expenditures compare with the national
average it becomes quite apparent that there is a pronounced state-level effect
that largely separates those states in the north-eastern United States from the rest
of the country. Thismirrors the history of the development of the sector, with sup-
port for human services being prevalent in the industrialized north for a century.
States in this region tend to be supportive of Democratic presidential candidates
and policies that comparatively support investment in human services.

In many ways, the American system of human, health, and higher-education
service delivery is privately produced (both nonprofit and for-profit producers)
and to a certain extent publicly financed. It capitalizes on competition to cre-
ate more choice for the most disadvantaged. One could also look at the system as
fragmented and unequal. With publicly produced services—such as street sweep-
ing, education, parks—the question of location can have a fundamental place
in the political discussion about service provision. If one street is plowed and
the next one is not, a city councilperson can count on a complaint. Likewise,
discussions about closing publicly produced services such as schools or health
clinics can be met with loud protest. With third-party delivery, in particular when
working with disadvantaged populations, there is an additional level between the
end-users and the funding body. The result is a chance for clients to lose their
voice in evaluating service producers.

Not all nonprofits are created equally, and not all are equally strong. As the
experience of the Great Recession shows, some nonprofit contractors are better
able to weather the difficult times than others are. Financial health is a signifi-
cant issue. Many scholars have used accounting ratios developed in the private
banking industry to assess the financial health of nonprofits. When using these
assessments, we find there is a strong likelihood for financially sick nonprofits
to be less able to deliver the same quality of services as those that are finan-
cially strong. I have documented an important aspect of this problem in a 2014
study. I mapped the locations of financially distressed human service nonprofits
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(2007–2009) and found a significant relationship between the percent of minor-
ity population in a Census tract and the number of distressed nonprofits (Never,
2013). This leads to several questions: Are we funding those nonprofits located
in minority communities at a level that would be commensurate with a majority
community locality? Does a decentralized system lend itself to an unequal provi-
sion of quality services to minority populations? Should funders be building the
capacity of organizations serving minority communities? These questions have
yet to be addressed by public leaders.

Challenges and Opportunities for the Future

Nonprofit organizations have become deeply and inextricably woven into the fab-
ric of our society. While not always recognized by the general public, nonprofit
organizations represent a cradle-to-grave response to societal problems, moving
from daycare and preschool to youth soccer leagues, colleges and universities,
hospitals and community health centers, substance-abuse treatment, legal aid,
and hospice care. Many visitors to the United States, especially since the travels
and writings of Alexis de Tocqueville, are befuddled by how much we Ameri-
cans rely on the nonprofit sector to perform functions that are performed by
the state elsewhere in the world. To add another level of complexity, we see that,
even thoughmany nonprofits that provide public services are private-sector orga-
nizations, a primary mechanism for supporting their service delivery is public
funding. This hybrid system allows for great variation and innovation, yet many
challenges and opportunities lie ahead for nonprofit organizations in America.

Challenges

A challenge that also is an opportunity is the ongoing debate about the “why”
question: Why should government be involved in education, health, or human
services? Americans have always had a strong commitment to libertarian ideals,
yet the Tea Party Movement (and yes, nonprofit organizations affiliated with the
movement) has captured the attention of millions of Americans. The movement
is predicated on the idea that government should not directly produce most
services and that it should greatly scale back its funding for services produced
by contractors. Nonprofit organizations may stand to lose access to government
funding as this debate progresses to policy decisions, yet societal problems will
not go away and will require the use of experts grounded in the community to
continue to address them. A continued challenge of this type for the sector is
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to illustrate that it offers a means to provide quality services efficiently and
directly to those most in need. The opportunity is that, in many mission
categories, the private sector does not have the expertise or the inclination to
compete against nonprofit organizations.

A second challenge is the fact that public funding increasingly comes with
strings attached. During the recent recession, nonprofits faced the reality that
government contracts often did not fully cover the cost of providing the ser-
vice. While this has always been a reality, with nonprofits able to turn to pri-
vate philanthropy (individual and foundation-based), a focus on accountability
has increased the costs not directly tied to service provision—costs such as cre-
dentialing and licensure, program evaluation and reporting, and the continual
need to search for new revenue streams. These costs are important. At the same
time, there is a pressure from the public-at-large and channeled through char-
ity watchdogs such as Charity Navigator to decrease the share of resources going
to administrative overhead and increase the share going to programming (Lecy
and Searing, 2015). Government grants and contracts have signaled stability and
credibility, but nonprofit leaders will have to determine whether seeking them is
worth these increasing costs.

A final challenge is the increased competition that the sector faces from
for-profit and hybrid social enterprises. In arenas where market failure is preva-
lent, nonprofits were the go-to solution. Increasingly, private-sector organizations
have become key players in domains in which government funding can be used to
make providing services profitable. For example, hospice care is increasingly pro-
vided by for-profit franchises as Medicare covers the service costs at an attractive
rate. But the new challenge comes from social enterprises that may or may not be
nonprofits. For-profit enterprises such as B Corporations, L3Cs, and other LLC
forms have captured the imaginations of many social entrepreneurs and con-
sumers alike. Organizations of these other forms are able to access certain forms
of financial capital in ways that allows them to be more flexible and nimble, as
compared with nonprofits, which are traditionally limited to public contracts and
private philanthropy. It remains to be seen the extent to which these forms will
become prevalent in providing solutions to societal problems, but they will be
part of the discussion for which nonprofits will need an answer.

Opportunities

There are, no doubt, many challenges but, as Salamon (2012) articulates, the
nonprofit sector is a resilient sector. The opportunities spring from the unique
position of nonprofit organizations in our communities and the minds of our
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public leaders. The first opportunity comes from the fact that the American pop-
ulation is rapidly aging. Over 10,000 “Baby Boomers” in the United States are
turning sixty-five every day. As the demographic bubble that the Boomers rep-
resent gets older, they will require more medical services that many times will
be provided by nonprofits. More money will be spent by Medicare and Medi-
caid, leading to stable funding for the health and affiliated service organizations.
Many older adults want to continue to live in their homes as long as possible, lead-
ing to greater needs for home health, Meals on Wheels, recreational programs,
faith activities, and coordination services, all very likely to be provided by the
nonprofit sector. Further, Baby Boomers include a large pool of skilled retirees
who could be valuable volunteers, helping to expand the capacity of the sector
they serve.

The next opportunity is due to the rising Millennial generation that increas-
ingly feels the need to have social impact as a necessary part of any work activity.
Nonprofits and other social enterprises present attractive employment opportu-
nities for Millennials, as well as host sites for substantive volunteer engagement.
This upcoming generation will also begin to rewrite the social contract with gov-
ernment, which may include a greater place for policies that support the most
disadvantaged in society.

The final opportunity is borne out of the shift underway in many states as
the nature of the nonprofit service relationship moves from the complementary
to the supplementary mode. While government may not have the funding or the
will to support services previously considered public, nonprofits remain uniquely
positioned to allow citizens to maximize their preferences. For example, while
federal arts funding has decreased, many metropolitan areas are seeing a boom
in the visual and fine arts. Arts incubators, regional festivals, and small theaters
that draw on private philanthropy not only generate support for arts develop-
ment but ultimately can be key components for creating livable cities. In addition,
nonprofits are able to receive tax-advantaged philanthropy, which is a particular
benefit not available to the other forms of social enterprise.

Conclusion

There is no doubt that the nonprofit sector in the United States is multifaceted
and resilient. It represents the democratic nature of America. If you have an
idea, there are few barriers to you giving it a try. At the same time, one would be
remiss to say that managing a nonprofit organization is simple. While there may
be a low bar to entry, in order to thrive, organizational leaders need to be savvy
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as to the opportunities and constraints that are so essential to the development
of the sector.

Government continues to be the cornerstone for how the sector develops.
Government dictates how the nonprofit legal form exists and, increasingly
importantly, how competing forms of social enterprise are allowed to function.
The continued availability of tax exemption and tax deductibility means that
nonprofit organizations continue to hold important advantages over rival
forms but, at the same time, those tax benefits come at the cost of being
beholden to governmental oversight. Nonprofits also remain in the public’s eye,
with continued criticism for excessive executive salaries and other perceived
signs of excess. Government also continues to be a cornerstone of nonprofit
funding, although this funding has moved toward government-reimbursed
fee-for-service. Last, nonprofit leaders must increasingly question whether work-
ing with government merits the significant costs associated with accountability.
Demands for accountability must be met with a technically proficient workforce
able to systematically measure and report how organizations are impacting
their communities.

The state of the nonprofit sector is in flux, but the place of nonprofit orga-
nizations in American life remains strongly fixed. Nonprofits fit well with the
can-do attitude of the American narrative. America can be considered a gener-
ous society not only because Americans give a lot, but because of the strength
of the sector to which Americans give. Without a vibrant nonprofit sector, giving
would be for naught.

Note

1. All financial statistics reported in this chapter are presented in terms of U.S. dollars,
unless otherwise noted.
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CHAPTER FOUR

THE MANY FACES OF NONPROFIT
ACCOUNTABILITY∗

Alnoor Ebrahim

Calls for greater accountability are not new. Leaders of organizations, be they
nonprofit, business, or government, face a constant stream of demands

from various constituents for accountable behavior. But what does it mean to be
accountable?

At its core, accountability is about trust. By and large, nonprofit leaders tend
to pay attention to accountability once a problem of trust arises—a scandal in the
sector or in their own organization, questions from citizens or donors who want
to know whether their money is being well spent, or pressure from regulators to
demonstrate that they are serving a public purpose and thus merit tax-exempt
status. Amid this clamor for accountability, it is tempting to accept the popular
normative view that more accountability is better. But is it feasible, or even desir-
able, for nonprofit organizations to be accountable to everyone for everything?
The challenge for leadership and management is to prioritize among competing
accountability demands. This involves deciding both to whom and for what they
owe accountability. The purpose of this chapter is to provide an overview of the
current debates on nonprofit accountability while also examining the trade-offs
inherent in a range of accountability mechanisms.

*This chapter is a much expanded and revised version of an entry that was first published in
the International Encyclopedia of Civil Society (Ebrahim, 2010).
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Numerous definitions of accountability have been offered by scholars and
practitioners in the nonprofit and nongovernmental sector. Many describe
accountability in terms of a “process of holding actors responsible for actions”
(Fox and Brown, 1998, p. 12) or as “themeans by which individuals and organiza-
tions report to a recognized authority (or authorities) and are held responsible
for their actions” (Edwards and Hulme, 1996b, p. 967). The literature further
identifies four core components of accountability (EbrahimandWeisband, 2007):

1. Transparency, which involves collecting information andmaking it available and
accessible for public scrutiny

2. Answerability or justification, which requiresprovidingclear reasoning for actions
and decisions, including those not adopted, so that they may reasonably be
questioned

3. Compliance, through the monitoring and evaluation of procedures and out-
comes, combined with transparency in reporting those findings

4. Enforcement or sanctions for shortfalls in compliance, justification, or
transparency

For many observers, it is enforceability that ultimately gives any account-
ability mechanism power or “teeth.” Other observers, however, find such an
approach to be too narrow in its dependence on punitive forms of compliance.
They broaden this perspective by suggesting that accountability is not just about
responding to others but also about “taking responsibility” for oneself (Cornwall,
Lucas, and Pasteur, 2001, p. 3). As such, accountability has both an external
dimension in terms of “an obligation to meet prescribed standards of behavior”
(Chisolm, 1995, p. 141) and an internal one motivated by “felt responsibility”
as expressed through individual action and organizational mission (Fry, 1995).
For example, the One World Trust in the United Kingdom, which assesses
the accountability of large global organizations—multinational corporations,
international NGOs, and intergovernmental agencies—defines accountability as
“the processes through which an organization makes a commitment to respond
to and balance the needs of stakeholders in its decision making processes and
activities, and delivers against this commitment” (Lloyd, Oatham, and Hammer,
2007, p. 11).

At the very least, what the preceding definitions share is an understand-
ing that accountability centers on the relationships among various actors, with
some giving accounts of their behavior and others receiving and judging those
accounts. Most discussions about the concept thus also pose two further ques-
tions: Accountability to whom? And accountability for what?
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Accountability to Whom?

Accountability relationships are complicated by the fact that nonprofits are
expected to be accountable to multiple actors: upward to their funders or
patrons, downward to clients, and internally to themselves and their missions
(Edwards and Hulme, 1996a; Kearns, 1996; Lindenberg and Bryant, 2001;
Najam, 1996). “Upward” accountability usually refers to relationships with
donors, foundations, and governments and is often focused on the use of funds.
Accountability to clients refers primarily to “downward” relationships with
groups receiving services, although it may also include communities or regions
indirectly impacted by nonprofit programs. The third category of accountability
concerns nonprofits themselves. This internal (or horizontal) accountabil-
ity centers on an organization’s responsibility to its mission and staff, which
includes decision makers as well as field-level implementers. Some scholars
have even suggested that there are as many types of accountability as there are
distinct relationships among people and organizations; some characterize this
condition as “multiple accountabilities disorder” (Koppell, 2005; Lerner and
Tetlock, 1999).

At a minimum, to whom one is accountable varies with organization type, be
it a membership organization, a service-delivery nonprofit, or a network engaged
in policy advocacy. Although these three “types” of nonprofits do not capture the
diversity in the sector, they illustrate critical differences:

• Membership organizations are largely oriented toward serving the interests of
their members, and are often run by and for their members (e.g., the Amer-
ican Association of Retired Persons, cooperatives and unions, and clubs and
societies). The mechanisms of accountability available to members include
the exercise of “voice” by voting for the organization’s leaders, “exit” by revok-
ing membership and dues or joining another organization, and “loyalty” by
attempting to reform the organization either by influencing leaders or by run-
ning for a leadership position.1 Because themembers or clients are internal to
the organization, membership organizations combine internal accountability
(to members of the organizations) with downward accountability (to clients,
who are members). In short, there is a structural equality between principals
and agents, and thus a significant potential for the use of exit, voice, and loy-
alty options.

• Service organizations typically provide a range of services to their clients or
beneficiaries, ranging from health and education to housing and rural
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development. Their clients are usually not involved in creating the nonprofit
in the way that members are; they are external actors to the organization and
therefore have less voice in shaping its activities and direction. For many,
the demands of funders or patrons (that is, upward accountability) tend to
be the most formalized, for example, through grant contracts, reporting
requirements, and formal evaluations. This imbalance is reproduced in their
relations with clients, who are often in a “take it or leave it” relationship
with respect to services offered (Uphoff, 1996, p. 25), except in highly
competitive contexts in which clients have multiple service providers from
which to choose. A key accountability challenge lies in increasing “down-
ward” accountability from funders to the nonprofit, and from the nonprofit
to clients.

• Policy advocacy networks display characteristics that are common to member-
ship as well as service organizations, and also characteristics that are unique.
For example, organizations such as the Sierra Club and Amnesty Interna-
tional both have individual members who pay dues and thus have the option
of taking their dues elsewhere should the organization fail to satisfy their
interests. But they are not self-help organizations in the way that cooperatives
are, and most members do not have direct access to organizational deci-
sion making or even to other members (nor do they necessarily desire such
access), despite the fact that they elect board members. They are more like
clients of service organizations. In other words, although their options for exit
(revoking membership dues) are potentially powerful, their actions are likely
to be remote and isolated. On the other hand, some network organizations
attract members by virtue of their policy advocacy work—thereby seeking to
hold policymakers and public officials accountable to the views and values
of their members. The mechanisms of accountability available to them are
advocacy-oriented (voice), including lobbying, litigation, protest, negotiation,
fact-finding, and demanding transparency in the reporting of information
and events. Networks in which the members are organizations, rather than
individuals, involve an additional layer of accountability that depends on
negotiation and coordination among member organizations. Accountability
is collective in the sense that it depends on reliable coordination and pooling
of resources among key players.2

In short, the demands of accountability “to whom” are multifold and can
seldom be reduced to simple terms. Accountability is a relational concept; it
varies according to the relationships among actors, and it also varies across dif-
ferent types of organizations (for example, membership, service, and advocacy
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networks). Furthermore, asymmetric relationships among stakeholders are likely
to result in a skewing toward accountability mechanisms that satisfy the interests
of the most powerful actors. In other words, accountability is also about power,
in that asymmetries in resources become important in influencing who is able to
hold whom to account.

Accountability for What?

Given that nonprofit organizations face demands for accountability from multi-
ple actors, it follows that they are expected to be accountable for different things
by different people. These expectations may be broken down into four broad,
but far from comprehensive, categories: accountability for finances, governance,
performance, and mission (Behn, 2001; Ebrahim, 2009).

Questions about finances have received considerable attention in the wake of
various accounting scandals and crises not only in the nonprofit world but also
in the private sector (for example, the fall of firms such as Enron and WorldCom
in 2001 and 2002, as well as industry-wide failures in mortgage-backed securities
and financial derivatives markets in 2008). Public policy responses, particularly
to firm-level failures, typically call for greater disclosure of financial transactions,
transparency in the use and oversight of funds by executives and trustees,
and protections for whistle-blowers who reveal information about misman-
agement. Accountability in this context is constituted as coercive or punitive,
with an emphasis on disclosure and a reliance on legislative or regulatory
oversight, backed up by threats of sanctions for noncompliance, such as fines,
imprisonment, or loss of tax-exempt status.

The second type of expectation focuses on organizational governance, which,
especially in the United States and United Kingdom, has often centered on the
role of the board of directors. The board is the nexus of standards of care, loy-
alty, and obedience: board members are responsible for seeking and considering
adequate information on which to base decisions (care), for disclosing conflicts
of interest and placing the organization’s interests over personal ones (loyalty),
and for acting within the organization’s mission while also adhering to internal
organizational protocols for decision making (obedience). The board’s fiduciary
responsibilities typically focus on its financial oversight role, about how the orga-
nization raises and spends money, follows donor intent, and whether it is in
compliance with the law. The basic premise is that boards are responsible for
oversight of internal controls and legal compliance, such that failures within an
organization are reflective of failures of guidance and oversight at the board level.
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But boards are increasingly also expected to be accountable for the broader pur-
poses of the organization: for its performance in achieving results, for identifying
an effective strategy, and for focusing on a mission that creates the greatest social
value.3 These functions require muchmore than fiduciary oversight, demanding
that boards play a more “generative” role (Chait, Ryan, and Taylor, 2005), partic-
ularly in the development and maintenance of mission (McFarlan and Epstein,
2009). Chapter Five of this volume focuses more broadly on the design and work
of nonprofit organizations’ governing boards, and Chapter Two includes impor-
tant information about their legal characteristics.

Thus, the third broad stream of accountability demands centers on perfor-
mance, built on the premise that organizations should be held to account for
what they deliver. The purpose of such accountability is to demonstrate “results.”
Performance-based accountability often uses tools such as logic models (called
logical framework analysis in the international development world), in which a
project’s objectives and expected results are identified in a matrix with a list of
indicators used in measuring and verifying progress. This kind of accountabil-
ity relies on a range of technical and professional skills related to performance
measurement, indicator development, evaluation and impact assessment, all of
which converge toward metrics that link goals to outcomes. This type of account-
ability is encouraged by funder reporting requirements that reward clear outputs
and outcomes. Some critical observers have cautioned, however, that an overem-
phasis on measurable outcomes can lead to a push for quick fixes, potentially
conflicting with or even undermining the work of nonprofits engaged in rela-
tionship building and empowerment-related work, and whose efforts may take
time to bear fruit (Benjamin, 2008; Lindenberg and Bryant, 2001, p. 214). They
stress a need to examine long-term effectiveness and less easily measurable goals
related to political and social change.

This leads to a fourth and more emergent type of accountability that focuses
on the very core of nonprofit activity: organizational mission. If nonprofits exist
for purposes of public good, why not ask them to demonstrate progress toward
achieving that mission? One might describe this as a mission-centered variant
of performance-based accountability, which it extends in two respects. First, it
embraces a long-term view of performance measurement by emphasizing itera-
tion and learning—on the basis that nonprofit managers are unlikely to know
how best to achieve their goals and what to measure along the way, but repeated
trials and critical scrutiny can lead to new insights and convergence. This sug-
gests there are no panaceas to social problems, but instead that social problem
solving requires an ability to cope with uncertainty and changing circumstances.
It also indicates a critical role for nonprofit boards in internalizing the mission,
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regularly monitoring performance against it, and periodically reviewing it
in light of changing external conditions (McFarlan and Epstein, 2009). And
second, organizational goals and strategies are themselves subject to adaptation,
as managers learn more about the social problems that they are trying to
understand and solve. A central managerial challenge becomes putting in place
processes that can engender systematic critical reflection and adaptation while
remaining focused on solving social problems (Ebrahim, 2005).

These four “whats” of accountability—for finances, governance, perfor-
mance, and mission—are not mutually exclusive but are instead integrative.
For example, boards have not only fiduciary responsibility but also serve the
mission and oversee performance. Donors consider mission in selecting which
organizations to fund, and many provide considerable flexibility with respect to
performance assessment. And chief executives are expected to work with boards
and staff to align mission, strategy, and performance.

Accountability How?

If nonprofits are expected to be accountable to multiple actors (accountability
to whom) and for multiple purposes (accountability for what), what then are the
mechanisms of accountability actually available to them (accountability how)?
And how can we compare these mechanisms?

The following discussion explores five broad (but far from comprehensive)
types of accountability mechanisms used by nonprofits in practice: reports
and disclosure statements, evaluations and performance assessments, industry
self-regulation, participation, and adaptive learning (Ebrahim, 2003). The
comparative strengths and weaknesses of each of these mechanisms are also
further analyzed. This discussion does not examine challenges of democratic
accountability, in which nonprofits may claim to represent the views of a specific
community; this would require a separate discussion on representation.

In beginning, it may be helpful to differentiate between those mechanisms
that are “tools” and those that are “processes.” In basic terms, accountability
tools refer to discrete devices or techniques used to achieve accountability. They
are often applied over a limited period of time, can be tangibly documented, and
can be repeated. For example, financial reports and disclosures are tools that
are applied and repeated quarterly or annually and are documented as financial
statements, ledgers, or reports. Performance evaluations are also often carried
out at specific points in time, usually at the end of a specific project, and result
in an evaluation report. However, process mechanisms such as participation
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and adaptive learning are generally more broad and multifaceted than tools,
while also being less tangible and time-bound, although each may use a set
of tools for achieving accountability. Process mechanisms thus emphasize a
course of action rather than a distinct end product, in which the means are
important in and of themselves. These distinctions are discussed in greater
detail below.

Disclosure Statements and Reports

Disclosure statements and reports are among the most widely used tools of
accountability and are frequently required by federal or state laws in many
countries. These include, for example, application requirements for tax
exemption under section 501(c)(3) of the Internal Revenue Code, and annual
filings of the Form 990 which requests disclosures on finances, organizational
structure, and programs. Furthermore, state law provisions also often include
registration and reporting statutes that involve annual financial reporting
(Fremont-Smith, 2004).

On the one hand, such legal disclosures enable some degree of accountabil-
ity to donors, clients, and members who wish to access these reports, and also
serve as means for nonprofit boards to fulfill their fiduciary responsibilities. On
the other hand, donors and clients of a nonprofit organization in the United
States generally have very limited legal standing to challenge an organization
for falling short of legal requirements, with primary responsibility falling on the
attorney general as the representative of society at large or on the Internal Rev-
enue Service for matters of tax exemption. At the same time, legal requirements
can also be abused by governments to keep tabs on organizations that challenge
them, as has been documented in many parts of the world (International
Center for Not-for-Profit Law (ICNL), 2006). These problems have become
more pronounced in a post 9/11 context, where nonprofit activities are subject
to greater scrutiny by their governments, funders are being asked to prove
that their moneys are not being channeled to activities of concern to state
security, and some subsectors, such as Muslim charities, suffer “from a loss of
the presumption of innocence” (Jordan and Van Tuijl, 2006, p. 8). Apart from
legally mandated reports, donors require regular reports from organizations
that they fund. The nature of these reports varies considerably among funders
and projects, and it is not uncommon for nonprofit staff to complain about
multiple reporting requirements.

Such reports and legal disclosures are significant tools of accountability
in that they make available (either to the public or to oversight bodies) basic
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data on nonprofit operations. Their distinct and tangible nature makes them
easily accessible. Yet the bulk of this reporting emphasizes upward reporting
of financial data, with only limited indication of the quality of nonprofit work
and almost no attention to downward accountability to stakeholders. These
are external approaches to accountability, enforced through punitive threats
such as the loss of nonprofit status or revocation of funds. Although no doubt
important as deterrents, these external approaches have limited potential for
encouraging organizations and individuals to take internal responsibility for
shaping their organizational mission, values, and performance or for promoting
ethical behavior.

Evaluation and Performance Assessment

Another widely used set of tools for facilitating accountability includes various
kinds of evaluation, including performance and impact assessments. Funders
commonly conduct external evaluations of nonprofit work near the end of a
grant or program phase, and are increasingly employing mid-term assessments
as well. Such evaluations typically aim to assess whether and to what extent
program goals and objectives have been achieved, and they can be pivotal to
future funding. These appraisals may focus on short-term results (activities or
outputs, such as training programs offered or jobs secured) or medium- and
long-term results (outcomes and impacts, such as sustained improvements in
client income, health, natural resource base, and so forth). Internal evaluations
are also common, in which nonprofit staff gauge their own progress, either
toward the objectives of externally funded programs or toward internal goals
and missions.

As a means of accountability, evaluations often run into conflicts among
nonprofits and funders over whether they should be assessing activities, pro-
cesses, outputs, or outcomes and impacts (accountability for what). As donors
increasingly demand information about long-term outcomes and impacts, many
nonprofit leaders have expressed concern about the difficulty, reliability, and
expense of such measurement, particularly in accounting for causal factors
well beyond their control. Randomized control trials, regarded by some as a
gold standard for evaluation, are costly to conduct and are feasible only when
cause-effect relationships are sufficiently linear and testable (Center for Global
Development, 2006; Jones, Jones, Steer, and Datta, 2009; Rogers, 2009; White,
2009). Moreover, the question of what should be evaluated may vary according
to different stakeholders (accountability to whom). When an organization’s
work is fairly straightforward to measure (for example, a nonprofit that aims to
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serve meals to the poor), and performance criteria are likely to be shared across
different stakeholder groups, a simple logic model can be helpful in clarifying
results. However, when performance criteria vary among stakeholders, such as
in empowerment and rights-based work or policy advocacy, nonprofit leaders
face the challenge of prioritizing and coordinating among multiple interests
and constituents.

Control over evaluations thus remains a central tension between nonprofits
and their stakeholders, and particularly with funders whomustmake decisions on
allocating or cutting funding. Some scholars have shown that funders can come
to somewhat different conclusions about the same set of nonprofits as a result of
how they frame their evaluations (Tassie, Murray, and Cutt, 1998, p. 63). A related
concern raised by small nonprofits is that their limited staff and resources are
stretched too thin by evaluation and reporting requests of funders, and that
nonprofit size and capacity should be key factors in determining the scale of an
appraisal. These concerns notwithstanding, the strength of evaluation as a mech-
anism of accountability lies in its explicit attention to results (whether those be
outputs or outcomes) and the impetus it provides to nonprofits for collecting
some form of performance data.

Self-Regulation

Nonprofits have also increasingly turned to industry-wide accountability stan-
dards. The term self-regulation, as used here, refers specifically to efforts by
nonprofit networks to develop standards or codes of behavior and performance.
These standards have emerged partly as an effort to redeem the image of the
sector (as a result of public scandals or exaggerated claims of performance)
while establishing norms around quality, and in some instances to forestall
potentially restrictive government regulation.

Standards and their certification are most ubiquitous and longstanding
in the education and health care sectors, where there is a mix of government
oversight and industry self-regulation, and a combination of public, private,
and nonprofit players. In education, for example, certification of teachers
and educational facilities is common but not always required. Moreover, the
entire higher education industry is organized around programs that must be
accredited in order to grant degrees (in business, law, medicine, education,
public administration, public health, accounting, city planning, and social work,
to name just a handful). Similarly, the health care field relies on certification
and licensing of its professionals (doctors, nurses, administrators, technicians,
and others) and also offers certification of facilities and services.
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More broadly, the past two decades have seen the emergence of an array
of voluntary codes of conduct and third-party certification standards across
nonprofit industries—intended to send signals of good housekeeping to
the outside world. Hundreds of national and international codes have been
documented globally. For example, the Independent Sector in the United
States, and Bond in the United Kingdom (formerly British Overseas NGOs for
Development), together list over a hundred standards and codes promoted by
charity watchdogs, nonprofit and NGO associations, foundations, individual
organizations, and governments.4 Some standards systems are inclusive in
nature, seeking to improve governance across a spectrum of nonprofits, and
are typically sponsored by umbrella associations. Others are exclusive in nature,
seeking to screen organizations and professions through a certification process
(Gugerty and Prakash, 2010).

In the United States, a widely cited set of standards was developed in 1993
by InterAction, a membership association of U.S. private voluntary organizations
active in international development. The 1990s also saw the rise of state-level non-
profit associations adopting and promoting codes and certification standards; the
most heavily promoted was the “Standards of Excellence” developed by theMary-
land Association of Nonprofit Organizations (MANO). Most of these standards
lay out, in considerable detail, requirements concerning governance, organiza-
tional integrity, finances, public communication and disclosure, management
and hiring practices, and public policy involvement. For instance, governance
standards typically require organizations to have an independent board of direc-
tors and even specify some of the tasks of the board and minimum frequency of
meetings. Integrity standards emphasize truthfulness in conduct and require that
each organization develop a written standard of conduct (including conflict of
interest) for its directors, employees, and volunteers. InterAction’s code further
provides guidelines and requirements for promoting gender equity, diversity, and
people with disabilities. These standards have had impacts beyond the United
States. For example, a code of ethics used by the Canadian Council for Interna-
tional Co-operation contains content very similar to InterAction’s code. Although
implementation of these standards is often based on self-certification (as for
InterAction), some organizations require external or third-party certification (as
for MANO).

Whether and how the adoption of such self-regulation actually improves
nonprofit accountability remains to be empirically tested. At the very least,
their value is symbolic, sending signals about sector identity and values to an
increasingly skeptical public. Even then, self-regulatory efforts face at least two
challenges. First, as the number of such standards has grown, it has become
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difficult for donors and citizens to compare them. Their power as seals of
good housekeeping may thus rely on two, distinct pathways—either more clear
differentiation among codes or a consolidation among them. Second, although
most self-regulatory efforts have focused internally on the governance and
operations of their members (accountability for what), few have been explicit
about accountability to key constituents (accountability to whom). A notable
exception is the Humanitarian Accountability Partnership, established in 2003,
which specifically prioritizes accountability to its intended beneficiaries (disaster
survivors), and which requires all participating organizations to articulate an
explicit “accountability framework.”5

Participation

As an accountability mechanism, participation is quite distinct from disclosure
reports and evaluations because it is a process rather than a tool, and it is thus
part of ongoing routines in an organization. In examining participation, it is
helpful to distinguish between four levels or kinds of participation common to
nonprofit and public activities (Arnstein, 1969; Gardner and Lewis, 1996). At
one level, participation refers to information about a planned intervention being
made available to the public, and it can include public meetings or hearings, sur-
veys, or a formal dialogue on project options. In this form, participation involves
consultation with community leaders and members, but decision-making power
remains with the project planners. A second level of participation includes public
involvement in actual project-related activities, and it may be in the form of com-
munity contribution toward labor and funds for project implementation, and
possibly in the maintenance of services or facilities. At a third level, citizens are
able to negotiate and bargain over decisions with nonprofits or state agencies,
or even hold veto power over decisions. At this level, citizens are able to exercise
greater control over local resources and development activities. And finally, at a
fourth tier of participation, are people’s own initiatives that occur independently
of nonprofit- and state-sponsored projects. Examples of this kind of participation
include social movements such as the environmental and women’s movements.

The first two forms of participation are commonly espoused by state agen-
cies, donors, and nonprofits and are based on an assumption that social problems
such as poverty can be eliminated by increasing local access to resources and ser-
vices. At both of these levels, little decision-making authority is vested in commu-
nities or clients, and actual project objectives are determined by nonprofits and
funders long before any participation occurs. This sort of participation has been
criticized by some observers as being a feel-good exercise in which “the sham
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of participation translates into the sham of accountability” because “[u]nlike
donors, [communities] cannot withdraw their funding; unlike governments, they
cannot impose conditionalities” (Najam, 1996, pp. 346–347). The act of partic-
ipation or the exercise of “voice” and “exit” is largely symbolic in such settings.
The primary argument is that without some mechanism for addressing unequal
power relations, participation appears unlikely to lead to downward accountabil-
ity (Cooke and Kothari, 2001).

There have been a number of innovations in this area since the year 2000,
especially in combining participation with evaluation to involve communities
in evaluating nonprofits, or nonprofits in evaluating funders. For example, the
Grantee Perception Reports, developed by the Center for Effective Philanthropy
in the United States, seek anonymous feedback from nonprofit grantees about
their relationships with funders (Center for Effective Philanthropy, 2004).
Similarly, a Comparative Constituency Feedback tool developed by Keystone
Accountability in the United Kingdom aims to give nonprofits or funders data
on how their constituents view and evaluate their relationships and interventions
(Bonbright, Campbell, and Nguyen, 2009). There have also been innovations
in participatory budgeting, pioneered by citizens in municipalities in Brazil,
and social audits and public hearings in which citizens assess the work of NGOs
and governments (Malena, Forster, and Singh, 2004). Each of these approaches
combine tools of evaluation and performance assessment with processes of
participation to enhance downward accountability.

Adaptive Learning

Another process mechanism is adaptive learning, in which nonprofits create
regular opportunities for critical reflection and analysis in order to make
progress toward achieving their missions. Building such learning into an
organization requires at least three sets of building blocks: a supportive learning
environment, where staff are given time for reflection and the psychological
safety to discuss mistakes or express disagreement; concrete learning processes and
practices that enable experimentation, analysis, capacity building, and forums
for sharing information; and supportive leadership that reinforces learning by
encouraging dialogue and debate and by providing resources for reflection
(Garvin, Edmondson, and Gino, 2008). Learning, as such, seeks to “improv[e]
actions through better knowledge and understanding” (Fiol and Lyles, 1985,
p. 803) or, in more technical terms, to “encod[e] inferences from history into
routines that guide behavior” (Levitt and March, 1988, p. 320).
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As an accountability mechanism, adaptive learning focuses internally on
organizational mission rather than externally on accountability to funders,
although it may also enhance the latter. It also offers a way for nonprofit leaders
to address a common myopia—the focus on immediate short-term demands at
the expense of longer-term and more sustained results. The central managerial
challenge becomes putting in place processes that can engender systematic
critical reflection and remain focused on achieving the mission.

This is easier said than done. Evaluations or performance assessments that
reward success while punishing failure (for example, through revocation of funds
or additional conditions on funding) seem unlikely to engender learning since
they encourage nonprofits to exaggerate successes while discouraging them from
revealing and closely scrutinizing their mistakes. At the same time, onerous data
requirements can lead nonprofits to develop monitoring and evaluation systems
that, although satisfying donor needs for information, are of limited value for
internal learning and decision making.

Despite these impediments, a number of global nonprofit organizations
have been experimenting over the past decade with building learning into their
work. This has been especially true of multisite organizations seeking to share
knowledge across teams in dozens of countries. For example, ActionAid Interna-
tional revamped its entire planning and reporting processes in 2000, launching
a new Accountability, Learning, and Planning System (ALPS). Its aim was to
reduce unnecessary internal bureaucracy, while reshaping the expert-driven
task of measurement and reporting into a more critical and reflective process
(ActionAid International, 2006, p. 4; David and Mancini, 2004). Many other
international nonprofits, such as CARE and Oxfam, have undertaken their own
experiments to find practical and useful approaches to measurement, reporting,
and learning. At the same time, there has been a burst in the development
of participatory tools for evaluation and learning such as outcome mapping,
constituency feedback, and most significant change techniques (Bonbright,
Campbell, and Nguyen, 2009; Davies and Dart, 2005; Earl, Carden, and Smutylo,
2001; Khagram, Thomas, Lucero, and Mathes, 2009).

Discussion and Implications

Key characteristics of the accountability mechanisms discussed in this chapter
are summarized in Table 4.1. The first column lists each of the five mechanisms
and distinguishes among those that are tools and those that are processes.
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The second and third columns respond to the questions of “accountability to
whom” and “accountability for what”? For example, disclosure statements and
reports are currently used primarily for upward accountability from nonprofits
to donors, and tend to focus on reporting about annual or quarterly perfor-
mance and finances. Similarly, tools of evaluation and performance assessment
are also mostly targeted toward satisfying funder demands for assessing perfor-
mance, although they have a tremendous, underutilized potential for downward
accountability—by making nonprofits more accountable to communities and by
making funders more accountable to nonprofits. Although funders frequently
require nonprofits to seek community input in evaluating projects, they rarely
seek nonprofit input in evaluating themselves. Similarly, participation, which
is primarily conceived by nonprofits as a tool of downward accountability to
communities, has received only scant attention as a tool for increasing the
responsiveness of funders to nonprofits. Self-regulation, often driven by a crisis
of confidence in the sector, is seen as enabling accountability within the sector
and also to donors who seek a seal of good housekeeping. And it is only adaptive
learning processes that tend to focus on accountability to organizational mission,
although related mechanisms such as performance assessment also have the
potential to do so.

There are several broad implications to these observations. First, although
traditional approaches to improving accountability, such as increased oversight
through reporting and disclosure requirements, enable a degree of upward
accountability, they are of limited use for enhancing downward accountability. A
more balanced approach thus requires a greater role for nonprofits in evaluating
funders and for clients in evaluating nonprofits. The emergence of feedback
tools such as grantee perception reports and constituency voice suggest that it
is possible to find low-risk ways for nonprofits to express their views on funders.
These efforts notwithstanding, the key point is that downward accountability
mechanisms remain comparatively underdeveloped.

A second implication is that improving accountability within nonprofits
themselves also needs attention to a range of mechanisms. The fourth column
in Table 4.1 focuses on the inducements or drivers behind each accountability
mechanism. In many cases the inducements are external, such as legal require-
ments for annual reports (for example, for retaining nonprofit tax status) or
requests by donors for quarterly progress data, backed up by sanctions for
noncompliance (such as loss of funding). External inducements can also be
more subtle, such as the erosion of public confidence in nonprofits as a result of
scandals or exaggerated claims of achievement.
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The key point here is that although externally driven mechanisms matter,
the legitimacy and reputation of the social sector needs to be buttressed by inter-
nally driven mechanisms. To be sure, internal inducements exist and are often
driven by core values, for example, about participation and democratic practice.
But for a sector that views itself as largely mission-driven, there is an urgent need
for nonprofit leaders to take performance assessment seriously in order to jus-
tify activities with substantiated evidence rather than with anecdote or rhetoric.
Funders and regulators also bear responsibility in this regard. Funders that want
nonprofits to measure impacts, but at the same time are unwilling to fund man-
agement capacity building and overhead costs for performance measurement,
end up undermining both the nonprofits and themselves.

The third implication concerns the primary type of organizational response
that a mechanism generates—whether it is compliance-driven or strategy-driven
(see last column in Table 4.1). Compliance-driven accountability is a reactive
response to concerns about public trust. It is about doing what one has to do,
such as complying with the law, disclosing whatever information is necessary in
order to account for resource use, and taking fiduciary responsibility seriously
in order to prevent fraud or malfeasance. Under this approach, nonprofit
leaders share information about their performance or operations largely
because funders or regulators demand it. Strategy-driven accountability, on the
other hand, is a proactive approach to addressing concerns about public trust
(Brown, Moore, and Honan, 2004; Jordan, 2007). It is focused on improving
performance and achieving mission. Under this approach, nonprofit leaders
seek and share information that can help them achieve their long-term goals.

The most common mechanisms of accountability, such as disclosure
statements, reports, and project evaluations, mainly serve a compliance pur-
pose because they tend to focus on accounting for funds and reporting their
short-term results (often within specified budget cycles). The complex nature
of nonprofit work suggests, however, that attention to more strategic processes
of accountability are necessary for lasting social and political change. While
reporting requirements that are biased in favor of easily measurable assessments
of progress might be sufficient for funding and regulatory purposes, they
undervalue adaptive assessments that are essential for understanding how a
nonprofit might improve its work. A strategy-driven accountability requires
building internal capacity in nonprofits for adaptive learning.

Self-regulation may also be seen as a strategic response in the sense that it is
targeted toward change at a sector-wide level, not only by raising the standards
for an industry, but also by forming umbrella organizations that can engage in
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national-level policy debates. But self-regulation also runs the risk of becoming a
compliance response if the adopted standards are weak, pro forma, and do not
actually improve behavior.

Conclusions

In the end, accountability is both about being held to account by external actors
and standards and about taking internal responsibility for actions. An integrated
perspective suggests that nonprofit leaders facemultiple, and sometimes compet-
ing, accountability demands: from numerous actors (upward, downward, inter-
nal), for varying purposes (finances, governance, performance, mission), and
requiring various levels of organizational response (compliance and strategic).

The current emphasis among nonprofits and funders on the upward and
compliance dimensions of accountability is problematic, as it skews organiza-
tional attention toward the interests of those who control critical resources. In
such cases, patrons hold powers of punishment and can revoke funds, impose
conditionalities, or even tarnish nonprofit reputations. The predominant
emphasis on compliance-driven accountability tends to reward nonprofits
for short-term responses with quick and tangible impacts, while neglecting
longer-term strategic responses or riskier innovations that can address more
systemic issues of social and political change.

Yet it is inescapable that nonprofits will continue to face multiple and com-
peting accountability demands. After all, funders have a right to demand account-
ability for their resources, and many are increasingly attentive to the concerns
and interests of nonprofits they support. The critical challenge for nonprofit
leaders lies in finding a balance between upward accountability to their patrons
while remaining true to their missions. At the same time, few nonprofits have
paid serious attention to how they might be more accountable to the communi-
ties they seek to serve. The above review of accountability offers four key insights
for practice:

• Nonprofit leaders must be deliberate in prioritizing among accountabilities.
They cannot be accountable to everyone for everything. But it is a fact of
life in the social sector that they will continue to be pulled in all directions.
Rather than aiming simply to comply with the demands of the most powerful
actors, nonprofit leaders need to focus their attention on accountabilities that
really matter.
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• Nonprofits are expected to be accountable for multiple purposes: finances,
governance, performance, and mission. These expectations cannot be
handled separately, but require integration and alignment throughout the
organization.

• There are many mechanisms of accountability available to nonprofits—
including, for example, better information disclosure, evaluation and
performance assessment, industry codes and standards, participation, and
adaptive learning (to name just a few). Nonprofit leaders must adapt any such
mechanisms to suit their organization—whether it is a membership-based
organization, a service-delivery nonprofit, or an advocacy network (among
others).

• The broader conclusion is that accountability is not simply about compliance
with laws or industry standards but is, more deeply, connected to organiza-
tional purpose and public trust. Nonprofit leaders might thus pay greater
attention to strategy-driven forms of accountability that can help them achieve
their missions. New innovations are unlikely to lie in oversight and punish-
ment, but in creative forms of adaptation and learning in order to solve press-
ing societal problems.

Notes

1. These options of exit, voice, or loyalty draw from Hirschman (1970).
2. Nonprofit organizations engaged in policy advocacy face an additional account-

ability challenge increasingly leveled by their critics: “Whom do you represent?
Who elected you?” This challenge is less of a problem for organizations that are
membership based, and who can thus claim to be accountable to their members for
their lobbying and advocacy activities. Nonmembership organizations, however,
tend to claim authorization on the grounds of what, rather than whom, they
represent—such as a set of values, a social purpose or mission, expertise and
experience in an issue area such as health or education, or a particular set of
interests such as those of marginalized or unorganized groups (Peruzzotti, 2006,
pp. 52–53).

3. The author is grateful to Herman “Dutch” Leonard for this insight, which
underpins a “Governing for Nonprofit Excellence” executive education program
at Harvard Business School chaired by Professor Leonard.

4. See www.independentsector.org/issues/accountability/standards2.html and www
.bond.org.uk/pages/quality-standards-codes-and-inititatives-2.html (both accessed
November 11, 2009).

5. For examples of codes, see InterAction (www.gdrc.org/ngo/pvo-stand.html),Mary-
land Association for Nonprofits (www.marylandnonprofits.org/html/standards/
index.asp), the Philippine Council for NGO Certification (www.pcnc.com.ph), the

http://www.independentsector.org/issues/accountability/standards2.html
http://www.bond.org.uk/pages/quality-standards-codes-and-inititatives-2.html
http://www.gdrc.org/ngo/pvo-stand.html
http://www.marylandnonprofits.org/html/standards/index.asp
http://www.marylandnonprofits.org/html/standards/index.asp
http://www.pcnc.com.ph
http://www.gdrc.org/ngo/pvo-stand.html
http://www.pcnc.com.ph
http://www.bond.org.uk/pages/quality-standards-codes-and-inititatives-2.html
http://www.bond.org.uk/pages/quality-standards-codes-and-inititatives-2.html
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International NGO Accountability Charter (www.ingoaccountabilitycharter.org),
and the Humanitarian Accountability Partnership (www.hapinternational.org/
standards.aspx); accessed November 24, 2009.
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PART TWO

LEADING AND GOVERNING
NONPROFIT ORGANIZATIONS

Governance and leadership are two of the most important areas in which
nonprofit organizations differ significantly from businesses and govern-

ment agencies, and this part of the Handbook examines the various ways that
leadership and strategic direction are provided to nonprofit organizations. In
most nations of the world, governing boards (boards of directors or boards
of trustees) of nonprofit organizations are legally accountable for leadership,
governance, and oversight of the affairs of the nonprofit organization, and they
are expected to provide effective leadership in establishing and developing
their organizations’ missions, visions, values, and strategic directions. No less
central in providing organizational leadership are those who serve as chief
executives of nonprofit organizations. They work with their governing boards to
provide leadership, develop strategic direction, and manage the operations of
their organizations.

The six chapters in Part Two of this volume collectively examine the lead-
ership roles that boards, their members, and chief executives are expected to
serve in nonprofit organizations, explore the challenges that sometimes hinder
boards or executives from implementing their prescribed and expected roles,
and discuss various strategies and techniques that have proved useful in enhanc-
ing the effectiveness of both boards and executives. The first chapter in this part,

The Jossey-Bass Handbook of Nonprofit Leadership and Management, David O. Renz and Robert D.
Herman
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Chapter Five, explains the work of governing boards and draws on the growing
body of knowledge that we have developed from research and practice to explain
how boards and their members can execute their roles effectively. In Chapter Six,
Robert D. Herman examines the many dimensions of the work of chief execu-
tives and discusses what it takes for executives to succeed, including their pivotal
role in helping their governing boards perform effectively. In Chapter Seven,
Thomas H. Jeavons discusses the work of executives and managers, with particu-
lar attention to creating and sustaining organizational cultures and practices that
articulate and uphold high ethical standards.

Leading and managing strategically is essential to nonprofit success, and
one of the key leadership tasks facing boards and top executives is that of
organizing and managing the work of the organization to ensure it achieves
its mission. In Chapter Eight, William A. Brown presents a broad and strategic
overview of the work of strategic management and the key elements that
compose it. Chapter Nine by John M. Bryson builds on these concepts with a
very complete and thoughtful explanation of the work of executives and boards
in developing organizational strategy, including a comprehensive model of the
processes by which this might best be accomplished. Robert D. Herman and
I, in Chapter Ten, offer a general perspective and set of insights that we have
developed from the research on the elusive concept of nonprofit organizational
effectiveness, how it is related to leadership and management, and discuss its
implications for organization and management practice. Each of these chapters
offers important insights into the processes, dynamics, and practices that have an
impact on the degree to which nonprofit organizations are effectively governed
and led.
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CHAPTER FIVE

LEADERSHIP, GOVERNANCE,
AND THE WORK OF THE BOARD

David O. Renz

Every incorporated nonprofit organization, in the United States and in most
other nations of the world, is legally required to have a governing body.

Typically labeled a “board of directors” or “board of trustees,” this governing
board is the group of people entrusted with and accountable for the leadership
and governance of the nonprofit corporation. It is the board that has the ultimate
authority and responsibility for the performance of a nonprofit organization and,
even when the organization employs people in executive and staff roles, it is the
board that ultimately is accountable to the community, to the state, and to clients
and beneficiaries.

Since the mid-1990s, governing boards increasingly have become a focus
of attention and interest as a growing body of evidence affirms that effective
board performance is integral to nonprofit organization performance and suc-
cess. Boards are charged with leading as well as overseeing the work of nonprofits
in the increasingly dynamic and complex environment of nonprofit and civil soci-
ety work, and the challenge of doing this well under such conditions has led to
greater interest in the work of boards, how they are organized, and how they can
and should contribute to the success and effectiveness of the organizations they
govern, lead, and serve.

When we consider most of what nonprofit leaders know about boards and
nonprofit governance, we find they rely to a surprising degree on conventional

127
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wisdom, anecdotes, horror stories, and the ad hoc impressions and prescriptions
of various board consultants and authors. However, as the research on nonprofit
governance and boards has grown since the mid-1990s, important and useful
insights for leaders have emerged as scholars and practitioners from a growing
range of disciplines and fields have examined boards and the ways that they are
organized, the practices they employ, and the impact they have on nonprofit
performance (Renz and Andersson, 2013). Nonetheless, as Ostrower and Stone
observe in their 2006 report on the research literature on nonprofit boards
and governance, “major gaps in our theoretical and empirical knowledge about
boards continue to exist” (p. 612). They explain this is partly because “boards
are complex entities that defy sweeping generalizations,” and partly due to the
fact that there is an incredible degree of heterogeneity in the range of settings
in which boards work. In particular, it is important to acknowledge that we
have much less research experience with boards and the work of governance in
smaller, community-based nonprofits (Ostrower and Stone, 2006). It can be very
difficult to know just what guidance should apply to any one particular board,
given this exceptional diversity. Nonetheless, there is an important and growing
body of knowledge and information that informs the design and practice of
nonprofit governance and the work of boards. That is the focus of this chapter.

I discuss nonprofit boards and governance from three perspectives in this
chapter. First, and as a foundation, I introduce governance and discuss the
legal duties and fiduciary responsibilities that are the distinct province of a
nonprofit board.1 Second, I discuss the typical duties and responsibilities of
governing boards and those who serve as members of boards, and describe some
of the recent changes in expectations for board service. Finally, I discuss some of
the key concerns that have been voiced regarding board performance and offer
a general framework for thinking about how to build board capacity. In the
context of this framework, I highlight some of the important findings of recent
research on board performance and discuss strategies for enhancing board
effectiveness.

The Legal Dimensions of Board Work

The board of directors is the primary group of people entrusted with and
accountable for the leadership and governance of the nonprofit corporation.
Nonprofit corporations are entities authorized by a state to be formed for the
purpose of engaging in some form of public service, or for providing benefits
or services to a group of members, and state laws generally require that each
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such corporation has a governing body that oversees the work and ultimately
is legally accountable. Acting as a collective, this governing body has both
the authority and the accountability for the work of the organization (that
is, corporation). It is common for many boards to hire staff to do the actual
work of the organization, often with support from volunteers. Nonetheless, it
is the governing board that ultimately is accountable for all acts undertaken
in the name of the nonprofit corporation (including by staff and volunteers),
whether or not those acts are formally approved by or implemented by the board
itself. This accountability exists regardless of the size or nature of the nonprofit
organization (and regardless of whether the organization employs staff.)

From a legal perspective,2 a nonprofit board and its members have three
fundamental duties:

• Duty of Care, which requires that the board take the care and exercise the
judgment that any reasonable and prudent person would exhibit under
similar circumstances in the process of making informed decisions. This
includes acting in good faith consistent with what you as a member of
the board truly believe is in the best interest of the organization. The law
recognizes and accepts that board members may not always be correct or
make the best decisions, but it holds them accountable for being attentive,
diligent, and thoughtful and prudent in considering and acting on a policy,
course of action, or other decision. Active preparation for and participation
in board meetings where important decisions are to be made is an integral
element of the duty of care.

• Duty of Loyalty, which calls upon the board and its members to consider and
act in good faith to advance the best interests of the organization. In other
words, board members will not authorize or engage in transactions except
those by which the best possible outcomes or terms for the organization can
be achieved. This standard constrains a board member from participating in
board discussions and decisions when they as an individual have a conflict of
interest (that is, their personal interests conflict with organizational interests,
or they serve multiple organizations whose interests conflict).

• Duty of Obedience, which requires obedience to the organization’s mission,
bylaws, and policies, as well as honoring the terms and conditions of other
standards of appropriate behavior such as laws, rules, and regulations.

Boards and their members are obligated to honor these standards
with regard to all decisions and actions of the board, and those who do
not may be subject to civil and even criminal sanctions (including, in the
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United States, sanctions imposed by the federal Internal Revenue Service in
cases of inappropriate personal benefit).

There has been a significant increase in the attention paid to clarifying
and enforcing the legal responsibilities of nonprofit boards and their members
since the mid-1990s. National, state and provincial authorities all have placed
increased emphasis on the need for nonprofit boards to be actively accountable
for the quality of their governance and oversight of their organizations, and a
number of governments have adopted legislation intended to increase nonprofit
board performance and accountability (for example, the State of California’s
2009 revisions to its nonprofit laws; the New York Nonprofit Revitalization Act
of 2013; the 2011 Canada Not-for-Profit Corporations Act). Many also have
provided formal policy “guidance” and direction intended to spur increased
self-regulation (for example, U.S. Internal Revenue Service, n.d.; The Panel on
the Nonprofit Sector, 2005). The increasingly competitive and demanding envi-
ronment of nonprofits, including increased competition between nonprofits and
for-profit businesses, is likely to lead to calls for even more legal accountability
in the future.

It is worth noting that there are many others who want boards to improve
their practice as well, and some of them are more troubled by many boards’
lack of connectedness and accountability to their constituent communities.
Nonprofits exist to serve these communities, these advocates assert, so it is time
for boards to develop new and more effective ways to engage more fully and
effectively with their clients and beneficiaries (Freiwirth, 2013; Freiwirth and
Letona, 2006). In spite of the fact that there often is less direct legal accountabil-
ity for this aspect of board work, some communities and stakeholder groups are
beginning to explore ways to enhance this type of accountability. It is unclear
whether this is a growing trend, but greater nonprofit stakeholder activism
in several parts of the United States in 2015 and 2016 resulted in changes to
the governance and board practices of several nonprofit and public service
organizations (for example, Sweet Briar College; see McCambridge, 2015).

The Fiduciary Responsibility of Boards

Boards and board members often are reminded that they have a “fiduciary
responsibility” to the organization and, ultimately, to the larger community
they serve. At its core, “fiduciary responsibility” is the responsibility to treat
the resources of the organization as a trust, and the responsible board will
ensure that these resources are utilized in a reasonable, appropriate and legally
accountable manner. Although the phrase often is used to refer specifically to
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financial resources, it actually applies to the stewardship of all of the assets and
resources of the organization.

In general, the appropriate exercise of fiduciary responsibility includes:

• Adoption of a set of policies to govern the acquisition and use of financial and
other resources

• Establishment, on a regular basis (usually annual), of a budget that allocates
financial resources to the programs and activities that will accomplish the
organization’s mission, vision and goals and outcomes (preferably, in align-
ment with a strategic plan)

• Development and implementation of an ongoing system for monitoring and
holding staff and volunteers accountable for their performance with regard
to these policies and budgets

• Development and implementation of an ongoing system to monitor, assess,
and report on the overall fiscal condition and financial performance of the
organization

• Implementation of an independent external review process (such as an inde-
pendent audit) on a regular basis (usually annual), to assess the organization’s
fiscal condition and health, including the effectiveness of its systems and poli-
cies for the protection and appropriate use of financial resources

The Legal Responsibilities of the Individual Board Member

The legal responsibilities of a board member flow directly from the responsibili-
ties of the board as a whole. Each board member, individually, is accountable for
honoring the same three fiduciary duties as is the entire board: to exhibit due
care, loyalty, and obedience on behalf of the organization on whose board the
member serves. This standard of personal conduct requires active and informed
preparation and participation in the conduct of board business, including rais-
ing questions and issues that would reasonably be raised by any prudent person.
Of course, a board member who does not attend meetings or who attends but
does not participate or know what is under consideration does not meet these
standards. At best, such members are not helping the organization; at worst they
are endangering the organization and the interests of the people it serves. Such
members also are at risk of personal liability and “intermediate sanctions” should
certain kinds of inappropriate organizational or board behavior occur. (See the
Internet resource website for this Handbook for more information on risk man-
agement and the liability of board members and other volunteers, as well as
Chapter Two for general information about nonprofit law.)
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All board members are responsible for doing their best to help ensure that
the board as a whole is performing its legal responsibilities, and individual board
members can be held liable as individuals for inappropriate organizational acts.
Among the circumstances under which board members have been held person-
ally liable (for more information, see Herman, 2006) are the following:

• When the organization has not paid certain taxes, especially payroll taxes
• The board enters into inappropriate arrangements or contracts with a board

member, particularly including conflicts of interest
• The board has violated employment laws or contracts (a common example:

the handling of the termination of an executive director)
• The board has failed to take reasonable steps to protect others from harm

in a situation they knew or should have known was potentially dangerous
(for example, in addressing dangerous facilities conditions, or in failing to
address inappropriate individual behaviors of staff such as harassment or
sexual misconduct)

Governance, Strategy, and the Work of the Board

As common as nonprofit boards are, they and their work tend to be rather
misunderstood—even by those who work with and serve on them! Central to the
confusion is the blurring of two key concepts: governance and board. The two
are fundamentally different: governance is an organizational function, whereas
a board is a structure of the organization that exists (at least theoretically)
to govern—to perform the work of governance. When we treat them as the
same thing, we plant the seeds of much of the confusion that bedevils our
understanding of boards and board effectiveness.

Governing boards, by definition, exist to govern. They often do more, as
discussed later in this section but, at the least, they are to govern. For a nonprofit
organization, what does this mean? Governance is the process of providing strate-
gic leadership to the organization, a process that begins with making informed
organizational choices: choices about why we’re here, what we want to accom-
plish, how best to achieve those results, the resources we’ll need to do these things
and how we will secure them, and how we will know whether we are making a
difference. It comprises the functions of setting direction, making decisions
about policy and strategy, overseeing and monitoring organizational perfor-
mance, and ensuring overall accountability. Nonprofit governance is a political
and organizational process involving multiple functions and engaging multiple
stakeholders. There is significant evidence that effective governance is closely
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related to the success of the nonprofit organization (summarized in Herman
and Renz, 2008). Governance is primarily the province of an organization’s
governing board, yet often it is not theirs alone. This is especially true in larger
organizations that employ staff, where it is not unusual for the chief executive
officer (often known as the executive director) and sometimes others to play a
part in the governance process, as well.

Decisions about strategy and policy are central to the process of governance,
based on the assumption that organizations can cause desired results to occur
by choosing appropriate courses of action. In principle, strategy is the process of
selecting among alternative courses of action—using the organization’s mission,
vision, and desired outcomes as the basis for the selection—with the expectation
that implementing the chosen courses of action will enable the organization to
achieve thedesiredoutcomes to achieve the social impact the organization aspires
to achieve.

Effective governance and strategy are integral to the sustainability and
long-term effectiveness of a nonprofit operating in today’s complex and com-
petitive world. To succeed, nonprofits (like all organizations) must continuously
renew the link between what they do and the needs and interests of the commu-
nity they serve. As noted above, strategy involves gathering information and using
it to inform the key decisions to be made by the leaders of the organization, with
the expectation that good strategic choices will result in organizational success.
Unlike the for-profit world, where these choices are largely grounded in options
for making money for someone, nonprofits essentially always begin (as they
should) with a focus on mission accomplishment. Their choices are about how
best to have an impact. They must ensure they are providing the services needed
and valued by their clients and constituents, and in ways that are consistent
with the organization’s core values and principles. As the organization serves
its clients and the community, governance involves making assessments about
how well or poorly the organization is doing and then making choices about
how to refine its work to be more effective. The deeper process and practices by
which this is accomplished is often referred to as strategic management, which
is further explained in Chapter Eight. The strategy development and change
process is explained in Chapter Nine.

The Work of the Nonprofit Board

In general, there are four fundamental categories of work that boards typically
perform for any organization: governance and strategic direction, resource
development and acquisition (financial and other resources), coaching and
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supporting, and monitoring and oversight (including its legal responsibilities).
But how a board does each of these four is going to be quite different from
organization to organization, and even within any one organization from time to
time. That’s because, apart from the standard legal duties, the work of a board
must change over time as it ensures that it effectively addresses the organization’s
needs given its strategic direction and state of development.

Leadership Is Key. Every board exists to provide leadership to its organization,
to its staff, and to its volunteers. Usually, this involves strategy and planning—
defining or clarifying the organization’s mission, vision, strategic direction, and
goals. It includes clarifying why the organization exists, how the community will
benefit from the work the organization will do, and what the organization is to
accomplish. For the agency with paid staff, the work of setting direction and goals
should be done together with the executive staff but, in the end, it is the board
that makes the final decision.

Decisions about strategic direction also include deciding which programs
will be implemented to accomplish the mission and goals. Programs are the sets
of activities that involve the actual operations or work of the organization and,
similar to the work of setting goals, decisions about programs are best made in
collaboration with the executive staff (especially in cases of professional opera-
tions and practices). The imperative is to determine which programs are likely
to be of greatest benefit in enabling the organization to accomplish its goals.

One of the most important acts of leadership for any board is the selection
of the top staff person, the person who will lead the accomplishment of the work.
In larger organizations with staff, this is the executive director or the chief exec-
utive officer (CEO); they will be recruited, selected, and supervised by the board
or its key leaders. But even small agencies with no paid staff need to be clear
about who will lead the work. Typically, this will be the board president or board
chair but, to avoid confusion and conflict about who does what, it is important
for the board to be clear in making and articulating this decision.

The board’s work doesn’t end with the selection of an executive director or
CEO though. The board and its members have a responsibility to provide encour-
agement and support for their executive. This may involve serving as a “sounding
board” or coach, and offering advice to the executive when he or she seeks it.
It also involves setting specific goals with the executive—preestablished standards
by which the board will judge the executive’s job performance. If the executive
is having significant performance problems, it is the board’s job to support the
executive with the additional training, direction, coaching, or other support that
will help him or her be successful.
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One of the most common expectations of governing boards for nonprofits is
that of raising money and attracting other essential resources (such as donations
of equipment, supplies, and talent). Not all boards handle the actual solicita-
tion of funds, but every board is responsible for ensuring that its organization
has adequate resources to implement the plans it has adopted. If the resources
are inadequate, the board needs to implement activities to secure additional
resources, decide to eliminate or cut back on certain programs, or how to imple-
ment some mix of both. When the agency has a professional fundraising team
(usually including the chief executive), the board’s fundraising work is handled
in collaboration with them. Board members almost always can help in unique
ways (“opening doors,” helping nurture contacts with prospective donors) and it
is important to capitalize on this help. In small organizations with no staff, it is
entirely the board’s job to solicit and secure such support.

Leadership and direction for the organization also include setting policies
to guide the decisions of managers and the work of the staff and volunteers.
Useful policies offer direction that guides the decisions and actions of all who
work in the organization (including the board itself). Further, it is the board’s
job to have systems in place to ensure accountability and enable the board to
monitor whether the organization and its people are following its policies.

What About Accountability? Of course, it is also the board’s responsibility to
ensure that the resources of the organization, once they are acquired, are used
efficiently and effectively in the accomplishment of the work. In the United
States, regulatory agencies expect the board to be the chief steward of the non-
profit’s resources, and they demand that the board ensure that the organization
make the most of its financial and other resources. To do this well, the board
needs to have a financial management system in place that will enable it to guide
and regularly monitor how agency resources are used. A useful system will enable
the board to evaluate compliance with financial goals, plans, policies, and pro-
cedures, and a board should regularly review financial reports and assessments
(including, for larger agencies, the results of annual audits) that will enable it
to assess how well the organization is performing when it comes to its finances.

The board’s responsibilities with regard to accountability, however, go
beyond the issue of financial performance. It is the board’s responsibility to
ensure that the organization has systems in place to enable it to evaluate how
well agency programs and activities perform. Similar to the issue of financial per-
formance, the focus here is on how well the organization is achieving the results
that it has promised in response to what its clients and community want and
need. As with finances, it is important that the board have a system in place that
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gathers and reports on the results of the work. The goal is to enable the board to
“close the loop” with information that enables it to evaluate whether the results
are worth the resources that have been invested in their accomplishment.

Building Bridges and Staying in Touch. Effective boards also take care to
nurture and strengthen their organization’s relationships with constituents
throughout the community, both those who receive benefits or services and those
who are in important leadership positions in the political and donor communi-
ties. Nonprofits exist to meet community needs, and it is important for the board
to be well connected to both sets of clients so it can make legitimate and useful
judgments about whether the organization’s programs and activities are valued
by those they are designed to serve. This includes evaluating whether community
conditions have changed to the degree that changes are needed in the agency’s
programs. It also involves making sure that the organization has the political
support it needs to do its work. Organizations that are out of touch with their
constituents, sooner or later, become irrelevant and disappear. Boards are a crit-
ical resource to help the organization (especially the chief executive and other
organizational leaders) monitor and understand how the agency is perceived
and whether changes are needed to sustain or increase its credibility and success.

Numerous nonprofit board consultants and authors have created lists of core
functions and responsibilities to help boards understand their work. There is
some variation among lists, and no one list is applicable to all organizations and
boards, yet there are key responsibilities that appear in one form or another on
almost all lists. Typically, it is a governing board’s responsibility to:

1. Lead the Organization: provide overall leadership and strategic direction
(including mission, vision and key goals) for the organization.

2. Establish Policy: be proactive in establishing policies that will guide the
organization.

3. Secure Essential Resources:make sure the organization secures the resources that
it needs to accomplish its mission, vision, and goals.

4. Ensure Effective Resource Use: ensure that the organization makes effective use
of its resources to accomplish its mission, vision, and goals.

5. Lead and Manage Chief Executive Performance: provide strategic direction, sup-
port and advice, and performance feedback to the organization’s chief exec-
utive (executive director). (Note: Even in organizations that do not employ
staff, the board still is responsible for providing direction and oversight to the
person or persons who manage and direct the work of the organization.)

6. Engage Constituents: actively help the organization develop and sustain effective
ongoing relationships with its key constituents.
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7. Ensure and Enable Accountability: make certain that the organization has
established standards and implemented systems by which to ensure that it is
accountable, ethical and effective in serving the community it exists to serve.

8. Ensure Board Effectiveness: see that the board itself operates at a high level of
performance and effectiveness.

Exhibit 5.1 discusses the key activities that are associated with each of these
core functions.

EXHIBIT 5.1. THE CORE FUNCTIONS OF THE PUBLIC SERVICE
GOVERNING BOARD

A. LEAD

Lead the Organization

1. Articulate the mission and an inspiring vision for the organization
2. Determine the organization’s strategic direction and focus, and how the

organization fits into the “bigger picture” for the future
3. Instill and maintain a strategic perspective and focus for the work of the

organization (this is governance versus management)
4. Specify the organization’s long-term (multi-year) goals and outcomes
5. Provide advice and counsel to executive leadership
6. Seek and nurture opportunities for service and innovation

B. ESTABLISH POLICY

Establish Proactive Policy to Guide Organizational Action

1. Establish policies to guide executive decision making and action, and the
implementation of organizational programs and operations

2. Determine the core programs and services of the organization
3. Establish key intermediate-term organizational goals (1–3 years)
4. Approve overall organizational design (structure and core processes)
5. Ensure that strategic plans and policies guide resource allocation

C. SECURE ESSENTIAL RESOURCES

Ensure That The Organization Secures the Resources Needed to Accomplish Its
Mission, Vision, and Goals

1. Enable the organization to secure the resources necessary to implement the
programs and services that are central to the achievement of the mission,
vision, and goals

2. Make sure the resource mix is appropriate to the mission, vision, and
long-term goals
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D. ENSURE EFFECTIVE RESOURCE USE

Ensure That The Organization Makes Effective Use of Its Resources to Accomplish
Its Mission, Vision, and Goals

1. Allocate resources to implement the organization’s strategic plans (i.e.,
budget)

2. Ensure that effective systems are in place to enable the board and executive
leadership to monitor and document that financial and other resources are
managed and used effectively to accomplish the organization’s purposes
and plans

3. Make sure the organization’s systems and policies are adequate to safeguard
and guide the use of resources and assets (including appropriate manage-
ment of risk)

E. LEAD AND MANAGE CHIEF EXECUTIVE PERFORMANCE

Ensure Effective CEO Performance

1. Recruit, select, hire, and set appropriate compensation for the chief
executive

2. Provide regular performance direction and feedback to the chief executive
3. Serve as a confidential sounding board and resource advisor
4. Articulate board and executive roles and role distinctions (avoid microman-

agement)
5. Ensure that there is a clear performance management structure in place that

enables appropriate levels of accountability throughout the organization

F. ENGAGE CONSTITUENTS

Ensure an Effective Ongoing Relationship Between Organization and Key
Constituents

1. Maintain strong relationships with key stakeholders
2. Facilitate and enhance effective two-way ongoing communication with key

stakeholders
3. Enhance the external image and credibility of the organization
4. Make sure that organizational accountability information is regularly and

accurately reported to relevant stakeholders
5. Encourage and support the processes for enhancing interorganizational and

interagency communication and coordination
6. Discern and evaluate external trends and dynamics to assess their implica-

tions for the organization, and share this information with organization
7. Help constituents link with appropriate parts of the organization (as they

have needs and problems to address)
8. Keep private the information that legally or ethically must remain private
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G. ENSURE AND ENABLE ACCOUNTABILITY

Ensure Organizational Accountability and Stewardship

1. Ensure that appropriate systems exist and function well to monitor, assess,
and document organizational performance and outcomes

2. Ensure that appropriate systems exist and function well to assess, document,
and report on organizational compliance with policies, regulations, bylaws,
and other mandates and guides for organizational action (including sun-
shine laws, etc.)

3. Ensure that organizational performance and outcomes information are
reported in a timely, accurate, and useful manner to all relevant stakeholders

4. Monitor use of financial and other resources to ensure that they are managed
and used efficiently and effectively to accomplish the organizations purposes
and plans

5. Determine the performance information to be reported to the board, in
what forms and manner, and how often (per previous, items 1, 2, and 4)

6. Make sure that the organization is responsive to constituent requests for
information

7. Clarify to whom the organization is to be accountable and ensure that sys-
tematic accountability is maintained with them

H. ENSURE BOARD EFFECTIVENESS

Ensure a High Level of Board Performance and Effectiveness

1. Attract and retain well-qualified, committed members to serve on the board
2. Establish and monitor compliance with policies to guide board operations
3. Clarify board roles and responsibilities in helping the organization accom-

plish its mission, vision, and long term goals (including maintenance
of distinctions between governance and management roles in the
organization)

4. Prepare and educate members to work and serve effectively (including ori-
entation, member education, ongoing information and education sessions)

5. Establish and regularly refine a functional, effective board design (structure
and process for board and all subsidiary entities)

6. Engage in regular self-assessment and development planning (including
individual member performance feedback)

A Special Note on Boards and Fundraising

One of the most common and, for many organizations, important roles asso-
ciated with nonprofit board service is that of fundraising, of developing the
financial resources needed to support the operations and programs of the
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organization. Fundraising is not a legal responsibility for a governing board, yet
it is a governing board’s responsibility to ensure that its organization has the
resources it needs to finance its operations and effectively deliver its programs.
How boards choose to handle this responsibility varies from organization to
organization and field to field. Some hire executives and staff with the explicit
understanding that they will take the lead in raising funds, some engage fundrais-
ing consultants to do most of the work, and some rely largely or entirely on
board members themselves to raise funds. Many boards employ a combination
of these approaches. (Chapter Eighteen addresses more fully the entire topic
of philanthropic fundraising; we address only the board-related aspects of it
here.) But when all is said and done, the board has ultimate responsibility for
ensuring that the necessary resources are secured. This is a pivotal aspect of
board leadership.

Of course, even though it’s a common board responsibility, many board
members dislike or are even afraid of the work of fundraising. “I hate to pester
my friends for money,” some say. “I’m just not cut out to beg,” others say. They
really do hate the idea! And if these perspectives were accurate characterizations
of fundraising, almost everyone would! But they’re not!

Successful fundraisers operate from a different perspective. They appreciate
that fundraising is not about begging, conning, or “guilting” people into giving
money—it’s about creating opportunities for others in our community to join
us in making a difference in the lives of those who are served by our agency
or organization. It’s about inviting people to become part of a cause that they
appreciate. Giving is a natural human phenomenon, and charity and giving are a
part of every culture. And most people do like the idea of giving when they have
confidence that their gifts will make a difference in their community and improve
lives. Of course, they want it to be about results—so our work starts with having
effective organizations that do make a difference, and then being prepared to
share the story of how that is happening and what it will take to sustain and grow
the work.

So what does it take to be successful in raising money? You probably already
know most of this!

• People give to the causes they care about, so we need to network and find the
people who care about the work of our organization. Don’t pester the people
who don’t care about the cause—keep reaching out and networking to find
and share the story with the ones who do. They’re the ones who will thank you
for asking!
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• People want to invest in making a difference, and they need to have confi-
dence that their money will achieve results they care about. Therefore, when
we ask people to give, we need to understand and be prepared to share the
following information:
• Who will my money benefit, and why would I care?
• What difference will my money make, and how? If I invest in your organi-

zation, how will you use the money and what results can I expect?
• Why should I trust you withmy hard-earnedmoney? How do youmake sure

my money will be used efficiently and well to achieve results I value?
• People give to people whom they trust. Therefore, fundraising involves devel-

oping and affirming relationships between those who give and those who will
use the money to make the difference. No gift of any significance is going
to be given before the donor gains trust and confidence that the people of
the organization will be good stewards of their money. And they really want
to know who is leading and overseeing the work—that is another reason why
prospective donors often look critically at the governing board and top execu-
tives when they consider a gift. (By the way, that’s also why many major donors
ask how many members of the board themselves have made gifts to the orga-
nization. Why, they often ask, should I give to an organization that can’t even
attract gifts from its own board? It’s a fair question!)

• People often have specific ideas about how or for whom the money they give
will be used. Theymay have a favorite program, for example, or theremay be a
particular type of client they want to benefit from their gift. For example, some
donors have a special interest in helping only children or people with certain
health challenges or needs. Some major donors will like the idea of having
their names on a building or linked to a particular program. And some prefer
to remain anonymous and keep their giving confidential. We are well advised
to take care to understand what the prospective donors care about and do all
we can to ensure that our options meet their needs. And always remember:
any restrictions that a donor places on the use of a gift is legally binding. If
someone gives money for a particular program, it is illegal as well as unethical
to use the money for any other purpose.

• There are many ways that people want to give, and we are much more likely to
be successful if we offer options that match their interests. For example, some
may wish to give via frequent small gifts (such as regular payroll deductions),
somemay wish to give only once or twice per year, and somemay wish to give as
part of some kind of fun group experience (such as a charity golf tournament,
a charity casino night, a happy hour auction). Somemay have very littlemoney
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today but they would like to leave a legacy, and they may be willing to include
your cause in their will or name your organization the beneficiary of their IRA
or life insurance policy.

Board members and other fundraisers are wise when they plan to capitalize
on all of the previous points as they prepare to raise money. In fact, planning and
preparation are central to fundraising success. Before going to anyone to ask for
funds, get organized. Too many boards and organizations “shoot themselves in
the foot” because they jump into fundraising without planning, organizing, or
preparing their people for the process. It is very worthwhile to take time to work
together to make plans, prepare information and resource materials, identify
your best prospects and determine who and how they best could be approached,
and what it is that you want to ask of them. And when we ask board members
to participate in the fundraising process, we have an obligation to provide them
with the information and training that will help them understand and implement
this work successfully. Few of us are “naturals” at raising money. Yet, too often, we
just tell our board members and volunteers to go raise money without helping
them get ready to do this important work. Of course, that’s often the source of
board members’ and volunteers’ complaints and fears about fundraising. People
don’t like to be asked to do things they don’t have confidence they can perform
reasonably well. In fundraising, as in all other work, it’s unfair to complain about
performance if we have not provided people with the knowledge, training, and
resources they need to be successful.

Fundraising is about creating opportunities for people to invest in work
that they consider worthwhile and important and, when it is done ethically and
effectively, it can be exceptionally rewarding for both the donor and the board
members who help with fundraising. Effective fundraisers are successful because
they connect with people who care as much as they do about the cause and
mission, tell the story of the work in a way that appeals to those who are
motivated to give, and offer these prospective donors the opportunity to make
gifts in ways that will appeal to and work well for them. It’s pointless to fool
or harass people who don’t care in an effort to get them to give. But engaging
people who care to leave a legacy, people who care about the cause and want to
make a difference—that’s a win-win!

The Work of Individual Board Members

Interest in nonprofit boards and how they work has grown substantially in recent
years, and more and more people are embracing the opportunity to serve on
a board. This is good news. But the trend has a challenging side to it, as well.
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The average person working with a governing board, executive and board mem-
ber alike, has limited understanding of the work to be done by a board or what is
expected of him or her. In spite of all the talk about the importance of effective
boards and good governance, we find that the majority of people in the non-
profit sector (including even a significant share of those who have prior board
experience) actually have only vague and general notions about the roles and
responsibilities of a board member.

The uncertainty and confusion are understandable. Research indicates that
most boards do not do a very good job of preparing people for their work on
and with boards. This may be partly because every board seems to be a little (or a
lot) different from any standard model, and partly because we are so busy that
we don’t feel that we can afford to take the time to be sure that we’re all on the
same page. We become so busy doing the work that we don’t take the time to
make sure that we understand the work! The lack of shared understanding is
amplified by our discomfort with our uncertainty. A good share of the time, an
executive or board member with confusion or questions assumes he or she is the
only one who is uncertain and will be unwilling to ask for clarification—and yet
that person usually is not alone in his or her uncertainty.

Obviously, it is important for every board member to honor his or her legal
responsibilities, but the roles and responsibilities of the individual board mem-
ber of a typical nonprofit board are more extensive than mere legal compliance.
Every board should develop and communicate its own set of member expecta-
tions, focused on the needs and interests of that specific organization and what it
needs from its board. The following are among themost common of responsibili-
ties or expectations that a typical nonprofit is likely to have of its board members:

• Participate actively (attend all meetings of the board, serve on committees or
task forces, prepare in advance for meetings and other key board activities,
engage in independent and critical thought in all areas of board work, and
attend special events and other key organizational activities as requested).

• Be knowledgeable and ensure that they understand and act consistently with
the mission, vision, and overall work and strategic direction of the organiza-
tion; the bylaws and policies that guide the work of the board; and the board’s
expectations of them as a member of the board.

• Do their homework to ensure that they are appropriately informed about
issues and matters that will be the subjects of board deliberation, decision
making or monitoring, and important issues that are likely to have an impact
on the success of the board and organization.

• Provide active support for the fundraising and other resource development
activities of the organization, including making a regular personal financial
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contribution to the organization (at a significant level, according to the mem-
ber’s capacity) and assisting the organization in connecting with those people
and organizations that may be able to assist in funding and supporting the
organization.

• Serve as an ambassador and advocate on behalf of the organization, helping
support networking and the development of connections with community and
other leaders.

• Provide encouragement and active support for the work of the staff and volun-
teers, taking care that board activities do not undermine staff roles, functions
or performance.

• Serve with honor and integrity, including:
• Help enhance the image and credibility of the organization through their

work, taking care that their personal behavior reflects well on the work and
reputation of the organization.

• Address sensitive matters in confidence and with discretion, exhibiting the
best of ethical sensitivity and performance.

• Honor and actively support all board decisions, once they have been
made, and treat the content of board deliberations with confidence and
discretion.

• Avoid actual and perceived conflicts of interest, to the greatest degree pos-
sible, and exhibit the highest of ethical standards in all personal conduct.

• Support and actively contribute to the board’s efforts to work effectively as a
team, including taking an active and constructive role in helping the board
do its work, embracing the challenges and opportunities of board work with
a positive attitude and energy, bringing a sense of perspective and humor to
the work of the board, and providing encouragement and support to fellow
board members (including taking time to celebrate the successes and accom-
plishments of the organization, the board and its members).

Characteristics of Typical Nonprofit Boards

As noted earlier in this chapter, nonprofit boards are an exceptionally diverse
and heterogeneous lot, so a discussion of “typical” characteristics must be broad
and general. Nonprofit boards typically have specific positions (offices) and work
units (committees and task forces) that help the board organize and accomplish
its work. The typical nonprofit board in the United States is composed of from
nine to twenty-four members and, according to some of the most recent surveys
of U.S. nonprofits (BoardSource, 2015; Larcker, Donatiello, Meehan, and Tayan,
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2015, p. 25; Ostrower, 2007), the average for nonprofit board size in America
is from ten to thirteen members (median size is nine to eleven). BoardSource,
which conducts annual surveys, reports that average board size has been decreas-
ing slightly over the past twenty years, from an average size of twenty members
in 1994 to fifteen in 2014 (BoardSource, 2015, p. 9). BoardSource also reports
that boards of national and international nonprofits tend to have slightly smaller
boards. Most boards in the United States have specified terms of office for their
members, and 71 percent have limits on the numbers of terms a member may
serve on a board. Three-year terms are most common, and about two-thirds of
all U.S. nonprofits limit consecutive reelection to a maximum of three terms
(40 percent impose a limit of two consecutive terms) (BoardSource, 2015).

Board composition, diversity, and inclusion are regular topics of interest and
a source of significant concern for many. We know more about board member-
ship of larger and more affluent institutions than we do about boards of smaller
and community-based organizations (Ostrower and Stone, 2006), and what we
know indicates that the diversity of nonprofit board membership in the United
States does not reflect the diversity of the communities these organizations exist
to serve. In fact, board composition in the United States (including racial and
ethnic membership) has remained relatively unchanged since the late 1990s
(BoardSource, 2015). In 2014, U.S. nonprofit boards were composed largely of
white, non-Hispanic members; more than 80 percent were Caucasian and slightly
fewer than half of members were women (p. 53). In an earlier study, Ostrower
and Stone (2006) report that only about 3 percent of board members were
Hispanic; and fewer than 7 percent of board members were under the age of 35.
Nearly 70 percent of nonprofit executives reported in 2014 that they were dis-
satisfied with the diversity of their boards and that this is an organizational issue,
even though 80 percent of these organizations reported that they have been
making active efforts to improve board diversity (BoardSource, 2015, pp. 11–12).

Officers

Most nonprofit organizations have multiple officers, and the laws of most states
in the United States require certain offices—most commonly, chair (sometimes
called president), secretary, and treasurer (sometimes the roles of secretary and
treasurer are combined).

Chair. The board chair is the chief voluntary officer of the organization, respon-
sible for organizing and conducting the meetings of the board. Further, it is the
chair’s responsibility to facilitate the board’s work as a team, and to ensure that
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meetings and other board activities are organized and conducted in an effective
manner. It is common for the board chair to oversee the performance of the
organization’s chief executive on behalf of the board, although some organiza-
tions elaborate the process by assigning the chair to lead a process in conjunction
with a committee of the board (often the executive committee) or even the full
board. There is a small but growing body of research that affirms what many
would expect: the performance and effectiveness of the board chair has signifi-
cant impact on the effectiveness of the board and the satisfaction of its members
(Harrison, Murray, and Cornforth, 2013).

Secretary. The work of a corporate secretary involves ensuring that accurate
records are retained for the nonprofit, including copies of all official documents,
communications and correspondence of the organization (including articles
of incorporation, bylaws, and legal notices and filings), as well as notices and
minutes of all official meetings of the board. The secretary may not personally
prepare the minutes but is accountable for ensuring that accurate and complete
minutes of all official meetings are kept.

Treasurer. The treasurer oversees the processes of financial management and
accountability for the organization, helpingmake sure that all resources are used
appropriately and their use is documented. This includes ensuring the prepara-
tion and retention of complete and accurate financial reports and records. In
small organizations, the treasurer often is involved in the actual financial oper-
ations of the organization; in larger organizations he or she maintains general
oversight of financial affairs and sees that regular reports are provided to the
board, regulators, and other key stakeholders. The treasurer may not personally
keep financial records and maintain accounts, but he or she is accountable for
ensuring that these records are maintained and available to authorities.

Committees and Task Forces

Boards engage in much of their work as a full group and, ideally, all members
work as a team to accomplish the work of the board. Nonetheless, more than
90 percent of U.S. nonprofit boards also have created committees and task
forces to help the board do its work (Ostrower, 2007), and these entities are
part of the governance system of the organization. For most boards, some of
these units are permanent or “standing” structures, whereas others accomplish a
specific task and then disappear. It is increasingly common for boards to refer to
the permanent structures as “committees” and the limited-term entities as “task
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forces” or “ad hoc committees,” although some organizations do use the labels
interchangeably. It is common for board committees to be composed entirely
of board members, yet a growing number of nonprofits also invite non-board
members with unique expertise, knowledge, or interests to serve. (However, it
must be noted that some states such as California recently have changed their
laws to disallow non-board members to serve as members of committees when
the committees have the authority to act in place of the full board.) Key standing
committees typically are specified in the organization’s bylaws, which also should
explain their purpose and role(s).

The following are among the most common types of standing committees:

1. Executive Committee. This committee is typically composed of the officers,
and sometimes also will include committee chairs or selected other board
members. It usually has the authority to act on behalf of the board between
meetings and to address organizational emergencies. Some executive com-
mittees have the authority to act independently, but many are required to
have their actions subsequently ratified by the full board.

2. Nominating Committee. This committee has the responsibility for recruiting
candidates for board and committee membership and preparing a “slate”
of candidates or nominees for consideration and action by the full board;
many also nominate officers. It is increasingly common to define this com-
mittee’s responsibilities to include a year-round cycle of board development
activities, including new member orientation, member self-assessment, board
self-assessment and development, and the development of board training
programs and retreats. When operating with this enlarged portfolio, such
committees often are called Board Development or Governance Committees.

3. Fundraising or Development Committee. This committee usually is responsible for
working with staff and board to organize and implement the organization’s
fundraising events and activities, including the solicitation of major gifts and
grants.

4. Finance Committee. This committee is responsible for planning, monitoring,
and overseeing the organization’s use of its financial resources, including
developing a budget to allocate the organization’s funds. This committee
will develop for board action the financial policies the organization requires.
Unless the organization has a separate Audit Committee, the Finance Com-
mittee also will oversee and review the organization’s independent audit or
financial review.

5. Personnel Committee. This committee usually is responsible for planning, moni-
toring, and overseeing the organization’s use of its human resources (paid and



Trim Size: 7in x 9.25in Renz852965 c05.tex V3 - 07/11/2016 9:29 A.M. Page 148

�

� �

�

148 The Jossey-Bass Handbook of Nonprofit Leadership and Management

volunteer). This committee will develop needed personnel policies, including
policies guiding performance management and supervision, employee com-
pensation and benefits, and handling of grievances.

6. Program Committee. It is not unusual for nonprofits to have one or more com-
mittees to oversee the organization’s system(s) for delivering quality services to
clients, and to engage in some formofmonitoring and oversight to ensure that
these services are provided in a timely and responsible manner. Such commit-
tees may handle certain relations with community leaders and interest groups
that have key interests in the programs of the organization, as well as planning
for program development or refinement to meet future needs.

It is important that committees and task forces only do work that legitimately
is the responsibility or prerogative of the board, and care must be taken to ensure
that these structures complement rather than interfere with the staff operations
of the organization and the general oversight that should be provided by the full
board. Many boards in older organizations have concluded that they have too
many committees; since themid-1990s it has become something of a trend among
U.S. nonprofit boards to decrease the number of standing committees and use
task forces more frequently to address specific issues of strategic importance as
they arise (BoardSource, 2015; Taylor, Chait, and Holland, 1996).

Building Board Capacity to Serve

Nonprofit boards are today feeling more pressure than ever to perform well, and
these demands to perform more effectively are coming from nearly all quarters.
Although each is demanding something a little different, federal and state reg-
ulatory officials, various taxation authorities (the Internal Revenue Service and
state departments of revenue), foundation officials, donors, and even clients and
other key beneficiaries are calling for boards to be better, stronger, and more
effective. Even board members themselves, for the most part, say their boards
could be more effective (BoardSource, 2015; Larcker, Donatiello, Meehan, and
Tayan, 2015).

Characteristics of the Strong Nonprofit Board

What are the characteristics of the well-developed board—the board that is able
to recruit, retain, and mobilize its members to do the essential work of a board
of directors? A review of the literature suggests the following key characteristics:
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• The effective board organizes its work in ways that make effective (and often
creative) use of the limited amount of time that members can commit to the
organization.

• The effective board is good at matching the skills, abilities, and interests of its
members with the work it needs to do, and it invests in preparing its members
to do this work.

• The effective board understands that, at core, success is grounded in building
effective relationships—relationships among the members of the board,
relationships between members and the board as a whole, relationships
between the members and the overall organization, and relationships with
external constituencies. These boards take care to nurture and sustain these
relationships.

• The effective board recognizes that one of the most valuable assets it brings to
the nonprofit is its members—their time, talent, and service. It understands
that the highest and best use of member time is to provide leadership, strate-
gic direction, and oversight to the agency, and it recognizes the opportunity
cost inherent in dribbling away member time by involving them in irrele-
vant activities that divert their attention from the most important work they
could do.

• The effective board creates an infrastructure of support that helps members
accomplish their work efficiently and effectively. Member time and talent are
effectively leveraged because the support, systems, and technology exist to
enable their work. Two kinds of infrastructure are provided:
• Infrastructure that supports members’ work together, such as communica-

tions technologies and information systems, and
• Systems to provide the information that the board needs to accomplish

its work.
• The effective board is thoughtful about and takes the time to reflect on

what its does well and what could be improved—and it uses this information
to improve both board performance and the quality of each member’s
experience as a board member. The effective board understands that board
effectiveness is a journey and a process, not a specific state of being. It is
thoughtful about growing its capacity to perform, and focuses on the high-
leverage targets of opportunity for growing board capacity.

Competencies of Effective Boards

What are the key elements of nonprofit board effectiveness? Why do some
boards perform well when many others do not? One of the foundational
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research initiatives to examine these questions was implemented by Thomas
Holland and colleagues in the mid-1990s. They examined the differences
between boards that were reported to be more versus less effective and iden-
tified six core competencies that were associated with the best-performing of
these boards. Even the most effective of these boards varied in the degree to
which they had mastered each of the six, but there were clear relationships
between the degree to which each board exhibited each of the competencies
and their overall performance as a board. The six key dimensions of board
competence are the following (Holland and Jackson, 1998, pp. 122–123):

• Contextual competence: the board understands and takes into account the cul-
ture, values, mission, and norms of the organization it governs.

• Educational competence: the board takes the necessary steps to ensure that mem-
bers are well informed about the organization, the professions working there,
and the board’s own roles, responsibilities, and performance.

• Interpersonal competence: the board nurtures the development of its members as
a group, attends to the board’s collective welfare, and fosters a sense of cohe-
siveness and teamwork.

• Analytical competence: the board recognizes complexities and subtleties in the
issues its faces, and it draws upon multiple perspectives to dissect complex
problems and to synthesize appropriate responses.

• Political competence: the board accepts that one of its primary responsibilities is
to develop and maintain healthy two-way communications and positive rela-
tionships with key constituencies.

• Strategic competence: the board helps envision and shape institutional direction
and ensure a strategic approach to the organization’s future.

Helping Boards Meet the Challenge

Nonprofit governing boards often are criticized for poor performance, and
there seem to be an increasing number of egregious examples of board dysfunc-
tion. However, it is time to recognize that we’re really not doing enough to help
governing boards and their members to be successful as they serve in these spe-
cial roles of public trust. About half of all mid-sized and larger U.S. nonprofits’
boards report that they have engaged in some regular board development pro-
cess (BoardSource, 2015). There is clear and growing evidence that nonprofit
boards that engage in a regular systematic approach to board development are
more effective and their members are happier and more productive on behalf of
the organization (BoardSource, 2015; Renz and Andersson, 2013). Appropriate
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board development activities can have a positive impact on board member
performance as well as overall board effectiveness. Brown (2007, 2013) reports
that effective member recruitment, selection, and orientation practices enhance
board member engagement and performance; other research suggests that a
well-designed program of board development can make a difference in the
performance of a nonprofit board and, ultimately, in the financial performance
of the organization (Holland and Jackson, 1998). Similarly, Cornforth (2001)
reports a direct relationship between the effectiveness of nonprofit boards and
(a) the knowledge and skills of board members, (b) the clarity of their board
member roles and responsibilities, and (c) board members and executives
coming together on a periodic basis to assess how well they are working together.
It is a reasonable to conclude that activities that improve board members’
knowledge and skills and clarify their roles and responsibilities will therefore
enhance board effectiveness as well.

One of themajor impediments that keeps the typical board from engaging in
ongoing board development is the sense (or worry) that it will involve too much
effort and time, and that it will be a distraction from “our real work.” However, an
effective board development approach will not divert attention from important
matters. To the contrary, it will focus attention in a more efficient way on one
of the core responsibilities of every nonprofit board—the responsibility to be a
good steward of its members’ time and talent and to ensure its own effectiveness.
In other words, effective boards engage in a systematic ongoing process of devel-
opment because they understand that this will make a difference in the value
they deliver for the organization, and because it makes a difference to those who
serve on the board. It’s no fun to serve on a dysfunctional board!

Being systematic does not require a board to be exceptionally elaborate
about its approach, nor to consume hundreds of hours of member time each
year. Indeed, one of the greatest challenges confronting most boards today is
that they barely can find the time to get enough members together to handle the
regular required business, much less to take time for what some might consider
“add on” activities. Thus, efficiency in the development process is important.
However, the irony is that those boards that take a minimalist approach to
development generally undercut their ability to bring members together for
the small amount of business they do try to accomplish because service on their
board is so boring and unrewarding! Members attend meetings (if they do at
all) only out of a sense of duty or obligation rather than because they feel their
time and talents are being used well to make a difference. Efforts to minimize
development time actually can backfire when it comes to member commitment
as well as board performance!
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Eight Core Principles for Growing a Board

There are eight principles that board leaders will do well to recognize as they
consider the range of options they might employ to build their boards’ capacity.

• Principle 1. Nonprofit organizations cannot be successful for the long term
unless they have governing boards that are effective. There is a high corre-
lation between nonprofit organizational effectiveness and board effectiveness
(Brown, 2007; Herman andRenz, 2008; Renz andAndersson, 2013). A board’s
effectiveness is important to the organization’s performance and quality of
service to the community.

• Principle 2. Board design is about the future, and all board development needs
to be done with the future inmind—both the conditions that the organization
will face in the future and the organization’s needs for the future to address
those conditions. Hockey star Wayne Gretzky is reputed to have said that his
success as a hockey player was due to the fact that he always made it a point to
“skate to where the puck was going to be!” Boards should take this point to heart!
Some of themost important of board work involves bridging from the realities
of today to the vision for tomorrow.

• Principle 3. There is no one single design ormodel for board development that
automatically will be best for all organizations. The board is part of two larger
systems—the organization and the larger community environment—and so
its design and development need to be aligned with the needs and character-
istics of these environs. Boards serve different functions and roles at different
points in the life and development of their organizations, and these differ-
ences must be taken into account when determining the most useful board
development process. Further, the research to date on board development
initiatives suggests no one model seems to be better than another. In fact,
there is evidence that what makes a difference in board development is the
organized use of any thoughtful and well-developed systematic approach to
development (Gill, 2005; Nobbie and Brudney, 2003).

• Principle 4. Focus on principles, not “best practices.” The notion that there
are practices that are universally best is flawed—at best, there are “promising
practices” that are worthy of consideration, but one can never claim that
a given practice will be “best” until the organization’s issues, needs, and
circumstances are taken into account (Herman and Renz, 2004, 2008). There
are many good resources that offer examples of useful practices (for example,
checklists, training programs, board development tools; consult the Internet
resource website for this Handbook for further information). But until an
organization knows what it needs, these are merely resources.
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• Principle 5. Leadership is critical and pivotal to board success and, therefore, to
board development. Every change process, including every development pro-
cess, needs to have at least one champion who will make it his or her goal to
advance the development process (Kotter, 1996). However, serving as “cham-
pion” is not the only leadership role in any board; responsibility for leadership
must be shared among all members of a team, as they provide both mutual
support and encourage mutual accountability for the board’s work.

• Principle 6. Structures never guarantee performance in organizations (or com-
munities), although they can get in the way and screw things up. Performance
derives from the behavior of people, and it is not possible to guarantee per-
formance through the creation of structures. Therefore, we need to develop
and keep only as many board structures (such as offices, committees, terms,
reporting relationships) as are useful for the next stage of board work. It is
important to take care to nurture the “soft” or process aspects of the board’s
work, because the processes are the dynamic vehicles for bringing structures
to life (see the next principle).

• Principle 7. Effective boards, by definition, are teams. Teams are groups of peo-
ple who are working together in a mutually-accountable way to accomplish a
shared goal or outcome (Katzenbach and Smith, 2003). If this definition does
not describe a governing board, then that board is not living up to its legal
and ethical obligations as a board! The shared outcome always is defined as
the success of the organization. Thus, team building is always an important
dimension of any legitimate approach to board development.

• Principle 8. Every effective development process must “meet” the people of
the organization or board “where they are,” and each organization and board
must build from the level of development and capacity that exists at the time
they begin the development process. Regardless of what you wish, the board
is currently at some level of development that must be recognized for what
it is—the starting point for growing the board. So the process starts at this
point. Further, it must be recognized that there are going to be limits to how
much can be done or what a board can accomplish in a given time period.
It makes no sense to assume or wish that a board is better positioned than it is
(nor worse than its situation is). Nowhere is this going to be more true than
in working with an all-volunteer group of people from the community, people
who always will need to balance their board work with the other demands of
life, family, and work. To this end, do not wait until or look for the “perfect
time” to start a development process—conditions never will be close to perfect
for any typical board. Start now and begin with whatever is feasible to begin
to help your board develop.
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The Board Builder’s Challenge: Taking the Long-Term
Developmental Perspective

Strong and effective boards do not develop overnight, they don’t happen by
accident, and they do not remain effective indefinitely. Strong and effective
boards grow to be effective because their leaders have invested in their capacity.
Thus, a growing number of thoughtful nonprofit board and executive leaders
are taking care to invest the time and resources needed to build the capacity
for sustained long-term board performance and impact. They recognize that
this makes a difference in the value and impact for the organization. They
also recognize that it contributes in another very important way: it makes a
difference in the quality of the governance and leadership experience for those
who serve on the board and those who work with the board. This may well
make the difference in retaining the board members who contribute the most
to the board’s success. The ability to achieve a long-term difference in board
performance will be substantially enhanced if the leader recognizes that there
exists this interconnected set of elements that collectively affect board capacity.

In this section I introduce a board development framework, discuss the pro-
cess by which boards develop and grow, and suggest the ways that the concepts of
the framework might be used to inform and guide board development activity.
I discuss how the cycle begins for new organizations with new boards, although
my emphasis is on the ways that existing boards can use this development cycle
perspective to enrich their capacity and build their impact.

The Board Development Cycle

Effective boards grow and develop (intentionally or not, knowingly or not)
through a relatively predictable process that progresses through eight specific
phases, each of which contributes importantly to development. These phases
of development are unlikely to occur in a distinct linear sequence, yet we do
observe that there is a general progression through them that is common to
most boards. This progression in development builds to become a renewing
cycle that boards use to their advantage. In reality, this developmental process
tends to be implemented rather intuitively, since few boards give much overt
thought to their overall development and growth. However, when understood
and used in a systematic manner, this approach makes it possible for a board to
develop in more efficient and effective ways.
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The effective board grows and develops in capacity to serve as it:

• Organizes itself to efficiently and effectively accomplish the work it must do for
the organization

• Attracts to the board table a group of people who will enable it to do this work
well

• Prepares these people to effectively serve in their roles as members
• Helps these members work together as a team to accomplish their work
• Focuses members’ attention on the right issues and questions
• Engages and motivates its members to retain their involvement and service
• Employs members’ time well, in meetings and other activities
• Evaluates and develops its own performance, as a group, and uses this infor-

mation to refine its design and practices to improve its effectiveness for the
future

The eight phases in the process of governing board growth and develop-
ment undoubtedly take different forms for each board, yet every effective board
addresses each in some active way as it develops.

Of course, in real organizational life, these elements tend to blur, overlap and
interact in ways that cause them to influence each other. And in young and rela-
tively undeveloped boards, led by inexperienced leaders, many of these elements
are likely to be implement informally and even unknowingly—yet each of these
elements is addressed in some way, in better or worse ways, by every board that
actually grows to operate as a board. Figure 5.1 illustrates the general sequence
and flow of the eight elements of the board development cycle.

Each of the eight elements of the board development cycle illustrated in
Figure 5.1 contributes uniquely to the capacity and performance of a board.
Some of these elements are most usefully implemented in a sequence (for
example, recruiting and selecting members logically precedes building those
members’ capacity). However, it also is likely that many of these elements will
overlap in their implementation (for example, “ensuring strategic focus” relates
to essentially all of the other elements). Therefore, it is useful to recognize
that the eight elements of the board development cycle are neither mutually
exclusive nor do they occur in a purely sequential, lockstep way. In fact, for
boards just beginning to address development, working on any one of these,
individually and separately, can have utility for building board capacity if that
element is a key source of dysfunction or difficulty. However, the extended
value of the board development cycle framework lies in the recognition that the
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FIGURE 5.1. The Board Development Cycle
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value of each element is substantially enhanced by linking it to and growing it
with other elements in the cycle.

The following presents the sequence of the board development cycle from
the perspective of a new organization that is just starting out with the develop-
ment of its board. Each section offers a basic explanation of that element of
the cycle and provides a few insights into its importance to overall board func-
tion. (Additional information about each of the eight is available at the Internet
resource website for the Handbook. Included on the site are ideas and suggestions
for various development options and activities that might be considered useful
by a board working to address each element.)

Element A: Define the Work, Design the Board

The board of directors of a nonprofit organization should design itself based on
the needs of the organization and the work that the board will need to do to
support the organization’s next generation of work. And until the board knows
what is needed from it, it cannot usefully determine what it should do or how to
organize to do it. The wise board organizes itself from the perspective of clarity
about the needs of the organization and what it can do to uniquely add value to
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mission accomplishment, and then designs itself to do that work. The contribu-
tions that must be made by the board of a small start-up organization are going to
be quite different from the contributions of the board of a mature organization.
The work is going to be different. And some board designs match some stages
of organization development better than do others. (For a very useful perspec-
tive on how boards and organizations must align as they progress through their
various “life stages,” see the 2008 work of Susan Kenny Stevens.)

So the process needs to begin with gaining clarity about the work and results
that the board will need to deliver to advance the work of the organization in
its next generation of service. Board design includes multiple elements, includ-
ing structures (such as committees, task forces, offices) and processes (leading,
meeting, making decisions, monitoring, communicating). And it is based on a
clear delineation of the roles that the board will play in the leadership, gover-
nance andmanagement of the organization. For the organization with staff (paid
or volunteer), this definition will include explicit distinctions in the roles to be
served by the board and its members as compared to that of the chief executive
and other staff. Research indicates that much board member dissatisfaction is
rooted in members’ lack of clarity about their roles and the work they are to do.
In fact, lack of role clarity is one key reason that people leave the organization.
Role clarity is especially critical when aligning the work of the board and the chief
executive; lack of clarity is a recipe for unproductive conflict waiting to happen.
(The complex and sensitive topic of how to sustain a productive board-executive
relationship is addressed extensively in Chapter Six of this volume.)

Element B: Recruit and Select Members

Recruitment and selection of the right group of members is one of the most fun-
damental elements of board development. To echo the advice of management
author Jim Collins (2005), an essential element of organizational success is to
ensure that you have “the right people on the bus.” Every board must find peo-
ple to serve, and every board engages in activities that will make this happen.
The key concern is whether the board is thoughtful, systematic, and disciplined
about member recruitment. Far too many boards haphazardly pursue the wrong
candidates for the wrong reasons, place them on the board, and then become ter-
ribly frustrated when things go poorly. A large proportion of board performance
problems can be traced directly back to an ineffective or counterproductivemem-
ber recruitment and selection process. Ignore this element at your peril!

Recent research documents that effective recruitment and selection
practice is very significant to board effectiveness (for example, Brown, 2007;
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Cornforth, 2001). The effective nonprofit board will engage in a recruitment
and selection process that builds on the insights it gained during its work on
Element A (Define the Work, Design the Board). From its understanding of the
work it needs to do for the organization in the future, it will then identify what it
needs from its next generation of members (knowledge, skills, abilities, connec-
tions, and other characteristics), assess its current capacity from the perspective
of these needs, and then engage in a systematic process of seeking, locating, and
recruiting additional members who will be right for the next-generation work of
the board. It will take care to find the right matches between the organization’s
needs and the needs and interests of prospective members, including taking
care to ensure that its membership is appropriately diverse and reflective of the
community the organization exists to serve. None of this is to suggest that this ele-
ment must be implemented in a drawn-out and bureaucratic way: it is possible to
be proactive and systematic without getting bogged down in an excessive process.

Element C: Prepare Members to Serve

Effective boards recruit people to serve as members because they bring knowl-
edge, skill, and an array of talents and assets that the board envisions will be
important to its future success. But it is not enough to simply bring talented peo-
ple to the board; the effective board will help its members to put these talents
to work in ways that are particularly useful for both the organization and the
member. This type of preparation often begins with helping the new member
understand the nature and scope of his or her role as he or she becomes an active
member of the board, and an increasing number of boards offer some form of
useful member orientation process for their new members. In fact, this member
preparation usually begins at the recruitment and selection stage with an explicit
description of the roles and expectations that the board has for its members (for
example, requirements for meeting attendance, or whether members work on
fundraising).

This is a good start, but the effective board will provide much more in the
way of preparation and support for its members. Recent research also confirms
that member development activities for members are positively related to effec-
tive board performance (for example, Brown, 2007; Holland and Jackson, 1998).
Such development helps members better understand their work, the work of
the organization, the challenges that the organization and board believe will be
most important to address as they proceed with their work, what they envision
will be the board’s role in helping to address these issues, and how the board
works together as a group or team. Further, a strong board will provide regular
ongoing support to all of its members, not only those who are new, to help them
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serve effectively. Everymember’s knowledge and understanding will need to grow
and develop as the organization’s circumstances evolve. This dimension of sup-
port for members is not only important from a board perspective; many board
members value their time on a board because they gain new knowledge, skills,
and perspectives through their board service that they can use in other venues
of their lives. As such, member development can become a motivator as well as a
support for improved board member performance.

Element D: Build the Board as a Team

Much of the power of the effective board derives from the synergy that results
from individuals coming together to do things that they could not do as well
by themselves. When individual board members first meet, they are a group.
Yet board work is inherently team work. The board’s authority and responsibil-
ity, legally and ethically, derives from its work as a collective body. The thoughts
and decisions of specific individuals, no matter how bright or relevant, cannot be
represented as the work of the board unless and until the board collectively adopts
them as its own. In other words, a board must develop to the level of working as
a team in order to serve effectively.

Taylor, Chait, and Holland (1996) report that high-performing boards
actively work to build their capacity to work as a team. In their words, these
boards “focus on the constellation, not the stars!” While some board leaders
may debate whether a board is or needs to be a team, it is entirely clear (as a
matter of definition) that a board cannot truly function as a board unless its
members come together to serve as a team. If there is no shared purpose the
board members are working together to accomplish, then they cannot possibly
be serving effectively as a board. If nothing else, the duty of loyalty compels
it! Of course the typical board member joins a board for just this purpose—
to work with others to help see that the organization progresses in its efforts to
accomplish its mission and vision.

Of course, it is one thing to assert that a board is or should be working
as a team, it is another to actually achieve this. A critical yet often overlooked
element of board effectiveness is investing time and attention in helping the
board’s members work together effectively. This is central to this element of
the board development cycle. Ironically, many board members and leaders know
a fair amount about teams and how to grow them because they’ve had team
development training at work, provided by their employers! And yet it is rather
uncommon to find a board whose leaders are capitalizing on widely available
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information and resources that exist to support team building and development
to enhance their board’s effectiveness.

Element E: Create and Sustain a Strategic Focus

Boards are “all over the map” when it comes to their work. Some operate
exclusively at the policy governance and leadership level of work, some serve
in both governing and management roles, and still others serve all roles in the
organization—as governor, manager, and as operations staff. But the one level at
which all boards must work is the strategic level, doing the work of governance
and leadership. One of the greatest challenges many boards face is that of
sustaining their focus at the strategic level. For understandable but problematic
reasons, boards often become so involved in the details that they lose all sense of
their unique responsibility to make strategic choices. Indeed, in organizations
with staff, this can become a critical source of tension between the board and
the organization’s top levels of executive management; board members become
heavily involved in management or operations and become resented for their
duplication of or interference with the work of the rest of the organization (the
so-called problem of board micro-management).

This board development element is especially linked to all other elements of
the board development cycle. Several aspects of creating and sustaining a strate-
gic focus must be integrated with each of the other elements. For example, the
issue of strategic focus and the board’s role is central to board design issues,
such as committee and role descriptions. But the challenge of strategic focus is
equally relevant when we recruit members to serve on the board. If a board does
not ensure that the members it recruits are able to work with an appropriately
strategic focus, then it is doomed to fighting an uphill battle for its entire tenure.

There are multiple ways that boards and their leaders can help to ensure
that the board works with and provides the strategic focus that the organization
needs. Useful resources are available at the Handbook’s Internet resource site.

Element F: Implementation: Engage Members to Do the Work

Certain aspects of board development are likely to be most effectively accom-
plished as the board and its members actually engage in the process of implemen-
tation; that is, doing the work planned and organized during the earlier stages of
board development. Key among them is the set of issues associated with engag-
ing and motivating members to play their roles—the entire process of handling
boardmembers as a special type of volunteer.We know quite a lot about volunteer
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management and what it takes to engage and motivate volunteers, yet, similar to
our tendency to ignore the extensive team development literature, we find that
most boards are not adequately attentive to matters of engaging the board mem-
ber as volunteer. (The guidance on volunteer management provided in Chapter
Twenty-Four is especially relevant to this point.)

Element G: Conduct Effective Meetings

The crucible within which boards do much of their most critical and essential
work is the meeting—the time during which board members come together to
organize and implement their work on behalf of the organization. Too long, too
short, too disorganized, too narrow, too unfocused—the complaints and con-
cerns are multiple and frequent. Meetings are among the most disliked elements
of board service for many members, yet the typical board chair or meeting leader
spends surprisingly little time organizing and conductingmeetings to ensure that
they are efficient and effective venues for board work. There are boards that have
developed strategies to use meetings to full advantage and to do so in ways that
are motivating and energizing for all who participate. These meetings capitalize
on the diverse and unique talents at the table, and they create a productive and
engaging environment that results in board accomplishment. Thesemeetings are
used as tools to advance board performance, and they are effectively organized
and conducted by chairs who have mastered the art of the effective meeting.

As with the topics of team development and volunteer management, there
is a practical body of literature that exists to help board leaders understand how
to organize and conduct meetings effectively. And as with team development,
board leaders as a group have tended to ignore the practical advice that this
literature offers for using the boardmeeting effectively. A few useful resources on
the topic of board meeting management are included in the Handbook’s Internet
resource website.

Element H: Assess and Enhance Board and Member Accountability

Accountability is an increasingly critical issue in all corners of the nonprofit
world, and it is an issue that boards must address at multiple levels. As noted
earlier in this chapter, new guidelines and expectations are being recommended
and sometimes even mandated by a myriad of actors, including state and
federal regulators, watchdog agencies, funders, and even constituent advocacy
groups. Growing pressures are developing across the sector for enhanced
“self-regulation.” But the effective board is not reacting to these external calls
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for accountability, it is taking the lead. A growing number of nonprofit boards
today are engaged in at least basic forms of self-assessment and development
(BoardSource, 2015), usually via some form of self-assessment and subsequent
development activity. Effective boards recognize both the imperative and
potential benefits of doing so.

Effective boards set goals for their own performance, both long and short
term, and they implement processes by which to assess their accomplishments
and evaluate how they could be more successful. Some boards have linked
self-assessment processes to gather information to assess whether board mem-
bers meet the expectations that they set (for example, attendance, personal
giving). Some board members are uncomfortable with such activities, but
a growing number support board self-assessment and consider such efforts
appropriate and beneficial. These boards are proactively developing their
own systems and practices for gathering performance information at multiple
levels—about organization performance, about board performance, and even
about the performance of individual board members. It is essential to point
out, however, that the focus of these systems is not merely on gathering and
presenting performance information with a “report card” mentality—it is about
using this information as the basis for refining and redesigning operations to
continuously improve effectiveness. A growing number of useful tools exist
to help boards engage in self-assessment initiatives. They include the Holland
and Jackson’s (1998) Board Self-Assessment Questionnaire that focuses on the
six competencies discussed earlier in this chapter; a BoardSource self-assessment
system that is based on Ingram’s ten core responsibilities of nonprofit boards
(Ingram, 2008) that now is available online; and the relatively new online Board
Check-Up system developed by board researchers Yvonne Harrison and Vic
Murray. (Details and links to all of these resources are available on the chapter’s
Internet resource site.)

Regardless of the specific tools and approach, effective boards take time on
a regular basis to reflect on what is working well and what might be improved,
and they use this information to help inform how they might refine their design
and practices to be of most value to the organization and to the board’s own
members. And this discussion is not couched in terms of “What’s bad?” or (even
worse) “Who’s to blame?” It is framed from a developmental perspective with a
focus on two key themes: (1) What does our organization need of us, in our next
generation of work as a board, to uniquely add value to the accomplishment of
the organization’s mission? and (2) How might we refine the way we are orga-
nized and do our work to make the most effective use of the resources that we,
as a board, have at our disposal? As the board considers its findings from the
assessment process, the next step is to use these findings to refine the board’s
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design for its next generation of work—which is the linkage to the focus of Ele-
ment A of the Board Development Cycle: Define the Work, Design the Board.

Where to Start?

A nonprofit organization might begin the development cycle with any of the ele-
ments, although there are two most likely phases at which a board will enter the
cycle. In the case of the new organization that is just beginning to organize its
board, leaders usually will begin (knowingly or not) with the work of Element
A: Define the Work, Design the Board. Those engaged in creating the board are
going to engage in some form of design, and their design will be based on some
sense of what the board’s work needs to be. They may be analytical and thought-
ful about the work to be done and choose the design that best advances it, or
they may simply imitate some other board design (too many boards simply copy
their bylaws from those of another organization without giving any thought to
whether those bylaws will be suited to the work their board needs to do). How-
ever it occurs, the fact is that some kind of design is adopted when an organization
officially starts its existence.

For the board of the nonprofit that has been in operation for some time,
it would be typical for the organization to enter the cycle at Element H: Assess
and Enhance Board and Member Accountability. This is the phase during which
the organization takes stock of its situation, assesses how well its design and actual
performancemeet the needs and expectations of the organization, and considers
what this means for its next generation of service. It is during this phase that
the organization determines whether changes are likely to be needed and, if so,
generates information that will inform the next phase of work.

Effective nonprofit agencies invest time, energy, and money in building
and sustaining their effectiveness. This section of the chapter has explained
how boards may be developed and sustained through the use of a board devel-
opment cycle comprising eight relatively sequential yet overlapping elements.
Each element adds unique value to the success of the board, each poses its own
design and development challenges, and each contributes in its own way to
board success.

Conclusion

Governance is a central and essential component of the leadership of nonprofit
organizations, and the boards of directors that engage in the work of governance
are central to the success of the organizations they serve. In this chapter I have
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provided a basic overview of the nature and scope of a typical nonprofit organi-
zation’s governance processes, including the basic ways that boards of directors
typically provide leadership and direction to their organizations, and explained
the ways that these roles can have an important impact on the success of the orga-
nization. I also have discussed a systematic approach to building and sustaining
the performance of a nonprofit board. There is no question that when knowl-
edgeable and motivated volunteers take the time to serve on nonprofit boards,
we all benefit. Likewise, serving as a member of a nonprofit organization’s board
of directors can be one of the most influential and enjoyable roles that any vol-
unteer can play, and the rewards of effective service accrue to both the volunteer
and their community. Such service, performed well, is essential to the future of
our organizations, our communities, and civil society.

Notes

1. The beginning of this chapter is adapted from the author’s chapter on “Governance
of Nonprofits” (Renz, 2004), and has been adapted with permission.

2. As with any general discussion of legal matters, we must present an important warn-
ing and disclaimer. This chapter is intended only to offer general information, and
its contents do not constitute legal advice. Boards and members with specific legal
questions and concerns should consult legal counsel and the relevant regulatory
authorities for definitive information and answers. Please also recognize that this
chapter focuses largely on nonprofit organizations in the United States. Laws and
legal expectations vary from state to state, even though a large number of states in
the United States have adopted nonprofit corporation laws that are based on the
same model statute, and nonprofit laws vary even more substantially from nation to
nation. It makes a significant difference where the organization was founded and
incorporated, and where it operates its programs and services. For further infor-
mation, please consult the reference and resource materials and Internet links that
are listed at the end of this chapter.
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CHAPTER SIX

EXECUTIVE LEADERSHIP

Robert D. Herman

Nonprofit organizations are distinctive forms of organization, differing
in fundamental ways from business and government. Like businesses,

nonprofit organizations engage in voluntary exchanges to obtain revenues and
other resources, and like governments, they often provide service with public
goods characteristics. Unlike businesses, nonprofit charitable organizations
have no conceptually clear maximization criterion. Unlike governments, they
cannot levy taxes. Robert Payton (1988) described philanthropy as voluntary
(private) action for the public purposes. Nonprofit organizations—particularly
those classed as 501(c)(3) publicly supported charities under the U.S. Internal
Revenue Code—are the chief instruments for actualizing philanthropy.

The distinctive character of nonprofit organizations presents special chal-
lenges for the executive (top staff) leadership of such organizations. A chief
executive, in conjunction with the board, must integrate the realms of mission,
resource acquisition, and strategy. To oversimplify but phrase the issue more
memorably, mission, money, and management are interdependent. Making progress
on mission achievement depends, in part, on the potential for resource acquisi-
tion. Any mission, no matter how worthy, is likely to fail if the organization lacks
necessary and sufficient resources to pursue it. Conversely, the acquisition of
some kinds of resources can influence the mission. Moreover, decisions about
strategies for acquiring resources must be consistent with the mission and ethical
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values of the organizations. Actions in one realm affect the other realms. The
leadership challenge is to see that decisions and actions in one realm are not
only consistent with those in other realms but also mutually reinforcing.

Obviously, leadership does not and cannot occur only at the top of an organi-
zation; however, leadership is fundamentally the responsibility of the chief exec-
utive and the board. In fact, the chief executive–board relationship is crucial
to effective organizational leadership. The chief executive position in nonprofit
organizations is usually demanding and difficult. Those demands and difficul-
ties can be more effectively met if CEOs both understand and develop the skills
to focus on the essential relationships and tasks it entails. In these pages, I first
describe the psychological centrality of CEOs. In spite of the formal hierarchical
structure that makes the CEO subordinate to the board, the day-to-day reality
as it is experienced by most CEOs, board members, and staff is that CEOs are
expected to accept the central leadership role in nonprofit organizations. This
often requires that CEOs take responsibility for enabling their boards to carry
out the boards’ duties.

Leadership issues are among the most studied and written about in manage-
ment and the social sciences generally. This chapter will not review the general
leadership literature, though it will rely on some findings that are especially ger-
mane to the position of nonprofit CEOs. By and large I will rely on research
that has specifically focused on CEOs of nonprofit organizations. I begin with a
description of the central role that CEOs perform in nonprofit organizations and
then consider the skills that differentiate effective chief executives from those
who are not as effective; those skills focus on the executives’ relation with their
boards. Next, I address the importance of executive leadership in the external
environment—specifying strategies for leadership across boundaries. I continue
by describing research on the “political” skills of effective CEOs and provide
guidelines for thinking and acting in politically effective ways. The importance of
this criterion of leadership is also examined in light of the hesitancy of chief exec-
utives to espouse or advocate political action as an important aspect of their lead-
ership. The closing summary emphasizes that the essence of effective executive
leadership is a responsive external orientation in which the strategies pursued
are directed at the tasks of mission accomplishment and resource acquisition.

Executive Centrality

Similar to other formal organizations, a nonprofit organization is typically
understood as necessarily hierarchical, with the board of directors in the supe-
rior position. The board is expected to define mission, establish policies, oversee
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programs, and use performance standards to assess financial and program
achievements. The chief executive is hired to assist the board and works at
the board’s pleasure. This conception is the application of what organizational
theorists have labeled the “purposive-rational” model (Pfeffer, 1982) or the
“managed systems” model (Elmore, 1978) to nonprofit organizations. This
model, generally derived from Max Weber’s description of bureaucracy (1946),
as well as the nature of many organizations over the last century or two, con-
ceives of organizations as goal-directed instruments under the control of rational
decision makers where responsibility and authority are hierarchically arranged.
This rational, managed systems model is also the commonplace or conventional
“theory” of many organizational participants. It is how, many people believe,
organizations do and should work.

Much of the substantial normative literature on nonprofit boards accepts this
conventional model (for example, Houle, 1997, and Carver, 1997), putting the
board at the top of the hierarchy and at the center of leadership responsibility.
Based on a legal requirement and a moral assumption, the normative literature
has advanced a heroic ideal (Herman, 1989) for nonprofit boards. As Hopkins
and Gross explain in greater depth in Chapter Two of this volume, United States
law holds that a nonprofit board is ultimately responsible for the affairs and con-
duct of the organization. The moral assumption is that the board conducts the
organization’s affairs as a steward of the public interest, in a manner consistent
with the wishes and needs of the larger community. Notwithstanding the wide dis-
semination of this normative model, a substantial body of research over the past
three decades (for example, BoardSource, 2015) shows the actual performance
of boards often falls short of the ideal and is a source of concern and difficulty
for chief executives. Much of this literature has been reviewed and summarized
by Ostrower and Stone (2006) and Renz and Andersson (2013). Further, as they
state in a report on a 2011 survey of more than three thousand U.S. nonprofit
chief executives, Cornelius, Moyers, and Bell found that 67 percent planned to
leave their jobs within five years and an additional 7 percent already had given
notice to their boards and were in the process of leaving their organizations.
In both this survey and an earlier (2006) iteration, they found executive dissatis-
faction with board performance to be strongly correlated with chief executive
turnover (Bell, Moyers, and Wolfred, 2006). Clearly the relationship between
chief executives and their boards can be a difficult one.

The notion that chief executives are simply agents of the board cannot
be supported. Recognizing that the relationship between boards and chief
executives is more complex than the normative model envisions, many people
have invoked a “partnership” or “team” metaphor to describe (and prescribe)
the executive-board relationship. Such terms are more appropriate than
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the conventional model’s depiction of the relation as superior-subordinate.
However, the partnership and team conceptions remain misleading.

Middleton (1987, p. 149) used the phrase “strange loops and tangled
hierarchies” to describe more accurately the complex executive-board rela-
tionship. Boards retain their legal and hierarchical superiority (and sometimes
must exercise it), whereas executives typically have greater information, more
expertise, and a greater stake in and identification with the organization.
Thus each party is dependent on the other, but they are not exactly equals.
This complex, interdependent relation is not fundamentally changed even
when nonprofit organizations adopt the corporate model of designating the
chief executive “president” and letting the executive vote on board decisions.
Ostrower’s study (2007) of U.S. nonprofit organizations based on a stratified
sample drawn from the IRS form 990 database found that having CEOs as
voting board members is negatively associated with the accountability practices
of having an audit, a conflict of interest policy, and a whistle-blower policy,
indicating some shortcomings of that practice.

The complex executive-board relationship can be better understood,
and more effective standards and practices relating to the executive-board
working relationship can be developed, if other organizational models are
used. Herman and Renz (2004, 2008) have found that a “social constructionist
model” of organizations provides important insights into the chief executive’s
organizational role and the dynamics of effective executive-board relations. In
contrast to the managed systems model, the social constructionist perspective
abandons assumptions of hierarchically imposed order and rationality, empha-
sizing that what an organization is and does emerges from the interaction of
participants as they attempt to arrange organizational practices and routines
to fit their perceptions, needs, and interests. The social constructionist model
recognizes that official or intended goals, structures, and procedures may exist
only on paper. Actual goals, structures, and procedures emerge and change as
participants interact and socially construct the meaning of ongoing events.

In research on critical events in nonprofit organizations Heimovics and Her-
man (1990) studied the “self-serving” hypothesis, which holds that individuals
see themselves as causes of successful outcomes and others or luck as responsible
for failure. In studying local nonprofit charitable organizations, they found that
in successful events board presidents, chief executives, and senior staff credited
chief executives with contributing the most to that outcome, although presi-
dents and staff also attributed high responsibility to themselves. In unsuccess-
ful events, board presidents and staff, consistent with this hypothesis, saw the
chief executive as most responsible, assigning less responsibility to themselves
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or to luck. However, in the unsuccessful events, chief executives assigned more
blame to themselves than to others. Accepting responsibility for things not going
well is very unusual (and may contribute to burnout and turnover). In short, all
(including chief executives themselves) see the executive as centrally responsible
for what happens in nonprofit organizations. What does the reality of executive
centrality imply for more effective action?

I believe that two possibilities are indicated. One, since chief executives are
going to be held responsible, they should take full control, running things as
they think best. The board then becomes either the proverbial rubber stamp or
a combination rubber stamp and cash cow. Obviously, there are many instances
of this manipulative pattern. Alternatively, since chief executives are going to
be held responsible and since they accept responsibility for mission accomplish-
ment and public stewardship, they should work to see that boards fulfill their
legal, organizational, and public roles. I believe that this second implication is
the much wiser choice. Not only is it consistent with legal and ethical duties, but
it is also more likely to enhance organizational effectiveness. I am not advocating
that chief executives dominate or “demote” their boards. Boards, in addition
to their legal and moral duties, can contribute a great deal to achieving their
organizations’ missions. What the research results and experience demonstrate
is that chief executives can seldom expect boards to do their best unless chief
executives, recognizing their centrality, accept the responsibility to develop,
promote, and enable their boards’ effective functioning.

Board-Centered Leadership Skills of Chief Executives

The view that chief executives must often enable and develop their boards’
abilities to carry out their duties and responsibilities is based on research
on the leadership skills of effective nonprofit chief executives. Herman and
Heimovics (1990) wanted to determine what behaviors or skills distinguished
especially effective nonprofit chief executives from others. A sample of espe-
cially effective chief executives was created by asking several knowledgeable
participants in a metropolitan nonprofit sector to identify executives they
judged to be highly effective. The nominators held positions—such as heads
of foundations, federated funding agencies, technical assistance providers, and
coalitional organizations—that required them to make and act on judgments of
executive effectiveness. Chief executives who received at least two independent
nominations as highly effective were included in the effective sample.
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A comparison sample was selected from among executives who received no
nominations and who had held their position for at least eighteen months. Exec-
utives from both the effective and comparison samples were interviewed, via the
critical event approach. The transcribed interviews were coded by trained raters
to note the presence of various leadership behaviors by using an inventory devel-
oped by Quinn (1983). Recognizing that a CEO’s relationships with the board
and staff would probably differ, the raters coded executive leadership in relation
to each.

The results confirmed the importance of distinguishing between exec-
utive leadership in relation to the board and the staff. Analysis showed that
executive leadership in relation to staff and in relation to the board are inde-
pendent and distinct factors. Effective and comparison executives differed little
in leadership with their staffs. The most important finding was that the effective
executives provided significantly more leadership to their boards. This does not
mean that the effective executives ordered their boards around. Rather, as the
descriptions of their behavior in the critical events showed, the effective exec-
utives accepted responsibility for supporting and facilitating their board’s work.
The effective executives valued and respected their boards. As a result, they see
their boards as at the center of their work. Their leadership is board-centered.

The comparison executives’ relations to their boards often fit the pattern
described by Murray, Bradshaw, and Wolpin (1992) as that of CEO dominance.
In an Israeli study of nonprofit chief executives, Iecovich and Bar-Mor (2007)
found CEO dominance to be the most common pattern and that although
a number of variables were related to CEO dominance in bivariate analyses, in a
regression analysis only the number of hours spent by the board chair in his or her
dutiespredicted (negatively)CEOdominance. Ina fewcases theboards seemed to
dominate the CEO.

The following six behaviors specifically characterize the board-centered lead-
ership of the especially effective executives:

• Facilitating interaction in board relationships. The effective chief executive is
aware of, and works to see that board members engage in satisfying and
productive interaction with each other and with the executive. The executive
is skilled at listening (that is, at hearing the concerns behind the words) and
at helping the board resolve differences.

• Showing consideration and respect toward board members. The effective executive
knows that board service is an exchange and seeks to be aware of the needs of
individual board members. The executive also works with the board president
to find assignments that meet those needs.
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• Envisioning change and innovation for the organization with the board. Given their
psychological centrality and their centrality in information flows, chief exec-
utives are in the best position to monitor and understand the organization’s
position in a changing environment. However, appropriate response to this
external flux requires that board members be apprised of the trends, forces,
and unexpected occurrences that could call for adaptation or innovation. The
executive encourages the board to examine new opportunities and to look
for better ways of doing things and better things to do. In short, the execu-
tive challenges the board consistently to think and rethink the connections
among mission, money (and other resources), and management strategy.

• Providing useful and helpful information to the board. In addition to the usual rou-
tine information, such as financial statements, budget reports, and program
service data, boards need relevant and timely information that can aid in deci-
sionmaking. Since the executive will have access to a great deal of information
of all kinds and quality, he or she must find ways of separating the important
from the trivial and of communicating the important to the board. One key
rule followed by effective executives is “no surprises.” The temptation to hide
or delay bad news is understandable, but it must be resisted. Effective exec-
utives realize that problems are inevitable and know that by sharing the bad
news, solutions are more likely to be found.

• Initiating and maintaining structure for the board. Like other work groups, boards
require the materials, schedules, and work plans necessary to achieve their
tasks. Effective executives take responsibility to work with the board president
and other members to develop and maintain consistent procedures. In many
effective organizations, the board has annual objectives. It is important that
the chief executive support the work of the board in reaching those objectives.

• Promoting board accomplishments and productivity. The effective executive helps
set and maintain high standards (about attendance, effort, and giving).
Through the board president and committee chairpersons, the executive
encourages board members to complete tasks and meet deadlines.

These findings, based on research on nonprofit charitable CEOs, are
reinforced by the results of research in general leadership. Based on his review
and integration of the literature Yukl (2012) has concluded that several skills are
the most important leadership functions of effective managerial leaders. Among
those are (1) creating alignment on objectives and strategies, (2) building task
commitment and optimism, (3) building mutual trust and cooperation, (4)
strengthening collective identity, (5) organizing and coordinating activities,
(6) encouraging and facilitating collective learning, and (7) developing and
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empowering people. The similarities of these behaviors to those discussed
earlier are obvious.

Executives who have (somehow) learned how to use these leadership skills
in relation to their boards, as well as their staffs (including volunteers), have
hard-working, effective boards. It is not clear how some chief executives learned
these board-centered leadership skills. Perhaps they had coaching in such skills
by a mentor who has those skills. Perhaps they are people who have always been
attentive and responsive to others. Perhaps they have developed such skills based
on tacit knowledge (or intuition). Ritchie, Kolodinsky, and Eastwood (2007)
found that nonprofit chief executive intuition was positively related to three of
four organizational effectiveness measures. Clearly, work on understanding how
board-centered leadership skills are developed is needed.

Leadership Across the Boundaries:
Impact in the External World

As noted above, the board-centered executive is likely to be effective, in large part,
because he or she has grasped that the work of the board is critical in adapting to
and affecting the constraints and opportunities in the environment. In short,
the effective executive knows that leadership is not solely an internal activity.
Research specifically on nonprofit charitable CEOs (see Herman andHeimovics,
1990, 1991), as well as other research, suggests a number of specific strategies for
enhancing external impact.

Spend Time on External Relations

Spending time on external relations may seem too obvious to deserve mention.
However, both systematic evidence and experience show that routine activities
and the inevitable day-to-day office problems can easily absorb nearly all an
executive’s time. Executives must learn to delegate much of the management
of internal affairs and focus on the external. Dollinger (1984) found that small
business owners and managers who spent more time on boundary-spanning or
external activities were more successful.

Develop an Informal Information Network

Information about what happened in the past (such as is found in financial
statements and program evaluations) is important, but information about what
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might happen in the future (whether that future is next week or next year) is
even more important. Information on possible futures is much more likely to be
widely scattered, partial, and ambiguous. To acquire, evaluate, and integrate this
“soft” information, executives (and others) need to communicate with govern-
ment agencies, foundations, accrediting bodies, professional associations, similar
nonprofit organizations, and so forth. They must attend meetings and lunches,
breakfasts, and legislative sessions.

Important, useful information is more likely to flow when the parties are
more than acquaintances. Face-to-face communication helps build reciprocal
credibility and trust.

A successful network is built and sustained when people are willing and able
to understand and accept the interests of others, and it requires exchanging reli-
able information without violating confidentiality. It means not only investing
time but also helping others with their concerns in exchange for help with your
own. AsHuff (1985) observes, a network is important formore than sharing infor-
mation. Networks are also deeply involved in making sense of an often rapidly
changing field. Different kinds of information are available from different parts
of an organization’s environment. Information gleaned from a professional asso-
ciate will be different from that available from a corporate giving officer. Both are
likely to be important to a particular policy or program delivery issue. The whole
network has an important role in defining emerging issues and in pointing the
way to new program practices.

Know Your Agenda

Strategic planning provides organizations with a rational process for deriving spe-
cific goals and objectives from their missions. Thus the strategic plan structures
the executive’s work. Both Kotter (1982) and Huff (1985) found that executives
supplement the strategic plan with agendas that are both more immediate and
more long-range. The executive’s agenda, whether taken directly from the plan
or consistently supplemental to it, provides a short list of goals or outcomes that
the executive sees as crucial. Knowing and using the agenda to focus work offers
a basis for effectively allocating time and effort. A limited, focused agenda also
helps bring order and direction in a complex and rapidly changing environment.
Concentrating on the agenda also allows the executive to use external interac-
tions to advance those goals. Huff (1985) has described three strategies effective
executives often employ in advancing their agenda as (1) dramatizing events,
(2) “laying a bread crumb trail,” and (3) simplifying.
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Dramatizing events entails calling attention to the relationship between net-
working events and the executive’s agenda. For example, an executive who wants
to add staff fluent in Spanish to expand services to Spanish-speaking communi-
ties might send information about growth in the city’s Latino population and its
service needs to board members. The executive might also feature a digest of
such stories in the organization’s newsletter and see that the newsletter goes to
regular funders. The key is to dramatically or memorably connect public issues
to the organization’s agenda.

Another good example of how to dramatize events comes from the chief
executive of an agency serving the developmentally disabled. She encouraged a
friend who taught creative writing at a local university to engage a class in devel-
oping a story about a day in the life of her agency. The story was included in
the materials made available to those attending an annual banquet and awards
dinner for the organization. The story was presented to many stakeholders and
others to give them a “real feel for the work of the agency.” Clearly, the executive
director had additional uses for the story. The description skillfully catalogued
the creative work of a staff constrained by limited resources. Copies of the story
became part of the publicity program of the agency and were included in reports
to funders and in grant applications.

Just as dramatizing external events is a way of focusing attention, so is the
“laying of a bread crumb trail.” Over time, through various communications, a chief
executive points the way to an important decision. As Huff (1985, p. 175) puts
it, organizational action requires that an executive edit his or her concerns “into
a smaller number of items that can be comprehended by others. Repetition of
these concerns is almost always necessary to gain the attention of others and con-
vince them of serious intent.” Such a strategy is probably widely applicable, but
we find it especially germane in executive-board relations.

Consider, for instance, the strategy of the chief executive of an organization
that operates group homes for the mentally ill. The organization’s original facil-
ity, called Tracy House, was an old building in great need of repair. Operations at
the house did not quite break even. Surpluses from the operation of other facili-
ties covered the shortfall. The executive, based on what he was hearing from the
network of licensing, funding, and accrediting bodies, believed that new stan-
dards would require modifications that, combined with no growth in state daily
rates, would mean operating the facility at a larger deficit. So he began laying
a bread crumb trail for board members, both formally in board meetings and
informally in conversations in other settings. Part of his problem was that a few
board members had a strong emotional attachment to Tracy House; they had
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personally painted it and made repairs to meet licensing standards. Instead of
pointing out again that Tracy House was decrepit, he provided an update on the
state funding prospects, noting the financial implications for each facility, which
made the burden of carrying the home’s deficit obvious. Some time later, he
mentioned the possibility of federal housing funds becoming available for group
home construction, observing that this would permit the organization to “get out
from under” Tracy House. In this way, when the decision was finally made to sell
Tracy House, it was a foregone conclusion. The trail of markers not only defined
and focused the issue but also brought everyone to the same conclusion, making
what could have been a painful decision easy.

The last strategy identified by Huff is to keep things as simple as possible. A com-
plex and interdependent world enhances the tendency for inaction and drift.
Before we can make a decision about X, we have to see what happens with Y, and
Y depends on what A and B do. To make decisions and take action, individuals
must risk simplifying the situation. As Huff (1985) observes, behaving as though
the situation is simpler than you know it to be can help bring about more sim-
plicity. Acting in relation to the agenda is an important way of simplifying, or
creating order in a disorderly world.

Improvise and Accept Multiple Partial Solutions

The point of leadership across the boundary is to position the organization in the
larger environment and match its capabilities with the demands for its services
and the resources available. Of course, the inevitable fact is that neither organiza-
tional capabilities nor environmental demands and resources are static. A short,
clear agenda and the strategies to carry it out provide a compass pointing the
way to where the executive, who has integrated to the greatest extent possible
the preferences of the stakeholders, wants to go.

The metaphor of the compass, however, is not complete because the
executive (reflecting the stakeholders’ varying preferences) wants to go to
several places. For example, the agenda might include increasing total revenues,
diversifying revenue sources, acquiring a new facility, and expanding a particular
program. Not only are these different goals, but there are likely to be different
paths to each. Furthermore, the most direct path to one may make paths to
the others longer or more difficult to find. Finding the combination of paths
that most efficiently leads to goals may often be beyond calculation, particularly
when the environment keeps changing. The upshot is that executives must
sometimes be willing and able to improvise, to take an unexpected path when
it presents itself. Sometimes chief executives find they cannot, at least within a
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crucial period, reach a goal in exactly the form imagined. As Huff (1985, p. 167)
observes, an “administrator’s ability to perceive issues is almost always bigger
than the ability to act on issues. As a result, the administrator often must be
content to work on a small part of the larger whole.” That is, sometimes the
organization may have to go someplace a little different from what was at one
time imagined because that is where the only available path leads. Huff suggests
that a “specific action should rarely be taken unless it is compatible with several
different issues” (p. 168). Or in the terms of our metaphor, an action that leads
to movement on paths to two or three places at once is particularly useful.

For an especially compelling illustration of this sort of creative leadership,
consider the case of a nonprofit organization that required a facility with large
spaces. For several years, the organization used an old warehouse that a business
corporation provided for free. However, the corporation made it clear that it
was interested in selling the warehouse and that the organization might have to
relocate. As a few years passed and the corporation lacked success in selling the
warehouse and had little apparent necessity for doing so, the issue of obtaining a
suitable, more permanent facility was increasingly put on the back burner. One
day, the chief executive received a call from a corporate officer saying that a tenta-
tive agreement to sell the warehouse had been reached and that the organization
would have to vacate in six months. The first thing the chief executive did was to
call the board. Staff members were also quickly informed to avoid the spread of
rumors. The chief executive found that many board members and staff assumed
that the organization should try to find another old warehouse. However, the
executive knew that old warehouses had disadvantages: high energy costs, lack of
parking, inaccessibility, and so forth. The executive thought this was an excellent
opportunity to rethink what sort of facility would be most appropriate.

After conferring with the board chairman and other key board members, a
facility planning committee was formed. The executive was interested in connect-
ing the facility issue to other agenda issues, especially those of enhancing collabo-
ration with other community organizations and adding a demonstration day-care
program for children. As the facility planning committee identified alternative
ways of securing a replacement facility and the costs associated with each, a board
member suggested that the executive meet with an official from a local com-
munity college. Although the college was not in the same service field as the
organization, the college had enough money available through a bond issue to
construct a new building but not enoughmoney to finish and equip the building.
Following quick negotiations, the organization agreed to provide funds to finish
and equip the facility in exchange for a ten-year lease of two floors at a very low
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rental rate. This solution, although not perfect, moved the organization along
on several agenda issues simultaneously. This progress was achieved because the
executive worked with and through the board and linked action on one issue
with progress on others.

Promote Responsiveness to Stakeholders

In studying the effectiveness of nonprofit charitable organizations, Herman and
Renz (2004) adapted an instrument developed by Tsui (1984). In an important
study of managerial effectiveness Tsui, Ashford, St. Clair, and Xin (1995) used
her instrument to measure how those who work with a (“focal”) manager assess
the effectiveness of that manager. The items Tsui, Ashford, St. Clair, and Xin
used asked respondents (in their study, respondents were subordinates, peers,
and superiors of the focal managers) to assess the extent to which the manager
was performing the way the respondent would like, was meeting the respondent’s
expectations, and extent to which the respondent would change how the man-
ager behaved.

The study identified several strategies managers might use when facing
discrepant or conflicting expectations from stakeholders, including making an
extra effort to meet expectations, trying to influence expectations, explaining
actions, distorting feedback from stakeholders, revising their own expectations
downward, and avoiding dissatisfied stakeholders. They collected data from and
about mid-level managers in both business (94 managers, 713 respondents)
and government (316 focal managers, 1,906 respondents). Their results showed
that extra effort was very strongly related and explained action strongly related
to effectiveness ratings, whereas avoidance and trying to influence stake-
holder expectations were negatively related to effectiveness (because distorting
feedback and revising expectations are not observable by stakeholders these
strategies were not studied).

Their results also showed that managers who were rated as frequently using
extra effort and explanation seldom used avoidance or attempted influence,
and vice versa. Managers were also found to behave consistently with all types
of stakeholders. These results, demonstrating that individuals judge managerial
effectiveness of the basis of the responsiveness to their expectations, seemed to
Herman and Renz (2004) likely to apply throughout an organization. Nonprofit
leaders, chief executives, and boards who practice responsiveness are likely to
encourage and promote such practices throughout the organization.

Herman and Renz (2004) found that an adapted instrument measuring
stakeholder judgments of organizational responsiveness was highly correlated to
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a different measure of organizational effectiveness, including for institutional
funders as well as board members and senior staff. Although they collected
no direct evidence on whether organizational members exhibited extra effort,
explained actions, or engaged in other ways of being responsive to stakeholders,
this set of results (from Herman and Renz and Tsui, Ashford, St. Clair, and
Xin) seems strong enough to warrant including promoting responsiveness to
stakeholders, as well as external stakeholders, as a skill for chief executives (and
others) to develop and practice.

These five admonitions are also reinforced by Yukl’s integration of the
general leadership literature (2012). Among the skills he concludes were most
important for effective managerial leadership are helping interpret the meaning
of events and obtaining necessary resources and support. These skills seem, in
the case of nonprofit CEOs, especially relevant with regard to relations with
external stakeholders, although they could also be included in the list presented
pages 172–173, as some of the skills listed there could be listed here as well.

In emphasizing the importance of externally oriented leadership, I do not
wish to suggest that internal operations can be ignored by chief executives.
However, I believe that nearly all executives and boards are well aware of the
importance ofmanaging internal operations well. What seems to be less well com-
prehended is the importance of understanding and influencing, when possible,
people and systems beyond the organization’s boundaries. Effective executive
leadership beyond the boundaries is based, in part, on a “political” orientation
and on political skills. In the next section, I define what I mean by a political
orientation, describe research that finds effective executives are more polit-
ically skillful than others, and suggest how executives can enhance their
political acumen.

Using the Political Frame

Research has shown that not only do successful executives provide significantly
more leadership for their boards than those not deemed especially effective, but
they also work with and through their boards to position their organization in its
environment. Special effort is extended externally across the boundaries of the
organization to manage the organization’s dependence on the factors that deter-
mine the availability of the resources to carry out the mission and to establish the
legitimacy of the organization. In short, effective executives cross boundaries to
seek and act on opportunities in the environment to help shape the future health
and direction of the organization.
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Effective executives have been found to be more likely than other executives
to “frame” their orientations toward external events in political ways. This polit-
ical orientation helps explain how effective executives work “entrepreneurially”
to find resources and revitalize missions for their organizations.

Effective chief executives use a political frame to understand and deal with
the challenges of resource dependency their organizations face (Heimovics,
Herman, and Coughlin, 1993; Heimovics, Herman, and Jurkiewicz, 1995). A
multiple-frame analysis for understanding organizations and leadership, devel-
oped by Bolman and Deal (2013), forms the basis for understanding the political
orientation of the effective executive. Bolman and Deal identify four distinct
organizational perspectives, or “frames,” that leaders may adopt to think about
the many realities of organizational life: (1) structural, (2) human resource, (3)
political, and (4) symbolic. Knowledge of these frames, their various strengths,
and their appropriate use can help leaders understand and intervene in their
organizations more effectively. The following brief discussion summarizes
these frames.

In the structural frame, clarity in goal setting and role expectations provides
order and continuity in organizations. Clear procedures and policies and the view
of the organization as a rational and hierarchical system are characteristic of this
frame. Adherence to accepted standards, conformity to rules, and the creation of
administrative systems confer on the organization its form and logic. Following
procedures (for example, personnel systems and board performance standards)
to define individual and organizational effectiveness is also characteristic of this
frame, as is the emphasis on certainty in mission and clarity of direction. Leaders
who rely strongly on the structural frame regard effectiveness as largely deter-
mined by clear procedures and clear goals.

According to the human resource frame, people are the most valuable resource
of any organization. The effective leader, as defined by this frame, searches for
an important balance between the goals of the organization and the hopes and
aspirations of its members by attending to individual hopes, feelings, and pref-
erences, valuing relationships and feelings, and advocating effective delegation.
Nonprofit leaders who use this frame believe in delegation because it not
only “empowers” others to take initiative but also provides opportunities for
personal growth and development. This frame defines problems and issues in
interpersonal terms and encourages open communication, team building, and
collaboration.

The political frame assumes ongoing conflict or tension over the allocation of
scarce resources or the resolution of differences—most often triggered by the
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need to bargain or negotiate to acquire or allocate resources. As viewed within
the political frame, conflict resolution skills are necessary to build alliances
and networks with prominent actors or stakeholders to influence decisions
about the allocation of resources. The informal realities of organizational life
include the influence of coalitions and interest groups. Politically oriented
leaders not only understand how interest groups and coalitions evolve but can
also influence the impact these groups have on the organization. Those who
use the political frame exercise their personal and organizational power and are
sensitive to external factors that may influence internal decisions and policies.

According to the symbolic frame, realities of organizational life are socially
constructed. Organizations are cultural and historical systems of sharedmeaning
wherein group membership determines individual interpretations of organi-
zational phenomena. Organizational structure, politics, and human relations
are inventions of the cultural and historical system. Leaders evoke ceremonies,
rituals, or artifacts to create a unifying system of beliefs. This frame calls for
charismatic leaders to arouse “visions of a preferred organizational future” and
evoke emotional responses to enhance an organization’s identity, transforming
it to a higher plane of performance and value (Bass, 1985).

Heimovics, Herman, and Coughlin (1993) began research on the use
of frames by revisiting the critical-incident interviews that served as the source of
data for Herman and Heimovics’s (1990) work on board-centered behaviors
and the psychological centrality of the chief executive. Analysis revealed that the
structural frame was the dominant frame for both the effective and comparison
executives. The substantial reliance on the structural frame may be a reflection
of the attention paid by both groups of executives to aspects of events that may
be relatively close at hand, immediately demanding, and perhaps amenable
to action.

The use of the political frame differed significantly, however, between effec-
tive and comparison executives. The comparison executives were almost twice
as likely to employ the structural frame and 70 percent more likely to use the
human resource frame than the political frame. By contrast, the political frame
was the secondmost common frame for the effective executives, who were almost
as likely to use it as the structural frame.Most significant, effective executives were
twice as likely as the comparison executives to engage in actions defined by the
political frame.

The findings on the substantial use of the political frame by effective exec-
utives are reinforced by additional data. Most of the critical events described
by both groups of executives occurred in the environment external to their
organizations. Both effective and comparison executives were more likely
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to choose an external event than an internal event to describe as critical.
Examples of environmental events were usually incidents that dealt with the
challenges of resource dependency, such as mergers, alliances, fundraising
strategies, legislative lobbying, collaboration with other agencies, relations
with government officials, new program developments, or program decline.
These kinds of events were distinguished from internal critical events, such as
a personnel action or problems with implementing an administrative system or
procedure. Analysis of the data by location of events (internal or external) was
undertaken to determine whether this variable explained differences in frame
use. Again, significant differences between in the use of the political frame were
found in the two groups of executives. Comparison executives were substantially
less likely to rely on the political frame than the effective executives were when
dealing with events in the external environment of the organization, where the
political frame is often likely to be most important.

Effective executives not only reliedmore on the political frame but also dealt
with events in more cognitively complex ways than those not deemed to be espe-
cially effective. That is, effective executives integrate and employ multiple frames
and do not rely on single perspectives, as the comparison executives do. It seems
very likely that the use of multiple frames by effective executives contributes to
a deeper understanding of the complexities and volatility of the leadership chal-
lenges faced in the fast-changing and complicated environment of nonprofit
organizations. The ability of nonprofit executives to understand and act politi-
cally, as well as through other frames, in relation to complex sets of interrelated
actors helps explain why some executives are more effective than others.

Heimovics, Herman, and Jurkiewicz (1995) provide an interesting extension
to the findings about the political orientation of effective chief executives. They
conducted a second, independent four-frame analysis of the interviews using
Argyris’s distinctions between espoused theories and theories-in-use. For Argyris
(1982), espoused theories are values and actions about which individuals are con-
scious and aware and which they often use to describe (their) effective leadership
as distinct from what they might actually do, their theory-in-use. An espoused
theory could be considered a personal philosophy or a statement of a leadership
belief, but it is not necessarily a description of a particular action taken. Argyris
has shown that commonly there are incongruities between what people espouse
as their leadership action and how they actually behave. This was the case in this
research.

Recall that effective executives were twice as likely as the comparison exec-
utives to engage in actions defined in the political frame. However, both sets
of executives were much more inclined to present (espouse) their leadership
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from the structural and human resource frame than the political. Furthermore,
both the effective executives and those not deemed especially effective enacted
more political behavior than they espoused. In summary, whereas the use of the
political frame was the most strongly distinguishing criterion of executive effec-
tiveness, executives without respect to effectiveness acted in political ways and
advocated a less politicized philosophy. Why might this be the case?

The espoused structural frame argues for the importance of rationality and
the values of structures that best fit organizational purposes and environmen-
tal demands. Apparently, nonprofit executives prefer to present themselves as
structured and orderly and embracing of the human resource frame. Perhaps it
is important to appear as if one is ordered and rational and concerned about
others regardless of whether one predominantly behaves that way. Pfeffer (1981,
2010) argues that power is most effectively exercised unobtrusively and that overt
political pronouncements are divisive and likely to bemet with challenges.Wrong
(1988) distinguished between political operatives who say and those who do. He
concludes that the doers are more effective. In short, it may be important and
effective to act in accordance with the political frame; it may not be acceptable to
espouse this frame as part of a leadership philosophy. Nonetheless, the research
clearly suggests that nonprofit executive leadership effectivenessmust encompass
the ability to operate within a political framework, regardless of the proclivity to
espouse a political agenda.

Summary

Nonprofit leaders continually face the challenge of integrating mission, money,
and management strategy. Both boards and chief executives play crucial and
interdependent roles in meeting this continuing challenge. Both must ask,
“How well are we collectively meeting our responsibilities—to define and
refine the organization’s mission, to secure the resources necessary to achieve
our mission, and to select and implement strategies appropriate to and effective
in mission accomplishment and resource acquisition?” Chief executives must ask
this question not only of themselves but also in relation to their boards. Are their
boards meeting these responsibilities? If the answer is yes, a chief executive will
surely want to understand how this happy state of affairs has been achieved and
take pains to see that it is maintained. If the answer is no, a chief executive will
want to consider the following four fundamental executive leadership strategies.
The research described here suggests that executives who use these strategies
are more likely to lead organizations that effectively meet their responsibilities.
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• Effective executives accept and act on their psychological centrality. The research
shows that chief executives, board members, and others often regard the
chief executive as primarily responsible for the conduct of organizational
affairs. This is, I’m sure, a frequent fact of life in nonprofit organizations, no
matter how strongly any of us might want it to be otherwise. This fact suggests
that chief executives must often accept the responsibility for enabling their
boards to carry out their leadership roles.

• Effective executives provide facilitative leadership for their boards. Boards can make a
difference in how nonprofit organizations meet the challenge of integrating
mission, money, and management. Boards are much more likely to be active,
effective bodies when they are supported by a chief executive who, recognizing
his or her psychological centrality, is willing and able to serve the board as
enabler and facilitator.

• Effective executives emphasize leadership beyond their organizations’ boundaries. Given
the extensive dependence of nonprofit organizations on their external envi-
ronment, executives generally recognize the importance of “networking” and
other external activities for understanding the changes in that environment.
Beyond the information-gathering value of external relations, some executives
recognize the importance and value of affecting events in the environment.
Exercising external leadership is difficult and demanding, since executives
often can bring little, if any, financial or political power to bear. The leadership
resources they are likely to have in greater abundance are expertise, trustwor-
thiness, the moral stature of their organizations, skills in coalition building
and conflict resolution, and their organizations’ responsiveness to external
stakeholders.

• Effective executives think and act in political ways. Effective executives are realists.
They recognize and accept that their organizations and the larger world are
composed of groups with differing interests. Thus an important part of the
leadership role consists of building coalitions, bargaining, and resolving con-
flicts. Politically astute executives are not immoral or manipulative. However,
they are comfortable with the fact that interests differ and sometimes conflict.
They are also comfortable with and skilled at negotiating, compromising, and
forming alliances, although they are unlikely to proclaim these political skills
as an aspect of their leadership strategies.

These four executive leadership strategies are highly interrelated. An
executive who enhances his or her board-centered leadership skills is also likely
to become more attentive to externally oriented leadership. An executive who
becomes more active in and skilled at leadership in the external environment
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will be likely to develop more politically oriented ways of thinking and behav-
ing. Obviously, these skills are increments to a solid base of other knowledge
and skills, such as those of program services, financial management, human
resource management, fundraising, planning, evaluation, and the like. These
board-centered, external, and political leadership skills are what distinguish
especially effective nonprofit chief executives.
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CHAPTER SEVEN

ETHICAL NONPROFIT MANAGEMENT

Core Values and Key Practices

Thomas H. Jeavons

Since the mid-1980s, scandals in the nonprofit sector and the corporate world
have given rise to heightened concerns about ethics, accountability, and pub-

lic trust for all types of organizations. Charitable organizations and those who
run them have behaved badly on occasion before, but they have probably never
received such intense public scrutiny as over the last quarter-century. Now, in an
era of twenty-four-hour news networks, Internet news feeds, and social media,
even small missteps can become major public relations nightmares. Moreover,
the public’s readiness to believe the worst about most institutions has been rein-
forced by the pervasive evidence of the greed and moral myopia of major corpo-
rations that contributed to the “great recession” and to the widespread economic
chaos and human suffering it created.

High-profile ethical scandals involving nonprofits, and the damage they can
cause, have been seen before. During the 1990s, following the United Way of
America scandal, the public’s faith in nonprofit institutions generally fell. Then,
in the aftermath of efforts to make nonprofits more accountable, there was some
rebound in public trust (Independent Sector, 2002). But since the beginning of
the new century the frauds, abuses of power, failures of governance, and evasions
of accountability that were so evident in cases like those of the American Red
Cross, the Smithsonian, and the Catholic Church (to name just a few prominent
examples) have generated reasons for public faith in nonprofits to erode again.

Since 1973 a significant decline in public confidence in many major
institutions has been widespread (O’Neill, 2009, pp. 251–252). This represents

188 The Jossey-Bass Handbook of Nonprofit Leadership and Management, David O. Renz and Robert D.
Herman
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a real problem for government and business, but even more so for nonprofits.
Why more so for nonprofits? Because nonprofit organizations—at least public
charities (the 501(c)(3)s)—are especially dependent on the public’s trust and
goodwill to gain the support they need for the work they do. These organizations
are sometimes described as “values-expressive,” as being instrumental and
critical to building “social capital” (a concept that centers on trust), and as
being instruments of collective action for serving the public good (Lohmann,
1992; Payton & Moody, 2008; Putnam, 2000). If they are not organizations of
integrity, organizations that are trustworthy, then they generally will not be able
to function effectively. The logic of this is obvious. Why would people want
to give their money or time to an organization if they have reason to doubt
that organization is representing itself and the work it does honestly and is
using the contributions it receives well for the purpose of fulfilling its stated
mission?

The responsibility for assuring the ethical behavior of a nonprofit organiza-
tion resides with both itsmanagers and its boardmembers (or trustees). The roles
and responsibilities of governing boards are spoken to in Chapter Five of this vol-
ume. I would just remind us here—with emphasis—that boards are the ultimate
fiduciary agents for nonprofits, so their attention to issues of integrity must be as
consistent as those of any executive. That said, this chapter will focus primarily
on the responsibilities of professional staff, the managers. The discussion here is
about “professional ethics.”

Attention to professional ethics has followed an interesting trajectory over
the last four decades. There was a notable surge of interest in these matters fol-
lowing the Watergate scandal in the mid-1970s, after it was observed that the
majority of those involved were educated at some of the nation’s most presti-
gious law schools. A similar surge of interest in ethics has risen in the aftermath
of high-profile corporate scandals over the last several decades. The professional
association of business colleges and schools even required more attention be
paid to ethics in the curricula of their member institutions. Yet, the responses of
commentators and institutional leaders and the changes in professional school
curricula over the last thirty years have been inadequate to end the cycle of recur-
ring scandals; and these responses often reflect two troubling assumptions about
ethics and the professions.

The first assumption is that careful, skilled thinking about ethical matters
is more the business of philosophers and academics than of practitioners.
While persons “training for the professions” may be required to take courses
in or complete assignments relating to ethical issues of their profession, many
involved—especially the students—assume that these courses and assignments
are of secondary importance. Why would they assume that? Because both
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practitioners and students can see (from observing their fields) that the skills
one must master to build a “successful career” are the technical and practical
skills of their profession; and that often an inability to think clearly about and
act appropriately on the ethical issues has not created a major stumbling block
to professional advancement.

The second problematic assumption is found among many who, even while
they admit the importance of ethical questions and issues, believe these questions
and issuesmay be dealt with as discrete concerns in professional practice, isolated
from others. This perspective is evident in the tendency to have one course on
ethics in a professional programor to have one or two sessions in courses on other
subjects take up ethical issues, rather than trying to have the ethical implications
of every aspect of professional practice dealt with wherever they might arise in a
professional education.

I lift up these assumptions here because they are both, I believe, patently
false. Moreover, both undermine the maintenance of appropriate ethical stan-
dards in the behavior, management, and operation of nonprofit organizations.
(Indeed, this is true for organizations of any kind.)

The analysis that follows builds on two contrary assumptions. The first is that
reflecting critically and actively on ethical issues is an obligation of every profes-
sional, including nonprofit managers. The capacity for and inclination to socially
responsive, historically grounded, critical, ethical judgment should be one out-
come of any sound professional education program, and one of the capacities
of a “professional” as “reflective practitioner” (Schön, 1983, 1987). The second
is that a concern for the ethical implications of one’s decisions and actions is
salient in every aspect of professional practice and—for the considerations of
this volume—in relation to every facet of the life of nonprofit organizations.

Indeed, I will argue here, as the chapter title implies, thatwe are most likely to see
consistently ethical behavior among nonprofit managers and organizations only where an
emphasis on ethical values and behavior is deeply embedded in the cultures of these organi-
zations. So building and reinforcing that kind of organizational culture becomes
a primary responsibility for those desiring that ethical practice be a hallmark of
all the functions, including management, of their organizations.

Chapter Overview

The argument I will make here is that ethical behavior in and by nonprofit orga-
nizations cannot be effectively assured simply by employing encouraging rhetoric
about ethics, nor just by establishing specific rules for ethical behavior. This point
can be readily demonstrated by examining the historical record and the common
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experience of most managers and organizational analysts. Anyone with signifi-
cant experience in organizational life knows there is often a marked disparity
between rhetoric and practice, between “espoused values” and “operative val-
ues,” in organizational behavior (Argyris & Schön, 1978). They also know that
rules about ethics (and other matters) can be, and frequently are, followed “in
the letter” while being totally ignored or violated “in the spirit.”

Thus, the claim argued here is that truly ethical behavior will be assured
only by creating an organizational culture in which key ethical ideals and expec-
tations are incorporated in the “core values” (Schein, 1985) of an organization
and thus permeate its operations. Achieving this will almost certainly involve the
use of appropriate rhetoric about values, and it may involve promulgating codes
of ethics within the organization. More important, though, it must involve mod-
eling of the core values in the behavior of key individuals in an organization and
reinforcement of those values through the organization’s structures and reward
systems.

Additionally, I will argue that because of the unique historical, societal
dimensions of their character and function, the expectations about what
constitutes ethical behavior in and by nonprofit, public benefit charities differ
from those placed on other organizations. Specifically, questions of trust and
integrity go to the essence of the reason for the existence of these organizations
and their ability to satisfy public expectations. The existence of most charitable
nonprofit organizations, their capacity to garner resources—and so to survive
and carry out their missions—depends on their moral standing and consistency
(see Douglas, 1987; Hansmann, 1987; Jeavons, 1992; Ostrander and Schervish,
1990; Payton & Moody, 2008).

There is an implicit social contract supporting the presence and function
of private, public benefit nonprofits in our society. Simply summarized, these
organizations are given special standing and specific legal advantages over other
private organizations with the understanding they will serve the public good. The
public expects these organizations to be motivated by and adhere to such a com-
mitment in their performance. The public also expects these organizations will
honor a set of widely accepted moral and humanitarian values—deriving from
the organizations’ historical and philosophical roots—and that they will not act
in a self-serving manner.

Accordingly, if the managers of public benefit nonprofits wish to ensure the
ethical behavior of their organizations, staffs, and themselves, then they need
to create and maintain organizational cultures that honor in practice (as funda-
mental) a set of “core values” that are in keeping with the historic, philosophical,
moral, and religious roots of the voluntary sector, and that meet current pub-
lic expectations. In this context, trust is the essential lifeblood of the nonprofit
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sector—trust that nonprofits will fulfill this implicit social contract. To ensure that
this trust is sustained, I will argue, five core values must permeate these organi-
zations, shaping their ethics. These values are integrity, openness, accountability,
service, and charity (in the original sense of that term).

We begin by considering what ethics are and are not.Wewill look at a number
of definitions of ethics, with a particular eye toward the origins, character, and
purposes of ethical norms or standards. Then we need to examine more closely
the kinds of ethical norms that are usually applied to nonprofit, public-benefit
organizations in American culture, the factors that have shaped these norms, and
the purposes they serve.

Having formed a well-grounded perspective on the norms or standards for
ethical behavior in and by nonprofit organizations, we next need to ask how such
behavior can be assured. What is the relationship between values and behavior?
Assuming an organization does ascribe to or articulate the “right” values, how
can one help ensure that those values are captured and reflected in all aspects of
its operations, by all its members?

In essence, this is to ask about the integrity of an organization, about how to
make certain that it is—and will continue to be—what it claims to be. Specifically,
how can one make certain that there will be conformity between the values an
organization claims to represent and the purposes it says it intends to serve on the
one hand, and its actual operations on the other? Finally, this chapter concludes
with some specific suggestions about how a “culture of integrity” can be created
and sustained in nonprofit organizations. Assuming nonprofit organizations wish
to act ethically, it is only by creating and sustaining such an organizational cul-
ture that this intention is likely to be fulfilled consistently. Let us begin, then, by
examining the nature of “ethics” and “ethical behavior.”

What Are “Ethics”?

As a field of study, “ethics” refers to “the study of moral topics, including moral
issues, moral responsibilities, and moral ideals of character.”∗ In a normative
sense, “ethics” may be seen as referring to “justified moral standards,” which is to
say, not just what people do believe about how they should act, but also what they
should believe. As this chapter is directed more to practitioners of management

∗ I am indebted for this definition, and for much of the formulation of the material
that follows on ethical theory, to Mike W. Martin, professor of philosophy at Chapman
University.
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and other “lay people” than to scholars, however, we need to think also about
more common uses of the term ethics.

Webster’sNew World Dictionary of the American Language (2nd college ed. 1970)
defines ethics as a “system or code of morals of a particular person, religion,
group, profession; etc.” The Oxford English Dictionary (compact ed., 1971) notes
that the word “ethics” comes from the Greek term “ethos,” meaning “custom,
usage, manner or habit,” and goes on to offer the following definitions (for
ethics): “the moral principles by which a person is guided” and “the rules of
conduct recognized in certain associations or departments of human life.” The
derivations of the term, as well as the differences we see in these common defi-
nitions, highlight two facets of the origins and purposes of ethics that are useful
to examine.

One set of issues involves the derivations of and justifications for specific eth-
ical systems and values. Exploring various types of ethical theories—duty ethics,
utilitarianism, virtue ethics—can be a valuable exercise. However, given limita-
tions of space, it is not helpful here, as it would divert us fromour focus on applied
ethics in nonprofit management. (Please see the Handbook’s Internet resource
website for useful resources and references on this topic.)

On the other hand, the definitions of ethics just examined also remind us
that much of what we typically think about as ethical principles or judgments,
especially when our concern is application and practice, do not derive from
philosophical absolutes, but rather from reference points of social or commu-
nity standards. To play with the words, one’s ethics (as we typically use the term)
may be as much a matter of “ethos”—what is expected or socially acceptable,
what is customary—as a matter of indisputable moral vision. Of course, these
two aspects of ethics are often intertwined. What a particular community views as
ethically acceptable will often be determined by what its members believe some
source of absolute moral authority (God, perhaps) requires.

Understanding these things about the origins and meaning of ethics helps
us see that when we raise and examine questions about ethics—ethics generally,
professional ethics, the ethics of nonprofit managers, or the ethics of the behav-
ior of nonprofit organizations—there are two reference points we need always
to bear in mind. One is a point of moral absolutes, and the other is community
standards and expectations. For our purposes, when we think about the ethics of
nonprofit organizations and their management, we must ask two kinds of ques-
tions: (1) What are we morally obligated to do and not do? (2) What does society
require or expect of us? Moreover, ethical questions should be considered in that
order, giving preference to moral obligations over customary ones.
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Professional Ethics

One volume claims that ethics are “a set of rules that apply to human beings
over the totality of their interrelationships with one another, and that take prece-
dence over all other rules” (Gellerman, Frankel, and Ladenson, 1990, p. 41).
If we accept this, then we need to ask, “How are such rules more specifically
defined by and applied to particular spheres of professional activity, in contrast
to the broader reach of our lives?” (For a wonderfully insightful exploration of
the interplay between professional and personal ethics, see Martin, 2000.)

Some scholars claim that one of the elements that define a “profession” (as
opposed to other kinds of work) is that every specific profession involves a com-
mitment to publicly articulated goals and social and societal purposes for that
profession’s practice and to standards for and approaches to that practice that
should be shared by all its practitioners. It is because theymeet societal needs with
special expertise, it is argued, that professions are given certain privileges—like
self-regulation, control over standards for training and entry into practice, and
(thus) control over their own markets and competition. These prerogatives are
provided in exchange for the profession’s commitment (implicit, at least) to
meet public needs and serve the public good (see Bellah and Madsen, 2007;
Flores, 1988; Larson, 1977; Hatch, 1988; and Martin, 2000). Interestingly, here
we have another implicit social contract. A classic paradigm for this is the medi-
cal profession and physicians with their Hippocratic Oath and the other specific
expectations about their obligations to society in the provision of medical care.

Following this line of reasoning, one commentator on “professional values”
argues that in our culture “professionals are viewed as morally committed to pur-
suing the dominant value that defines the goals of their professional practice. . . .
They are expected to pursue such goals on a social as well as individual level. . . .
And they are expected to do so even when self-interest may have to be sacrificed
in that pursuit” (Alan Goldman, 1986, cited in Gellerman, Frankel, Ladenson,
1990, p. 5).

It may not be immediately clear what “the dominant value” that defines the
goals of the practice of management generally is or should be. Still, it can be
argued that the dominant value that should define the practice of management
of public benefit nonprofits is “a commitment to serve the greater good.” Such
organizations are (or were) often created specifically to advance the common
good, usually by providing services, and (as I will show) often in situations where
the establishment of trust in the integrity and commitment to service of the
agency is a paramount concern.
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In sum, the claim here is that the ethical operation of nonprofit agencies
and ethical nonprofit management require the articulation and internalization
of standards for behavior and ways of being for those agencies and theirmanagers
that adequately reflect the sector’s origins in the moral spheres of our culture
and that meet the current, morally justifiable expectations of our society. Before
moving on to look closely at those origins and expectations and the standards
for behavior they necessitate, however, I want to comment briefly on how this
perspective contrasts with some current views of the purposes of professional
ethics, because those views are especially dangerous if they are adopted in the
nonprofit world.

Misunderstanding Professional Ethics

One commonly articulated rationale for ethical behavior in professional practice
is that it is simply “good for business.” This may be the case. It may well be
possible to demonstrate that it is (generally) true that “honesty [and other
ethical behavior] is the best policy.” Looking at some of the business practices
that led to the economic crisis of 2008/2009, it is certainly clear that unethical
behavior can have disastrous consequences for the common good. What is also
clear, however, is that this utilitarian perspective does not provide an adequate
underpinning for behaving ethically. Still, this is often the only, or at least the
most prominent rationale or motivation given, for the development and practice
of “sound business ethics.”

Consider, for example, a long-running advertisement for a prestigious busi-
ness school’s seminars on ethics that said the reasons for learning and, presum-
ably, practicing “good business ethics” is to “build stable, profitable relationships,
strengthen employee loyalty . . . and avoid litigation.” One would hope that all
these results would ensue for the ethical organization. Still, we need to ask, “How
well does a focus on these goals hold up as the rationale or motivation for behav-
ing ethically?” What if lying about something that has recently occurred is more
likely to help a firm avoid litigation than telling the truth? Is lying acceptable
then? What if misusing funds to provide extra perquisites for employees is more
effective in gaining their loyalty than using funds properly?What if there are cases
in which “more stable, profitable relationships” can be better secured through
bribery or deceit than through honest competition? The point here is that when
commitments to or judgments about ethical behavior are based primarily on util-
itarian cost/benefit calculations, they may be weak indeed.
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It is easy to argue for the practical benefits of ethical behavior as the primary
justification for adhering to ethical standards. But, as the examples just cited
highlight, such a justification is easily undermined. Ironically, it is most easily
undermined in just those situations when sound ethical choices may be most
difficult to discern and most important to make.

One potential advantage of nonprofit, public-benefit organizations in this
sphere is that they can—and should—root their judgments about commitments
to ethical behavior in the moral traditions from which the nonprofit sector
sprang. As one scholar reminds us: “Institutions that enunciate, transmit, and
defend ethical values fall within the boundaries of nonprofit sector. Educational,
religious, and advocacy organizations constitute a majority of [the] membership
and have shaped the sector itself” (Mason, 1992a). Put more plainly, as a mono-
graph on “Ethics and the Nation’s Voluntary and Philanthropic Community”
noted, “Those who presume to serve the public good assume a public trust”
(Independent Sector, 1991, p. 1).

Understanding that ethical judgments must be based on firmer moral
and social considerations lets us look more closely at the particular ethical
values—and the character of the public trust—that can and should shape the
ethical perspectives of nonprofit managers, whatever the practical advantages
(or disadvantages) of ethical behavior may be.

Core Values for the Voluntary Sector

Many explanations have been offered for the origins and use of the nonprofit
organizational form. Scholars differ as to which explanations are most valid. (For
useful discussions of this question, see Columbo and Hall, 1995; Douglas, 1987;
Hansmann, 1987; Hopkins, 1998; O’Neill, 2003; Salamon, 1999; Van Til, 1988.)
One explanation that holds substantial explanatory power revolves around two
issues or dynamics that economists and organizational theorists call “market fail-
ure” and “contract failure” (or an “agency problem”).

Too simply put, the market failure theory suggests that private nonprofits
tend to arise to provide services where agencies of governments cannot or will not
provide the service for some reason, and the nature of the service needed is such
that for-profit businesses cannot make a sufficient return on their investment
to be induced to offer it. Contract failure and agency theory suggest nonprof-
its are needed to provide services when those who want a service offered are
not in a position to provide it themselves and it is also the case that those pay-
ing for the service are unable to judge the quality of that service because of the
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nature, location, or setting of the service to be provided. In such circumstances,
it is argued, people create or use private nonprofit (rather than for-profit) orga-
nizations because they feel nonprofits will have less incentive to cheat either
consumers or supporters. That is, they think this type of organization—acting as
their agent—is less likely to skimp on the amounts or quality of services offered
because its board and managers have less opportunity to enrich themselves by
that behavior in this organizational structure.

Note it is assumed that in these cases the people paying for the services are
often not the consumers of the services. Often they are donors. This being so,
they prefer to work through an organization that, as an agent, can be expected
to provide that service in the manner that they (the donors) would provide it
themselves if they could. Consequently, they seek an agent they believe to be
highly committed for moral reasons to providing that service for others. Crassly
put, they want an agent who is involved “for the cause,” not “for the money.”

A quick analysis of both these situations tells us what is likely to be one
of the most important and desirable ethical qualities of nonprofit organizations
in the public’s eyes. In these circumstances trust is a key consideration. That being
so, we can project what operational and ethical values will need to be evident in
organizations to earn and retain the public’s trust. Among the most significant,
as already noted, are integrity, openness, accountability, and service.

Also on that earlier list, though, is “charity” in the original sense of the
term—from the Latin caritas. Obviously, there are some nonprofit organizations
that would not be expected to be “charitable” as that word is often used—that is,
“generous” or “eleemosynary.” Most people do not expect these to be character-
istics of trade associations, for example. Still, the majority of the organizations
that populate the nonprofit or voluntary sector are service providers dependent
in some way on the philanthropic traditions and practices of our society. Indeed,
the majority are religious or have religious roots (Jeavons, 2003). And all these
are expected in that context to be basically “caring” organizations, willing to put
the public good and the welfare of others above their own private interests.

It is important to understand how this last expectation presumes a moral
quality ascribed to such organizations deriving from their historical and soci-
ological functions in our society. The fact is that nonprofit philanthropic and
service organizations occupy a distinctive place in American society because of
their origins—largely in religious or other idealistic voluntary associations—and
because they have traditionally been vehicles for preserving, transmitting, or pro-
moting social values. Because of their historical development and their contem-
porary roles, these institutions carry much of the burden of mediating civic,
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moral, and spiritual values in the public realm and from one generation to the
next (Curti, 1958; Parsons, 1960). Thus, they are objects of special public expec-
tations that they will behave in morally honorable ways.

So there are ethical qualities that are essential in the character and behav-
ior of public benefit nonprofits. These organizations are expected to—and
should—demonstrate integrity, openness, accountability, service, and a caring
demeanor. What is required of managers in this context is that they give contin-
uing attention to assure that these ethical values are reflected in every aspect
of these organizations. This requires that the managers model ethical qualities
in their own behavior as well as articulate and foster them as ideals for others.
Considering carefully the meaning of these values in organizational behavior
should allow us to see better how managers can undertake these responsibilities
and work toward creating a culture of integrity.

Ethical Management in Ethical Organizations

It will be useful now to consider the key ethical attributes of nonprofit managers
and their organizations more fully. In this process we should undertake an anal-
ysis at two levels—the individual and the organizational—asking, for example:
“What does it mean for a manager to do his or her work with integrity and for an
organization to operate with integrity?”

I cannot, in this one section, make an exhaustive analysis nor offer numer-
ous illustrations of how these ethical qualities would be evident in each of the
many aspects of the operations of nonprofit organizations. Authors of other
chapters in this volume who address other aspects of nonprofit management
discuss questions, and may offer considerations, of how ethical issues may arise
in different facets of the work of nonprofit organizations. Other literature on
nonprofits offers other useful insights. We know, for instance, that nonprofits
are not immune to financial fraud in various forms; but researchers have done
some good work in determining the nature and scope of such fraud, and in
suggesting strategies to reduce fraud (see Archambeault, Webber, and Greenlee,
2015; Greenlee, Fischer, Gordon, and Keating, 2007).

That noted, my intention is to offer a broader context within which to think
further in ethical terms about the material presented in the other chapters of
this Handbook (and in real life). Ideally, the relationship between this chapter,
focused specifically on ethics, and those others, addressing other facets of non-
profit leadership, management, and accountability should set the ground for a
dialogue about a wide range of ethical issues nonprofit managers face.
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Integrity

It may bemost useful to describe integrity as “honesty writ large.” That is, integrity
has to do with conformity between appearance and reality, between intention
and action, between promise and performance, in every aspect of a person’s or
organization’s existence. If trust is essential to support the operation of charitable
nonprofit organizations, and if being trustworthy is one of themost basic qualities
the public looks for in them, then integrity in this sense becomes a fundamental
ethical characteristic they must possess.

At the organizational level, integrity is most obviously demonstrated to be
present or absent by comparing an organization’s own literature—fundraising
materials, reports, mission statements, and such—with its actual program
priorities and performance. For instance, an organization that claims to exist
to serve the poor, but regularly spends extensive resources on enlarging itself,
enhancing its own image before the public, or attending to the comfort of its
staff must be suspect. So, too, one wonders about educational institutions that
say they are devoted to providing the best education possible to students, but
spend more of their resources on things intended to improve their own status—
image-enhancing athletics, high-profile research projects, or “star” faculty
members—than on facilities and activities for teaching and learning.

This is not to say that staff in such organizations should not have reason-
able salaries and benefits; that being in the public eye for fundraising purposes
may not be valuable to support the work to be done; or that an organization
might not be able to improve its service delivery by growing or its teaching by
employing active researchers. However, careful examinations of budgets, alloca-
tions of staff time, and the application of other resources sometimes reveal that
nonprofit organizations that were created to serve the public good are giving
more attention to caring for and improving themselves than others. Moreover,
the public is highly sensitive to these issues. If we need proof of this, we would do
well to recall the huge controversies involving UnitedWay of America in the early
1990s or recall the many uproars that have occurred over recent years regard-
ing excessive compensation levels for CEOs of large universities, hospitals, and
foundations—all 501(c)(3)s.

It is instructive, in fact, to briefly review some details the story of the United
Way of America, because its scandal caused long-term and profound damage to
almost all local United Ways and injured the credibility of charities more gen-
erally. In the spring of 1992 it was revealed that the head of the United Way
of America was receiving a salary of almost $500,000, traveling about the world
first-class, and setting up subsidiary organizations run by his friends and relatives.
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When millions of small donors to local United Ways found out that a portion
of their gifts was going to support a lavish lifestyle for an executive of a char-
itable organization, many were outraged. Despite the massive efforts of local
United Ways to explain that only a tiny portion of income went to the national
organization, which was a legally separate entity, the giving to local United Ways
(and to many community service agencies) fell significantly the next year, and in
many cases took years to recover. Some would argue the declining influence of
United Ways in many places, while having multiple causes, began its downward
trend here.

This case illustrates with exceptional clarity how disparities between the eth-
ical promise (implicit or explicit) and the real performance of one charitable
organization may precipitate dramatic difficulties for the entire nonprofit sector.
As one of the first economists to study the nonprofit sector observed: “Whenever
any nonprofit is found to have abused its trusted position, the reputation of trust-
worthy nonprofits also suffers” (Weisbrod, 1988, p. 13). This observation of thirty
years ago seems only to grow truer as media scrutiny of nonprofits intensifies.

Indeed, we have seen this anew in the last decade. From 2002 to 2008
the charitable sector and the public were treated to a long-running spectacle
staged by the Senate Finance Committee chaired by Senator Charles Grassley.
Under Grassley’s leadership, the Committee launched one investigation after
another—and broadcast one charge after another—about the alleged misuse
and waste of funds by nonprofits. Targets of these charges included organi-
zations as venerable as the American Red Cross. Seizing on a relatively small
number of cases, some of which were admittedly egregious, the senator and
Finance Committee staff were able to generate an extraordinary amount of
bad publicity for charitable institutions as a whole. These investigations raised
significant questions about nonprofits’ operations that in many cases needed
attention. But in a broader context, all the noise made by the Senate Finance
Committee mostly served to make all nonprofits ethically suspect because of the
bad behavior of a very small minority.

One example of the kind of behavior that raises such issues about integrity
can be drawn from a smaller study of relief and development agencies (Jeavons,
1994). One of the agencies studied engaged in practices that were not illegal, but
would certainly have caused questions in theminds of donors (and others), if they
had become aware of them. At least two practices were ethically questionable.

First, this agency sometimes used what are called “representational” images
in their fundraising materials. That is, brochures told stories about a family or
person in need, often desperate need, and included pictures of their plight that
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were quite striking. However, sometimes these stories were actually composites
of stories of a number of people in the impoverished area, put together for max-
imum effect, or the pictures were not of the persons or family mentioned at all,
but rather were pictures the agency calculated most likely to “pull on donors’
heart strings.” The needs were real, and the stories and pictures conveyed the
needs quite effectively; but this approach lacked integrity because the stories and
pictures were not factually true.

Some persons would argue that this is morally wrong because, simply
enough, it is dishonest, regardless of the fact that it raises money for a good
purpose. Others argued the ends justified the means, because the stories
were essentially true. Yet, even persons within this organization admitted that
if donors had become aware of this practice they might have been upset. The
donors’ expectations of high moral standards—in this case, higher standards of
truthfulness—for such an organization would have been violated.

Second, this same agency often made general appeals with brochures featur-
ing projects for which it couldmost easily raisemoney, with the brochures giving a
strong impression (although not a specific promise) that themoney raised would
go to those particular projects. But in fact, those projects were fully funded from
other sources, and the donations were used for other purposes. Again, this was
done in a way that ensured there was no illegality, but neither was there clear
integrity.

One is left to wonder, in such an organizational climate: What other ethical
standards were allowed to slide? and How well were the funds that were raised
being used? If one is inclined to think that these kinds of decisions are purelymat-
ters of strategic choice, one needs to see the contrast between this organization
and other relief and development agencies.

Many other agencies studied had specific rules against using “representa-
tional images” and policies that require donors to be consulted before their gifts
are used for projects other than the ones for which they were solicited. The man-
agers in those agencies described their standards and policies as points of pride,
as conscious choices made to uphold the ethical character of their organizations
and their work. Those managers pointed out that it was vital to maintain the
highest moral standards in all facets of their operations, lest the willingness to
compromise at one point become the beginning of a lowering of standards more
generally—the first step on the proverbial “slippery slope.”

This small example from long ago presaged similar more recent problems
for a much more visible charity. Charges like these, but on a far larger scale,
were raised about the Red Cross’s fundraising in the aftermath on the terrorist
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attacks on the United States on September 11, 2001. While there may have been
good, even compelling reasons that some of the millions of dollars of funds not
needed in New York City should have been set aside for emergencies elsewhere,
doing so without prior permission from—or at least explanations to—donors
was not acceptable to the public. The fallout caused that organization great
embarrassment.

These examples ask us to examine again the meaning of integrity at the
individual level for managers and management. “Integrity” may have different
meanings for different individuals, but in the context of professional ethics it
must mean doing one’s job as honestly and as fully in adherence to one’s pro-
fessed principles as possible. Careful observers of organizational behavior have
noted that managers and leaders in organizations, or particular parts of organi-
zations, can have a significant effect in setting behavioral standards, either as a
matter of personal influence or because of their control of reward systems, or for
both reasons.

The manager who wants her or his employees to deal honestly with others
had better deal honestly with them, and, further, had better reward honesty and
discourage any dishonesty. If the manager is willing to cut corners, tell “little”
lies, or act in self-serving ways, it becomes more likely employees will see this as
acceptable, at least in the work setting. A manager who wants the organization
she or he oversees to be known for its integrity and to be trustworthy must begin
by being completely trustworthy in her or his dealings with all those who are
part of the organization and make it clear that similar behavior is expected of all
those people.

Put more simply, integrity must be one of the hallmarks of nonprofit man-
agement. It is an ethical obligation, both as a matter of morality, because it is
right, and as a matter of societal necessity, because the public expects nonprofit
organizations to show integrity. Recent history shows that failing to uphold the
highest standards for personal and organizational integrity can have enormous
consequences for nonprofit managers and their agencies or institutions.

Openness

It would not be accurate to call the quality of openness a “moral” value, at least
within the context of the most common value systems of American culture. So
the claim here about openness as an ethical value is not based so much on moral
absolutes—as may be the case for integrity—as on social values and expecta-
tions. In this context, we might think of openness as a “derivative virtue.” We
might also note, however, that in businesses as well as nonprofits, efforts to make
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organizations more transparent to stakeholders are gaining ground as leaders
recognize that being trustworthy is often critical to success in both spheres.

In any case, in the history of philanthropy in America, whenever an organi-
zation or individual tries to hide philanthropic endeavors from public view, the
result—if they are discovered—has almost always been to raise profound skep-
ticism about the motivation for and character of those endeavors. The public’s
attitude here has been: “If they are really doing good, why would they be reluctant
(or embarrassed) to have us see what they are doing?”

This is especially true for organizations. It is possible to put forth a reasonable
argument, even one based on religious grounds (see Matthew 6:2-4 of the Bible
or the Mishneh Torah), for individuals “doing good works” anonymously or in
secret. However, organizations operating in the public sphere, especially in areas
of service or advocacy that can have an impact on public policy or community
life, find it hard to argue convincingly that there is any value to secrecy about how
they make their choices and do their work. Indeed, it may be crucial for these
organizations to conduct their business in a way that is open to public scrutiny.

One compelling reason for this is that openness undergirds other ethical
behavior. The organization that operates openly cannot afford to cut other
ethical corners. Being “transparent”—something of a buzzword in governance
discussions now—makes integrity mandatory, unless one wants to suffer serious
criticism. For example, in the case of the relief and development agencies
(earlier), it seems clear that the one that engaged in questionable tactics would
not have been able to operate transparently and retain its donor base.

Another reason for openness is historical. There have long been critical
questions raised about the roles philanthropic and service organizations play
in shaping people’s and communities’ lives. (See, for instance, Griffin, 1957, or
Nielsen, 1985.) One cause for this concern is that some organizations appear
to have had ulterior motives, for example, intentions of “social control” or
protection of the interests of the privileged, embedded in their work. It is clear
that some of the impetus for legislation regulating the operation of foundations
(in 1969) came from supposedly philanthropic entities being formed and using
their tax-exempt status as a way to protect family fortunes from taxation while
still controlling family businesses (Bremner, 1988). Here again, recent scandals
in the conduct of some nonprofit organizations reinforce the case to be made
for their being subject to public scrutiny.

In addition, those who are concerned about the continuing vitality of non-
profit organizations and who recognize that maintaining a climate of trust is
essential to that vitality, argue that operating openly is one of the best ways to
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build trust. Organizations that wish to engage people’s support and good faith
can find no better way to do so than to do good works well, and then welcome
inquiries and inspection by anyone interested in their methods.

A similar logic applies to those who lead these organizations, in terms
of their leadership and management. In the effort to build the support and
commitment of staff, volunteers, and donors, a manager’s willingness to talk
openly and honestly about rationales for programs, the reasons for and ways in
which decisions are made, and approaches to problem solving can be invaluable.
Additionally, many nonprofits (as voluntary associations) come out of a populist
democratic tradition in American culture. So it can be argued that they really
ought to be operated in such a democratic manner to represent and further
that tradition—that this may be another significant part of their role and social
obligation in this society, (For very helpful discussions of these issues, see
Lohmann, 1992; O’Neill, 2003; or Van Til, 1988.)

Finally, this means that openness should be seen as a core ethical value for
nonprofit organizations and their managers in the business of decision making,
in matters of raising and allocating resources, and generally in the manner of
their operation. Moreover, openness is a necessary prerequisite to accountability,
which is the next core value we examine.

Accountability

Not only is it important for nonprofit public-benefit organizations to be open
about the things they do, and how and why they do them, but it is important that
they be ready to explain and generally be accountable for their choices. This is an
extension of the implicit social contract of privilege and trust these organizations
enjoy in our society. By accepting the privilege of tax-exemption and the right
to solicit tax-deductible contributions, public-benefit nonprofits also accept an
obligation to be ready to answer for their behavior and performance—not only
to their membership, but also to the communities they serve and to the broader
public as well, for they are using financial resources that would otherwise have
gone into the public treasury.

Looked at in contractual terms, we see these organizations are granted the
right to solicit tax-deductible contributions, or at least are granted tax-exempt
status, on the assumption that they are serving the public good and will put their
resources to work as effectively as possible on behalf of the causes or people they
claim to serve. Indeed, the character and language of the legal discourse about
these issues, employing terms like “public benefit” or “mutual benefit” organi-
zations, confirms these assumptions (see Simon, 1987). From this implicit social
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contract derives a clear ethical obligation to perform according to promise, to
be subject to evaluation, and be answerable for a failure to perform.

In fact, issues of nonprofits’ accountability are very complicated, muchmore
so than public discussions of these issues typically suggest. To really understand
these issues for different nonprofits, one must ask multiple questions. “To whom
is a nonprofit accountable?” is only the first; and the answer is likely to be “to mul-
tiple constituencies.” In addition, one should also ask, “For what aspects of their
operations should they be accountable, by whom will they be held accountable,
and in what manner?” Some would argue that, while all nonprofits should have
some public accountability, these specifics of “to whom and how” are matters that
should be thought about strategically and that need to be determined according
to the stakeholders involved (Kearns, 1996).

In other words, all nonprofit organizations have an ethical responsibility to
be accountable to their supporters, their members, and their donors; and the
public-benefit organizations have a larger responsibility to be accountable to
the broader public for the ways in which they undertake to fulfill their philan-
thropic purposes. Evidence of increasing public expectations in this regard can
be found in the growth in recent years of “watchdog” groups like the Better Busi-
ness Bureau’s Wise Giving Alliance and Guidestar. Nonprofits themselves have
manifested their willingness to be more accountable by forming mutual account-
ability networks in particular fields, like the Evangelical Council for Financial
Accountability. In 2007 Independent Sector issued a report on Principles of Good
Governance and Ethical Practice, which they encouraged all their members (and
others) to see as an outline of the ideals and behaviors all nonprofits should
pursue and for which they should be accountable. In addition, more states have
enacted laws to mandate financial disclosure and regulate fundraising practices
of nonprofits.

How does this obligation of accountability extend to nonprofit managers? In
much the same way as the obligations of integrity and openness do. First, if this
is a quality managers and leaders want to see others demonstrate in their orga-
nizations, then it is one the managers had better model in their own behavior.
Then it becomes an expectation that they can articulate credibly to other staff,
trustees, and volunteers.

Second, managers can establish this commitment most firmly by holding
themselves accountable to their organization’s board and working to build a
board that will hold them properly accountable for their performance. Exec-
utives who view themselves as free agents and try to isolate their boards from
full information about and active involvement in the work of the organization
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and boards that hire an executive, then fall into a passive, “rubber stamp”
role in evaluation and governance have been key contributing factors to poor
performance and ethical problems in a number of nonprofits. The most useful
literature on the board and executive relationships has pointed out that a full
and vital partnership between executives and managers is essential (Drucker,
1990; Herman and Heimovics, 1991; Middleton, 1987).

Ironically, the situation may require an executive to encourage (or even
educate) a board to play a more active role in evaluating the executive’s—and
the organization’s—performance. In this way, if the board is representative
of, or at least in touch with, the needs and feelings of the larger community,
then the executive is soliciting oversight and potentially helpful feedback from
those the organization should serve. The executive is also modeling a quality
she or he should hope to encourage in all staff—general accountability for
performance and receptivity to constructive criticism.

Service

The grounds for the ethical obligation here are virtually identical with those for
accountability. Nonprofit organizations, especially public-benefit organizations,
exist and are granted specific privileges (as noted earlier) with the explicit under-
standing that they are committed in some way to serve the public good. Those
that are classified as “mutual benefit” organizations, which include trade asso-
ciations, fraternal organizations, and such, are not beholden in the same way
to serve “the public” in the broadest sense, but they are still certainly expected to
serve their membership. The point being that service, service to people or service
to a cause, is the reason for being of all these organizations. (Note: Sometimes
that “service” includes advocacy, speaking out about community needs and assets
to others, as well as trying to meet those needs themselves.)

The social contract extended to these organizations assumes that they will
devote themselves primarily to service. In accepting the privileges they have
been granted, charitable organizations incur the ethical obligation to be
service-oriented. Moreover, in accepting the support (membership dues,
donations, volunteers’ time) of people who sustain them, these organizations
reinforce their ethical obligations.

The ethical obligation to service should be manifest in the conduct of man-
agers in a number of ways, in those managers making practical and strategic
choices that give precedence to fulfilling the mission of their organization over
possibilities for advancing their own status and careers. One hopes that these



Trim Size: 7in x 9.25in Renz852965 c07.tex V3 - 07/11/2016 9:32 A.M. Page 207

�

� �

�

Ethical Nonprofit Management 207

two goals can go hand-in-hand. But there are situations in which executives can
make a choice that yields a short-term gain for the organization and makes the
executive look good—improving his or her chances for a better next job—even
though that choice harms the organization in the long run.

Many people now make a career of work in the nonprofit sector, especially
in the field of fundraising. We could not have a meaningful discussion, as we
do in this book, of nonprofit management as a “profession” if people did not
commit themselves to and build careers in this area. This creates the basis for
our discussion of professional ethics. However, it also creates a context in which
managers can easily work with more concern for their own advancement than
for the people or cause their organization is supposed to serve—and that can be
problematic.

This is not to say that managers are required to sacrifice themselves—their
health, their basic financial security, or their personal well-being—for the benefit
of their organization. Nonprofit organizations, especially cause-oriented ones,
are notorious for exploiting their staff in the name of noble ideals (see Greene,
1991). But the undergirding values of the nonprofit sector are altruistic, or at
least service-centered; while it is fine to be concerned for one’s own career, it
is never acceptable for managers to advance themselves at the expense of the
people and causes they have promised to serve.

In addition, observation suggests that the willingness of managers and lead-
ers to see themselves as “servants” of others may be crucial to focusing others in
an organization on that organization’s commitment to service. Here the notion
of “servant leadership” (Greenleaf, 1977) takes on both profound significance
and immediate salience.

Charity

The last, but certainly not least important ethical obligation of nonprofit,
public-benefit organizations is to charity, in the original sense of the term. The
word “charity” comes from the Latin caritas. This means more than giving to
those in need. It originally was translated as “love”—the love of neighbor and
committed concern for the welfare of others illustrated in the parable of the
Good Samaritan. It meant caring, putting the welfare of others on a par with
one’s own. It meant being generous with one’s own resources, not out of a sense
of pity, but out of a sense of a relationship with and concern for others.

It can surely be argued that for nonprofit organizations an ethical obligation
to “charity” in this sense derives from reciprocity. Many of these organizations



Trim Size: 7in x 9.25in Renz852965 c07.tex V3 - 07/11/2016 9:32 A.M. Page 208

�

� �

�

208 The Jossey-Bass Handbook of Nonprofit Leadership and Management

depend on the generosity of their supporters for their existence and ought to
display such generosity themselves. Furthermore, at least in the case of many
public-benefit nonprofits, the motivation of most of their supporters rests in no
small way on a belief that these organizations are committed to caring for others.
As noted earlier, the basis of many of these organizations’ support is the expec-
tation that they will be vehicles for building a better world or a more caring and
just society.

This expectation is manifest in an interesting range of phenomena. For
instance, the preference of many clients and supporters of social service agencies
for private nonprofit groups appears to be based on an assumption that they will
provide services in a more personal, more caring way than a government agency
would. In industries where potential employees—for example, teachers, nurses,
or social workers—might work for either government or private organizations,
the preference of some for private nonprofits is often explained in terms of
their expectation (or experience) of these organizations as more caring work
environments. This expectation is certainly confirmed by the public indignation
that is often evident when an organization that is itself the beneficiary of charity
turns around and acts in uncaring ways.

The way in which this expectation applies to the ethics of management seems
obvious. An uncaring or mean-spirited manager can undermine the caring qual-
ity of an organization as fast as any negative influence imaginable. If one wants
the participants in an organization to treat its clients (and one another) with
love and respect, it is hardly likely that treating the participants coldly or unfairly
will help that occur. Managers and leaders help set the tone of an organization’s
life—whether they intend to or not—and that tone is almost certainly going to
be reflected in the way that organization and all of its staff interact at every level
with various constituencies.

Finally, organizations of the nonprofit sector have been seen as having a spe-
cial role in transmitting civic, social, and ethical values in our society from one
generation to the next. If that is true, then we have yet another reason to be con-
cerned that these organizations reflect the highest ideals for a caring society. It
is clear that some managers do see their responsibilities in this light. Discussing
the kind of “witness” his organization wants to make to all those who deal with
it, the president of a Christian relief and development agency said, “We have a
major challenge in living up to our commitment [to care for people]; not just
for children eight thousand miles away, but also for the people at our elbow”
(Jeavons, 1994, p. 265).
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From Ideals to Operative Values

If we can agree, then, that these five concepts or ideals—integrity, openness,
accountability, service, and charity—describe key ethical qualities and obligations
of nonprofit organizations and their managers, we may ask how these ideals are
translated into behavior.

At the individual level, this may be easy. If one assumes that people can
choose what to value and choose to embody those values in their actions, then
ethical behavior is primarily amatter of choice and will. If this is the case, then the
managers of nonprofit organizations simply need to choose to act with integrity,
to be open and accountable in their work, to make commitment to service and
charity a cornerstone for their decision making and interactions with others.
They need to do these things because they are the right things to do. They need
to do these things because that is what the public that supports (and can with-
draw its support) wants and because the failure to uphold these obligations can
have very significant negative consequences. However, this still leaves the ques-
tion of how ethical ideals become the operational values of an organization as
a whole.

At this point, we need to turn to the work that has been done on “organiza-
tional culture.” In particular, I want to draw on the careful research and analysis
reported by Edgar Schein in Organizational Culture and Leadership (1985).

Some early thinking about organizational culture tended to focus, sometimes
shallowly, on “rites and rituals” of organizational life (see Deal and Kennedy,
1982; Peters and Waterman, 1982). Schein takes a different tack, arguing that
an excessive focus on what he calls “the manifestations of culture” will obscure
the fact that very similar rituals, conventions, or regular practices in various com-
panies are undertaken for very different reasons. Thus, to understand organiza-
tional culture one must focus on the essential values these visible practices are
meant to express. These values are “the substance of culture,” in Schein’s view.

Indeed, Schein argues that some values represent the basic assumptions of
a group of people, like the membership of an organization, about the way the
world is and how they, as a group, can function most successfully in it. These
“core values” will shape the organization’s behavior, not only by dictating what
are right or acceptable responses to different kinds of situations, but even more
fundamentally by shaping the way those situations are perceived, by influencing
what people see as important or unimportant.
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Schein’s views are reinforced by other scholars who contend that the
most effective (and “unobtrusive”) controls on the behavior of individuals in
organizations may be achieved by either selecting people who will come to
the organization with certain (shared) basic understandings about organiza-
tional or professional goals and practices or by orienting them toward those
understandings, goals, and practices once they arrive (Perrow, 1986).

Schein argues that leaders or managers can shape the direction, character,
and operations of an organization most fundamentally and effectively by shaping
the core values of the participants within it or by selecting new participants who
share those values. Indeed, he claims “there is a possibility—underemphasized
in leadership research—that the only things of real importance that leaders do
is to create and manage culture” (1985, p. 2). The implications of this for people
who are concerned about creating and maintaining organizations that behave
ethically are obvious.

Managers’ capacities to create a culture of integrity take root in the connec-
tion between the ethical behavior of those managers and the maintenance of
the highest ethical standards of behavior of their nonprofit organizations. This is
where ethical ideals come to be accepted as “givens” and where the expectation
that these ideals will be honored permeates every employee’s thinking. This can
only occur when these ethical values are both articulated and modeled by those
in positions of responsibility and leadership. In this way, leaders and managers
can shape the core values of an organization as a whole and the individuals within
it around ethical ideals.

One place where such a dynamic can most readily be observed is in some
religious service organizations that maintain a strong commitment to honor very
clear and sometimes constricting ethical ideals in their operations, while still
competing successfully for donor support in a highly competitive market. (For a
detailed description of such groups, see Jeavons, 1994.)

Creating and Maintaining a Culture of Integrity

Finally, we must see that clear, strong commitments to ethical ideals and behavior
on the part of managers is a prerequisite to creating organizational cultures of
integrity in nonprofits that will enable the organizations themselves to behave
ethically. The importance of the example of leadership in this process cannot
be overemphasized. As one commentator has observed, “CEOs . . . are ultimately
accountable for [their] organization’s ethical posture. . . . No organization can
rise above the ethical level of its manager” (Mason, 1992b, p. 30).
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Clearly, a manager who tells others about the importance of behaving eth-
ically while behaving otherwise him- or herself is likely to have little positive
influence on the organization. In fact, such a manager is likely to have a destruc-
tive influence, generating cynicism about and indifference to ethical concerns
throughout the organization. Ultimately a manager whose own behavior models
the best values but who does not talk about their significance for the organiza-
tion’s life may still have a less positive influence than is needed.

Even when the management of an organization is consistent in both preach-
ing and practicing desired values, more will probably be needed to create and
sustain a culture of integrity. Organizational structures and reward systems must
also support and encourage ethical behavior among all employees and volun-
teers. People’s best intentions can be undermined or confused by organizational
structures and processes that lead them to make choices that have negative ethi-
cal consequences.

One wonders, for instance, how often in nonprofit service agencies (of var-
ious types) reports of problems with programs or relationships to their clients
are stifled or mistakes that could reveal ways to improve their service are never
mentioned, because their staffs (and volunteers) are rewarded only for successes.
As is true in many organizations that are hierarchically ordered, some nonprofits
have a tendency to punish the bearers of bad news—and even reward the bear-
ers of false news when it is good. Encouraging employees to be less than honest
about policies and programs that are failing leaves an organization less able to
perform its mission. The leadership and management of a nonprofit organiza-
tion must put in place systems that reward participants for honesty in every form,
even forms that lead to the revelation of difficulties and deficiencies.

Similarly, one has to wonder about organizations that continually emphasize
short-term goals and focus solely on raw numbers (dollars raised) in evaluating
development efforts, rather than asking questions about the quality of relation-
ships with donors and other potentially positive effects of fundraising, such as
its educational impact on constituencies they are trying to reach. Where nar-
rower emphases and reward systems dominate, what is the impact on fundraisers’
approaches to donors? Are they as honest and caring as they should be? What is
the effect on individual and organizational reporting? Is the information about
fundraising costs and results as complete and fully revealing as it should be? (For
a fuller examination of these issues, see Jeavons and Basinger, 2000.)

Questions about the relationship between reward systems and structures and
ethical behavior become even more complex when the behaviors at issue are not
so simple or when more subtle matters are involved. For instance, what about
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a situation in which questions are being asked about whether a “progressive
nonprofit organization” is exploiting its employees or whether it is being true to
the values it claims to represent in the ways it treats them.

For example, I once worked with an organization that claimed that one of
the principles to which it was committed was that it “values people . . . [and] does
not permit the accomplishment of goals at the expense of people.” However, the
organization had a structure for and approach to fundraising that emphasized
continually increasing the number of dollars raised and reducing administrative
costs without consideration for the effects of such goals and policies on the rela-
tionships among staff or between donors and staff. Furthermore, rewards in the
organization—both raises and promotions—were distributed in a highly compet-
itive system according to an assessment of performance based almost solely on
quantitative measures. The outcome was that managers tended to push staff to
achieve “more impressive” results (that is, raise more money) without regard to
the impact that pressure might have on either the donors they worked with or
the staff themselves. These seemed a direct contradiction to articulated values,
and led to high staff turnover.

One could look as well at the famous United Way of America scandal, men-
tioned earlier. How did an organization that was formed specifically to serve and
support local United Ways and to promote a philosophy of service, volunteering,
and giving come to be an example of self-serving, empire-building management
practices? In part, at least, this seems to have been a result of organizational
structures that insulated the top management from the constituencies they were
supposed to be serving, making them less aware of and accountable to the people
the organization most needed to hear, local United Ways’ donors and clients.

In addition, the staff leadership seemed to spend most of its time with, and
came to pattern itself after, business leaders—in the effort to gain support and
resources from them. However, in the process, the UnitedWay of America’s exec-
utive leadership came to think like for-profit corporate executives, and appear to
have come to believe that organizational growth was an end worth pursuing in
itself. The fact that particular strategies for attaining this end were undermining
United Way’s stated mission was overlooked. The result was a misuse of donated
funds, a clear abuse of public trust, and some erosion of the very spirit of giving
and volunteering the organization was created to promote.

The point is that organizational structures and processes and systems of
rewards and disincentives must be put in place and consciously maintained to
reinforce whatever rhetoric about ethical values an organization puts forth.
Moreover, all this must be supported by the managers and leaders of the



Trim Size: 7in x 9.25in Renz852965 c07.tex V3 - 07/11/2016 9:32 A.M. Page 213

�

� �

�

Ethical Nonprofit Management 213

organization, demonstrating personal commitment to those ethical values by
their own behavior. The creation and maintenance of an organizational culture
of integrity—one where integrity, openness, accountability, service, and charity
consistently predominate; one that will lead to consistently ethical behavior on
the part of nonprofit organizations—cannot be achieved absent these elements
in an organization’s life.

Summary

In this chapter I have shown that ethical questions and issues must be primary
concerns of all nonprofit managers and that these issues and questions are
salient in all aspects of the operation of nonprofit organizations. It has been
argued that the ethical values most important for nonprofit managers and
organizations to honor center on the qualities of integrity, openness, account-
ability, service, and charity. We have seen how these particular ethical ideals are
prescribed for nonprofit organizations by virtue of the distinctive history of the
voluntary and nonprofit sector and the roles that these organizations play in
American society. It is crucial that nonprofit organizations embody these ethical
ideals in practice, both because ethical conduct and character is what moral
duty requires and because the public expects this of nonprofit organizations
that say they are serving the public good. Only in this way can nonprofits fulfill
the implicit social contract that supports their existence in our society.

It is important to note the educational implications of this. The last three
decades have seen the emergence of a number of programs around the country
to educate people specifically for the work of managing nonprofit organizations.
Howmuch attention do these programs give to helping those people understand
the special history and unique roles and expectations that should shape the way
these organizations function and are managed? (Some would say not enough.)
Those being educated to take on the responsibilities of management and lead-
ership in nonprofit organizations must be taught sound approaches to, as well
as the profound importance of, reflection on the ethical issues embedded in the
various facets of the life of these organizations.

Managing an organization so that core ethical values are embodied in
the organization’s life requires more than rhetoric. It requires managers to
demonstrate these values in their own conduct in their professional lives and
service. It also requires that they create and maintain organizational structures
and dynamics by which ethical conduct is rewarded and unethical conduct,
in any manifestation, is discouraged. This has to involve an examination of all
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organizational systems and structures, from fundraising strategies to human
resources policies to accounting systems, to ensure that those structures and
systems do not generate pressures on personnel to ignore or violate the stan-
dards and assumptions for ethical behavior espoused in broader contexts. Other
chapters in this Handbook offer more illustrations of how ethical questions might
arise in specific facets of the work of nonprofit organizations and their managers.

The significance of these matters cannot be overemphasized. The lifeblood
of the nonprofit sector is trust. Without trust on the part of donors, clients, and
the larger public, nonprofit organizations will not be able to do the important
work, to fulfill the crucial roles, which are theirs in our society. Nothing will
erode this foundation of trust as quickly as new (or continuing) scandals involv-
ing unethical behavior by nonprofit organizations and their managers.

When faced with the temptation to cut an ethical corner, tell a little lie, not
bother with full disclosure, or let the ends justify the means, it is essential the
leadership and management of nonprofit organizations understand the implica-
tions of such actions and refuse to compromise on rigorous ethical standards. We
have to remember that noble ends are never served by ignoble means. We have
to understand that inevitably our “ethical chickens will come home to roost.”

Nonprofit, public-benefit organizations have special responsibilities to serve
the public good in our society, to do the right thing for those in need and for
important causes and those who care about them—because it is right. This rep-
resents the ethical and essential foundation of the nonprofit sector. Without this
foundation intact, it is quite likely the whole structure of the sector, including
its moral and social capital and the special privileges that support its operations,
could slowly dissolve. Attention to sustaining the highest levels of ethical conduct
must be a primary concern of every nonprofit manager.
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CHAPTER EIGHT

STRATEGIC MANAGEMENT

William A. Brown

This chapter explores decision areas that nonprofit managers consider as
they work to achieve public benefit outcomes and sustain organizational

operations. The strategic management processes seek alignment among man-
agement practices and environmental opportunities while identifying priorities
for organizational success. The chapter introduces a framework to guide
strategic decision making in three areas. Strategic management is a process
that comprises strategy formation (What are we going to do?) and strategy
implementation (How are we going to do it?) (Hitt, Ireland, and Hoskisson,
2007). Planning relates to strategy formation and is primarily a process that
guides conversations about an organization’s purpose, helps integrate perspec-
tives from multiple stakeholders, and provides the steps to develop goals and
objectives that will move the organization forward. As John Bryson explains in
Chapter Nine of this Handbook, effective planning is linked to “strategic thinking
and acting.” This chapter identifies critical areas managers should consider
while planning and implementing activities.

Miles and Snow (1978) explain that strategy encompasses interpreting envi-
ronmental conditions and designing the organization’s systems to foster success:

the effectiveness of organizational adaptation hinges on the dominant
coalition’s perceptions of environmental conditions and the decisions it
makes concerning how well the organization will cope with these condi-
tions. (p. 21)

217The Jossey-Bass Handbook of Nonprofit Leadership and Management, David O. Renz and Robert D.
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Successful strategy is contingent on appropriate interpretation of environ-
mental conditions and the formulation of an organizational response to address
those conditions (Mintzberg, 1979). Strategy in any organization is developed
by its “dominant coalition”—the set of key decision makers who guide priorities
and control resources. No organization can drive out all of the paradoxes and
contradictions, but strategic management is the process by which to facilitate
alignment among the various functions and activities to achieve organizational
objectives. Strategic management encompasses most of the topics discussed in
this Handbook (such as managing programs, developing financial resources, and
managing people); effective strategic managers develop coherent approaches
that integrate the work of these different areas.

Before discussing nonprofit strategic management, it is necessary to explain
a couple of concepts from strategy literature. First, leaders co-create the prior-
ities and overall approach that guides how the organization operates, who it
serves, and which funders to work with. Typically, changes to strategic orien-
tations are incremental in nature and happen through modest adjustments to
practices (Quinn, 1989). Managers need to ensure that their strategic perspective
is articulated and shared. Rarely is it fully captured in a binder on a shelf, but key
decision makers should understand and agree on the general perspective that
will guide the organization’s operations. The idea of agreement and consistency
among organizational participants and structures is called alignment, and empiri-
cal literature documents that alignment among organizational functions is better
(Schiemann, 2009).

To understand alignment, Miles and Snow (1978) developed a typology
to guide strategic thinking. They identified four basic strategic orientations of
organizations: Prospectors, Defenders, Analyzers, and Reactors. Prospectors are
innovators seeking to expand and create new products and services, while Defend-
ers seek efficiency and consistency in a select number of services. Analyzers are not
the first to develop services but are quick to integrate service innovations once
identified. Reactors lack a coherent method. They are inconsistent and unable
to implement tactics reliably. Research across organizational forms (nonprofit,
for-profit, international, small, and large firms) suggests that these organizational
“types” are identifiable and, given varying operational contexts, any of these
types might be a reasonable strategic model by which to frame management
decisions (Andrews, Boyne, Law, and Walker, 2009; Ketchen, Combs, Russell,
Shook, Dean, Runge, et al., 1997; Miles, Snow, Mathews, Miles, and Coleman,
1997). Reactors, on the other hand, are non-optimal performers. These “types”
are not necessarily pure throughout an organization (Andrews, Boyne, Law, and
Walker, 2009). Some departments and divisions might be more entrepreneurial
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(Prospector-like), while other departments or divisions might be working to
improve efficiencies (Defender-like). These typological boundaries are not con-
crete, yet they provide a useful tool to consider how organizational systems work
together to improve performance.

Fundamental to strategic management is the idea of differentiation; in order
to be successful an organization should understand how it is distinctive from oth-
ers. In a for-profit context, the other entities are typically competitors trying to
attract customers. For nonprofits that might be less true, but the concept of compar-
ative advantage is useful because, even in cooperative relationships, organizational
entities look for distinctive or unique capabilities in a potential partner. Further-
more in a competitive funding environment, nonprofits need to consider how
they are unique in the services they provide and the values they embody. As non-
profit managers address the various contingencies of their organization, they
should consider how they are positioned to differentiate their own organization
from other entities.

One more element that informs this chapter is the recognition that many
nonprofits are small- to moderate-sized organizations, and this limits choices.
Nonprofit managers confront needs far bigger than their organizations can
address, and resource constraints frustrate even the best organizations. So the
chapter keeps strategic management concepts simple and identifies priorities
for nonprofit managers. This chapter is designed to relate to, yet not duplicate,
the guidance offered by other chapters throughout this Handbook. For example,
I will acknowledge and note the importance of collaboration and alliances and
effective human resource practices with the expectation that the reader will
then review the content of each related chapter for additional information on
each of these topics.

Nonprofit Strategic Management Cycle

Nonprofit strategy is becoming more sophisticated to better reflect the unique
character of nonprofits (Backman, Grossman, and Rangan, 2000; Brown, 2014;
Chew and Osborne, 2009; Courtney, 2002; Kong, 2007); this includes the need to
consider multiple stakeholders, the potential for collaborations, and the mixed
influences of complex market forces. This chapter draws on a modified version
of the “adaptive cycle” model proposed by Miles and Snow (1978) in their
cutting-edge study exploring Organizational Strategy, Structure, and Process, to offer
guidance on decision making that is relevant to the unique conditions nonprofit
managers confront. The model identifies the three main topics (see Figure 8.1).
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FIGURE 8.1. The Nonprofit Strategic Management Cycle
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1. The need for services and resource opportunities (that is, market opportunities);
2. The mechanisms that will be used to offer services and secure resources (that

is, delivery systems and capabilities); and
3. The practices used to monitor performance and control operations.

This chapter is organized to address each of these decision areas or “prob-
lems.” The first area (service and resource opportunities) considers the nature of
the external environment. It is particularly important to describe the need for ser-
vices and the make-up of the resource environment. The second section reviews
the challenges of developing a service delivery system that relies on paid and
unpaid organizational participants. In addition, that section examines how non-
profits often form alliances and work cooperatively. Finally, the chapter identifies
the processes a nonprofit can put in place to monitor and address performance.
This is particularly important for nonprofit strategy because of the difficulty in
determining success. All of these “problems” are interconnected and, although
the chapter addresses them one by one, organizational practices are inter related
and decisions in one area are associated with decisions and activities in all the oth-
ers. All parts of the nonprofit strategic management cycle work together to frame
choices and facilitate performance.



Trim Size: 7in x 9.25in Renz852965 c08.tex V3 - 07/11/2016 5:43 P.M. Page 221

�

� �

�

Strategic Management 221

Mission, vision, and values are in the center of the strategic management
cycle. These define the purposes of the organization, distill key principles
regarding social value objectives, and explain the philosophical perspective of
the organization. This worldview is a critically important aspect of the organiza-
tion’s strategic position (Checkland, 2000). Vision statements articulate what the
organization hopes to accomplish—What is the future state of the community,
issue, or field that will result from the nonprofit’s work? Values statements
explain the key principles that guide operations and can be quite powerful,
but often lack sufficient credibility to be fully functional (Lencioni, 2002).
Yet as valued-based organizations, values statements and related management
concepts are among the most important and distinctive elements in nonprofits
(for more on this, read Jeavons’ Chapter Seven in this book). Mission and
vision statements are central for several reasons, but fundamentally they are an
abbreviated rationale for the nonprofit’s existence and provide a cornerstone
for subsequent decision making. Clarifying and establishing the purpose and
reason for being is preeminent in strategic decision making for a nonprofit.
The mission helps frame how an organization approaches everything it does. It
is the core or heart of a nonprofit.

Service and Resource Opportunities

Nonprofits consider both the need for services and resource opportunities
available in the external environment. For-profit entities typically have an easier
time identifying their customer because there is usually a direct connection
between the product or service, the customer, and resource generation. This is
not necessarily the case for nonprofits. It is unusual for nonprofits to operate in
an exchange relationship comparable to selling a product that can fully sustain
organizational operations (Moore, 2000). So nonprofits must look at “needs” in
the community and the potential resource opportunities. So, although a “pure”
nonprofit operates to fulfill its tax-exempt purposes, a realistic nonprofit meets
those needs by considering the resource environment. Nonprofits must consider
resources as part of their operating domain because funders have a significant
impact on the types of services provided and nonprofits may also facilitate
philanthropic needs (Jeavons, 1994). This idea is not without controversy
(Eikenberry, 2009). Some contend that resources are the “means” to achieve the
“ends” articulated in the mission statement and hence are not the real market
nonprofits exist to serve. However, the resource dependent nature of nonprofits
and the lack of exchange with beneficiaries (customers) imply that “the reason
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for being” is also driven by the practicalities of resources. This is a fundamental,
if uncomfortable, reality for many nonprofits.

Multiple “Markets”

A nonprofit can benefit by considering primary markets (the tax-exempt pur-
poses) and secondary markets (resource opportunities). The operating domain
includes the need for services, the funding opportunities, workforce potential
(labor pool of volunteers and paid employees), the nature of other service
providers, and the socio-political interests of the community (see Figure 8.2).
The operating domain is at a minimum “two-headed,” and the existence of
multiple target audiences makes it much harder to satisfy everyone (Andreasen
and Kotler, 2008). Extensive literature is dedicated to analyzing market opportu-
nities and evaluating the strengths and weaknesses of other providers (Chew and
Osborne, 2009; Porter, 1998), and different chapters in this Handbook discuss
alternative ways that nonprofits can examine their options.

“Where does my organization ‘fit’ in relation to other providers?” This
is a basic question in strategic management. There is some concern that the

FIGURE 8.2. Multiple Nonprofit Markets and Strategic Inputs
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nonprofit sector is cluttered, that there are too many nonprofits doing more
or less the same thing. Nonprofit managers should be cognizant of other
organizations and stakeholders operating in a similar service arena. It is vital to
consider how one nonprofit differentiates itself from another. Nonprofits may
appear similar but there should be several ways that each is unique (including
core values) (Frumkin and Andre-Clark, 2000). This differentiation is important
for meeting community needs but also to attract resources.

An example of a start-up volunteer center illustrates how external forces
influence strategic choices. The center was trying to determine where and how to
move forward with the idea of “promoting volunteerism” in a particular regional
area. The existence of the volunteer center was instigated by a funder. Commu-
nity leaders had recognized for quite some time that there was a need for more
coordinated services and infrastructure to serve the nonprofit community, but
it wasn’t until a key funder helped the center be established that the “need”
was addressed. Based on the interests of the funder, certain market choices are
already determined, such as the geographic service area. The funder becomes
part of the “dominant coalition” of decision makers helping to articulate and
define the strategic purposes (as illustrated in Lake, Reis, and Spann, 2000).
There are numerous other choices to be made. For example, there are various
types of volunteers (corporate, students, faith-based, individual communitymem-
bers, and required community service), and the center needed to decide which
to prioritize. The center also considered who else was providing similar services.
For instance, this center was in a university town and needed to understand how
the university did or did not meet the needs of student volunteers. Inevitably,
resources influenced the focus of activities. Who was willing to help pay for ser-
vices? So resource questions guided how the center developed in addition to the
needs and demands of the beneficiaries.

A related concept is the existence of multiple “bottom lines” (Jeavons, 1994).
Take for example, Teach for America, which seeks to “eliminate educational
inequity.” Their strategy provides teachers to some of themost disadvantaged stu-
dent populations in America. Concurrently, Teach for America seeks to recruit
and influence some of the best and brightest college-educated students (that is,
future leaders) in America. They hope to influence and change the volunteers,
while meeting needs. They are educating not only school-aged students, but they
are also educating college graduates about the American education system. Only
some “corpsmembers” will remain as teachers, but the corpsmembers will forever
understand the challenges in American education. Part of Teach for America’s
success is related to understanding the multiple markets. There was indeed a
need for teachers in low-income communities, but there was also a desire among
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well-educated socially conscious individuals to make a difference, and Teach for
America was able to serve both of these objectives simultaneously. This recog-
nition of multiple markets (resources and needs) is fundamental to nonprofit
strategy. These examples illustrate the complex and multifaceted “markets” that
nonprofits understandwhendefining their operatingdomain. (ChapterThirteen
of this Handbook addresses in depth the topic of nonprofit marketing.) The next
section explores in more detail needs, service recipients, and resource markets.

Service Recipients and Needs: Understanding the Need for Services

By defining a social need and/or unacceptable social condition nonprofits make
a rationale for operations. “A need is a measurable gap between two conditions
‘what is’ (the current status or state) and ‘what should be’ (the desired status
or state)” (Altschuld and Kumar, 2010, p. 3). Nonprofits address a whole range
of “gaps,” including spiritual gaps, knowledge gaps, and social/cultural gaps.
Definition and articulation of the social condition is fundamentally the public
benefit justification that managers utilize to defend their tax-exempt status. How
that condition is defined is based on interpretation and worldview (Checkland,
2000). Various actors within the organization engage in defining and describ-
ing community needs. At the organizational level, board members and executive
leaders define broad categories of social priorities. These are often articulated in
the organization’s mission. Program managers further define social conditions
to guide particular program initiatives, within the broad scope of the mission.

There aremany factors to consider regarding needs and demand for services.
Needs can shift and change and therebymake the current level of services unnec-
essary. Nonprofits do not necessarily respond to such changes in the same way
that a for-profit business might (Lynk, 1995; Zaleski and Esposto, 2007). Some
studies document that nonprofits don’t take advantage of the market dominance
in a “typical” way. When there is limited competition it appears nonprofits may
try to expand services or take on more difficult cases. Confusion with market
forces is not all that surprising because nonprofits do not operate exclusively on
the exchange basis (that is, services = revenue). Other factors also drive those
decisions, including resources, governance models, and executive leadership.

This lack of market sensitivity might be a good thing because it means non-
profits remain focused on their charitable purposes. However, given the potential
for power differentials between service recipients and the nonprofit, there is
some recognition that some nonprofits may not attend to the needs of benefi-
ciaries in the way they should (Bruce, 1995; Pavicic, Alfirevic, and Mihanovic,
2009). Some explanations include the recognition that in many instances the
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nonprofit is the only service provider. Beneficiaries often don’t have a choice of
providers and have to accept what is given. Even if there are other providers, the
need or demand for services often outstrips the capabilities of all providers, so
providers do what they can but are cognizant of the excessive demand. There
is also the potential for providers to assume a professional or even moral jus-
tification to control services because they “know what is best.” In an effort to
get something done, nonprofits may inadvertently overlook beneficiary prefer-
ences. Nonprofits are morally accountable to beneficiaries but not financially
accountable, and the ambiguity and power differential can be difficult to nego-
tiate. (Chapter Four of this volume discusses in depth the multiple dynamics of
nonprofit accountabilities.)

Funding Opportunities

Even more pressing for most nonprofits than demand for service is the nature of
the resource environment. There is tremendous complexity in the funding envi-
ronment given the range of revenue sources, such as government, corporations,
individuals, foundations, and the various mechanisms through which donors can
participate (grants, major gifts, annual contributions) (Delfin and Tang, 2008;
Grønbjerg, 1993). Nonprofits must ensure consistent and reliable funding to sus-
tain operations, but funders can lose interest or shift priorities and stop funding
these operations.

An example is an organization dedicated to prevention services, primarily
by providing programming on public school campuses. They were quite good
at providing clinical and educational services related to drug abuse prevention
and addiction within the school system. Most, if not all, of their services were
offered on campus. Funding came through contracts with the local school
district. As the educational priorities changed, demand increased for time on
academics and resources were limited, so the program was losing contracts
with the school district. Eventually, significant contracts were not renewed. The
organization needed to consider how to respond: “our primary market is going
away.” Some on the board thought: “This is it, we were good at what we did and
now the sponsor no longer wants our services. Our program is over.” Others
on the board, in particular, the new executive director, felt the organization
was about prevention and, although they had operated in one way in the past,
they needed to consider other ways to provide services to the community at
large. The need for prevention services and drug abuse treatment wasn’t going
away—if anything, drug use and abuse was going up. The sponsor, however, was
not interested in paying for those services in the same way as they had.
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The executive pushed forward and developed a new program model that
allowed them to expand their “market” (community-based prevention services)
while staying true to their mission. They might never have become involved
in what became an award-winning community program without this push
from the funder. The organization continued to expand their funding base to
limit the influence of just one sponsor. For most nonprofits it is inevitable that a
major funder is going to have a significant impact on their services. Funding can
be a “push” as, in this instance; a lack of resources pushed the organization out
of a service niche. Funding can also be a “pull” whereby organizations are drawn
toward particular funding opportunities. If the organization is not careful, this
can become a source of “mission creep”—the problematic condition in which
a nonprofit loses track of its purpose and spends too much energy following
the resource market, slowly and modestly shifting to accommodate resource
opportunities at the expense of attention to mission. It is important to remember
that funding considerations need to be addressed in alignment with mission and
service priorities (Jennings, 2004). One without the others is not optimal.

Leadership in Strategic Management

The story of prevention services also illustrates the role of the executive and
board (Goodstein and Boeker, 1991; Ritchie, Kolodinsky, and Eastwood, 2007).
Changes in leadership allow an opportunity to implement new models, identify
new opportunities, and implement new approaches. Strategic perspectives are
often held in the mind of the key decision makers, sometimes articulated but
rarely captured in their entirety or in a plan sitting on a shelf. As an example,
when discussing the role of the mission statement in decision making, one exec-
utive explained that themission was used to constrain ideas for services and could
be used to block new ideas. “We could do that if you want to change the mission
statement,” he would say to board members who suggested ideas he felt were out-
side the organization’s purview. Other executives might frame the mission more
like a planter from which program ideas “grow” (Brown and Iverson, 2004). For
them, the mission statement is used to build new ideas and strategies. This is
how the executive at prevention services described what was happening to their
organization. Neither one of these frames is necessarily “right” or “wrong” in
a generic sense. Strategic approaches should be grounded in the context, but
these examples illustrate that executives have a strong influence over how the
nonprofit operates. Therefore, changes at the top can, by design or at times inad-
vertently, shift the way a nonprofit operates.
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The influence of executives is often quite pronounced when long-time
founders leave the organization. Successful founders often have excellent
intuition about strategic direction and how to operate the organization (Ritchie,
Kolodinsky, and Eastwood, 2007). However, if that strategy was not shared with
board members, or board members deferred to the executive in ways that were
not healthy, then it is possible that there might be significant differences of
strategic opinion between them and a new executive. A new executive may
bring a different approach, one that may be needed given the development
state of the organization, yet this can lead to conflict because “that’s not the way
we do things around here.” If those perspectives are not well articulated, then
there might be trouble. This is what happened in the earlier example of the
organization providing prevention services. The shift to expand the market did
not come without conflict on the board. Many board members were dedicated
to the older model, and it took time to educate them about the new opportunity
and the shifting resource environment.

Riding Against the Wind

One more illustration about recognizing the power of external environment
opportunities might be helpful. I ride road bikes with a group of friends, and
every Saturday we go for 40- to 50-mile bike rides. Imagine our group is a non-
profit organization. We have several purposes: we want to get some exercise and
we want to have fun. One of things we consider when we head out is which way
the wind is blowing. Imagine if you will that the resource environment is like the
wind. When the wind is at our back we go faster, feel stronger, and generally have
more fun, all the while we don’t have to work as hard. We travel more miles with
less effort. If the wind is blowing at us, we have to work a lot harder to go the same
distance. We also have to coordinate our effort a lot more. By working together
and taking turns at the front, we can get through the wind. We don’t mind doing
that sometimes because it does make us stronger. The wind isn’t always at our
back but, at the same time, we are not always “riding against the wind.”

The dynamics of the resource and service market are similar in that nonprof-
its position themselves to take advantage of the prevailing winds. If we fight the
wind in every ride, we will be exhausted and potentially give up in frustration.
Of course, following every breeze isn’t viable either because we would never get
home. So we consider howmuch we can benefit from the prevailing wind tomake
the best use of our energy while making sure we can get home. Nonprofits that
ignore the resource and market opportunities are like bike riders always head-
ing into the wind or, worse, riders who don’t even know which way the wind is
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blowing. Some days they sail along without any effort—getting further and fur-
ther from home, having a grand time. Other days the wind works against them.
They are not ready and maybe even somewhat clueless about why it is so hard.
External forces are quite powerful and to ignore them or to operate as if they
don’t matter is to operate in peril.

Delivery Systems and Capabilities

The high-level strategic conversations related to markets and opportunities often
engage board members. There is, however, a whole other level of management
activity that is more operational. It has to do with implementation. Once ques-
tions about market opportunities are resolved, the next issue is considering how
the organization is going to get things done. Opportunities are only viable if the
organization has the ability to capitalize on them. Part of the grief experienced
in strategic planning results when ideas and opportunities are discussed apart
from the practicalities of organizational systems. Miles and Snow called this
the “engineering” problem. Nonprofit managers need to address issues such as
ensuring that beneficiaries have access to services, building diversified revenue
streams, engaging the political system, collaborating with key service partners,
and building values into organizational decision making (see Figure 8.3).
One of the most fundamental aspects of the “engineering problem” is the
nature of human resources (Brown, Andersson, and Jo, 2015). Who can carry
out the services we have chosen? Strategic human resource management is an
extensive field, encompassing a large number of elements including job design,
recruitment, selection, evaluation and performance (Pynes, 2004). Watson and
Abzug provide a more complete explanation of the practice of nonprofit human
resource management in Chapter Twenty-Two of this book, but it is essential
to this discussion of strategic management to affirm that nonprofits also must
address the dynamics of human resource management from the perspective of
organizational strategy and management.

Committed Human Resources

With upwards of 70 to 80 percent of expenditures allocated to staffing in
the typical nonprofit, human resource capabilities are the most significant
lever to achieve organizational objectives. Furthermore, for many nonprofits,
volunteer labor exponentially expands the workforce. Kong (2007) makes the
case that “intellectual capital” makes nonprofits unique and strategic objectives
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FIGURE 8.3. Factors That Influence Service Delivery
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should be framed to consider how a nonprofit can better utilize their people
and relationships. The human resource school of strategic management also
recognizes that working with people makes everything possible (Courtney,
2002). Traditional human resource dimensions include motivation factors,
person-organizational fit, job design, and the like. Given the strategic manage-
ment focus of this chapter, I will only introduce these topics; Part Five of this
Handbook is devoted entirely to the work of leading and managing the human
resource domain.

The strategic human resource management field recognizes that human
resource practices make a difference in organizational performance. However,
nonprofits often have some unique constraints in how such practices are utilized
(Akingbola 2006; Rodwell and Teo, 2008). Part of this is explained by the small
size of most nonprofits, yet some argue that nonprofits’ challenges are due to a
lack of discipline to implement more rigorous practices. The implementation of
effective practice is further complicated by the engagement of unpaid staff mem-
bers, that is, volunteers. Leading and managing volunteers poses its own unique
challenges, as Jeffrey Brudney discusses in Chapter Twenty-Four. Volunteers can
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be difficult to control, and the ease with which they enter and exit from vari-
ous roles in the organization (leadership, fundraising, program delivery) further
complicates how volunteers are managed (Pearce, 1993).

Further, as discussed in depth in Chapters Twenty-Two and Twenty-Three,
organizational commitment is an important issue that has significant strategic
implications across the entire nonprofit “workforce.” A committed workforce,
whether paid or unpaid, is motivated to work harder and achieve better results
for the organization. Several studies suggest that commitment to the organiza-
tion and the mission are fundamentally important and a unique advantage for
nonprofits (see, for example, Brown and Yoshioka, 2003; Preston and Brown,
2005). As values-based organizations, nonprofits attract and retain workers partly
because they tap into the expressive needs of employees (Mason, 1995). People
join and stay with nonprofits because they want to make a difference; they believe
in the values and purposes. The extent to which nonprofits emphasize the expres-
sive benefits of and help workers “see” a connection between their work and the
purposes of the organization affects the degree to which people are going to be
satisfied with their role in the organization, and this increases the likelihood they
will put forth the effort necessary to achieve organizational priorities.

How do we encourage commitment? It is not simple but, from a strategic
perspective, nonprofit executives need to ensure a high level of alignment and
consistency in values and ethical practices. This Handbook’s chapter on ethical
management (Chapter Seven) makes the case that nonprofits need to be able to
rely on trust and cooperation because of the inherent difficulty in determining
performance measures; stakeholders inside (paid and unpaid employees) and
outside the organization need to be able to trust nonprofit leaders to operate eth-
ically. Nonprofits are held to that higher standard because of the very nature of
who they are. Employee commitment is partially driven by the ethical practices
of leadership and supervisors. Since most nonprofits are not going to be able
to pay as much as their for-profit counterparts, and most nonprofits are not
able to offer the employment stability of the public sector, organizational partic-
ipants expect a positive work environment that reflects the principles and values
espoused by the organization. Their values propositions are potentially the most
distinctive aspect of nonprofit organizations and can make them very appealing
to donors, volunteers, and paid employees (Frumkin and Andre-Clark, 2000).

Collaboration and Network Relationships

Another important consideration in the development of service delivery is the
potential of collaborative relationships. If an organization doesn’t have adequate
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internal capacity, a good option may be to work with other organizations
to achieve organizational objectives. This is particularly true for nonprofits
in complex operating environments with multifaceted social issues and the
challenges of resource limitations (Sowa, 2009). Collaborative strategies can be
difficult, yet they are necessary and sometimes may even be the only approach to
achieve broader objectives. (Austin and Seitanidi discuss in depth the potential
for creating value through collaborative strategies in Chapter Fifteen of this
Handbook.)

Less common but also reasonable to consider is the option to acquire
or merge with another organization. This is less common in nonprofits, yet
there are many examples of how nonprofits have been successfully acquired or
merged. Themerger of the Points of Light Foundation and HandsOn Network is
an interesting example. The Points of Light Foundation was by all indications the
historical infrastructure organization in volunteer management; it represented
the national network of volunteer centers. Points of Light employed a fairly
traditional model to facilitate volunteer placements with partner nonprofits. In
contrast, HandsOn Network was a younger organization that framed volunteer
engagement slightly differently; they were more about organizing projects and
developed “make-a-difference” day. Each of these partner organizations brought
a slightly different orientation toward supporting volunteers, and together they
have integrated multiple approaches in an effort to enhance their sustainability
and impact. This illustrates how two different types of organizations interested in
the same cause (supporting volunteerism) strategically joined forces to address
real challenges in the field.

Political Engagement and Lobbying

In addition to direct service collaborations to achieve program goals, nonprof-
its can seek to influence broader political forces. Indeed, as Avner explains in
Chapter Fourteen, many nonprofits have determined that advocacy is an essen-
tial element of their strategy. The classic parable of babies floating down the river
helps illustrate this concept.

There is a fisherman who lives in a town along a river and one day he dis-
covers a baby floating down the river. Through heroic effort he pulls the
baby from the river. The town decides they need to watch the river on a
regular basis. As more and more babies come floating down the river,
the town develops an elaborate system to pull the babies from the water
and get them placed in good homes. They have developed a sophisticated
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service delivery system that saves the babies, cleans them up, and places
them with adoptive parents. At some point the town realizes they can’t
keep raising these babies. So someone goes upstream to see if they can
stop the flow of babies. They find an ogre stealing babies and tossing them
into the river. The downstream town joins forces with the upstream town
and they kill the ogre, thereby ending the need for saving babies from
the river.

The downstream town changed the system so that now it is unnecessary to
save babies from the river. Nonprofits, consequently, need to provide services,
but they should also work to change the system so their services are no longer
needed. It is not just about finding a need, securing resources, and developing
an amazing service delivery system: it is also about changing the system to limit
the need for services altogether. In many instances this means changing the laws
and rules to help eliminate the problem. MADD (Mothers Against Drunk Driv-
ing) is an example of a nonprofit that set out to change the rules about drunk
driving. By organizing and campaigning, they helped change the way Americans
thought about drinking and driving. MADD wasn’t just about victim services and
supporting mothers who had lost children. They were about changing the system
so that there were fewer grieving mothers (MADD, 2005).

Performance and Control

The third component of the strategic cycle is related to control and performance
(see Figure 8.4). This section considers how organizations monitor and control
the various aspects of the organizational system. This aspect of strategy consid-
ers learning and knowledge to guide organizational participants. How do we
improve our practices? It is also about performance and impact. What value or
benefit do we create for significant stakeholders? Performance is a critical con-
cern for nonprofits because it is often difficult to know the effectiveness of service
initiatives. It is also why the strategic management cycle is particularly relevant; it
identifies the instrumental function that control and performance play in non-
profit organizations (Moore, 2000).

There are many organizational effectiveness assessment systems available to
nonprofits (for example, balanced scorecard and total quality management),
and Chapter Ten discusses this concept in more depth. Closely related are
program evaluation systems designed to assess the impact of specific program
initiatives (and Chapter Sixteen addresses the process of outcome assessment
and program evaluation). The strategic management challenge is to determine
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FIGURE 8.4. Issues to Consider in Performance and Control
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how much of an administrative bureaucracy is necessary for monitoring and
evaluating organizational activities. As executives make decisions about staffing
or about which programs to expand or discontinue, there need to be logical
and objective criteria behind the decision. Unfortunately, it doesn’t always work
that way. It is complicated because there are multiple constituents who seek
information about performance and operations. Developing and using effective
performance assessment systems is a major concern. Donors, volunteers, and
service providers can be resistant to organizational control strategies; executives,
too, may resist utilizing control processes. Consequently, this is an important part
of the strategic management system that might not receive enough attention.
Performance and control are not just about counting numbers and objective
indicators. It also is about monitoring relationships with key stakeholders.

Issues in Control and Performance

The nonprofit context suggests several performance and control issues that war-
rant consideration, and Figure 8.4 depicts the key areas nonprofits to monitor.
Other chapters in this Handbook address each of these topics in detail, so our goal



Trim Size: 7in x 9.25in Renz852965 c08.tex V3 - 07/11/2016 5:43 P.M. Page 234

�

� �

�

234 The Jossey-Bass Handbook of Nonprofit Leadership and Management

in this section is to highlight some of the key strategic management dimensions
of each.

Financial Stewardship. Monitoring financial indicators through effective
budgeting and reporting consumes a significant amount of time for nonprofit
managers. With just concern, nonprofits often operate with limited reserve
capabilities and stewardship expectations that require high-quality practices in
this area. Donors and granting entities expect resources to be used judiciously.
Frivolous expenditures, excessive compensation, or, heaven forbid, fraudulent
practices can have a detrimental impact on an organization and the entire sector
(Greenlee, Fischer, Gordon, and Keating, 2007). Like so many of the manage-
ment challenges confronted by nonprofit executives, financial management is
a paradox. Take, for example, the discussion about how much money is kept in
reserves: too much and some contend the money is not being put to “good use”;
not enough and the nonprofit runs the risk of falling short and being unable
to meet obligations. Financial performance often becomes a proxy for organiza-
tional health, and executives need to consider how “the numbers” are reflective
of other key operational issues such as program performance and donor
relationships.

Governance. Governing board oversight is critical for nonprofit organizations in
a number of ways. The board sets the tone and, more important, seeks to ensure
consistency in organizational practices so as to achieve success across the organi-
zation. Boards help guide the organization and keep it on track. The board helps
identify priorities related to strategic inputs and operational practices. The board
does not meddle in the details of how services are delivered, but approves major
initiatives and ensures management is moving forward to achieve priorities. Fur-
thermore, the board monitors information that enables it to assess progress on
these priorities.

The board helps keepmanagement accountable but also partners in helping
management overcome challenges and alter course as necessary. Executives look
to the board to provide guidance and direction about operational gray areas.
By staying attuned to the priorities of the organization and progress reports in
these areas, boards can become active partners while fulfilling the most impor-
tant function they have—oversight. The board also serves as intermediary to the
market and key stakeholders. It exists to verify that the organization is oper-
ating honestly and according to the purposes. The role is not as an outsider,
critical and confrontational, but as a partner to help achieve the priorities and
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objectives. The board is critical to effective strategic management because, with
so many activities, opportunities, and challenges confronting nonprofits, man-
agers need regular guidance on strategic priorities and decisions. This can only
be accomplished with regular feedback and conversation.

Board effectiveness is central to organizational success, and regular self-
assessment is an important and valuable tool for the board to employ (Harrison
and Murray, 2015). Self-assessment provides information on key aspects of board
activities and informs the board and organizational leadership about areas to
improve. As Chapter Six on executive leadership explains, it is part of the chief
executive’s responsibility to help develop and support the work of the board
activities so it can effectively perform this function. There is important evidence
that, without a coordinated effort and a shared sense of importance, most boards
lack the capacity to operate effectively (Renz and Andersson, 2013, pp. 32–33).
It is an interesting paradox that the oversight body within the organization often
depends on the goodwill and competence of its executives to operate effectively.
Boards need to be partners in the strategic leadership of the organization that
asks tough questions about performance.

Program Evaluation and Performance. Managers confront many challenges
when trying to implement evaluation systems. In many cases it is difficult, if not
impossible, to know exactly the benefit that programs create for service benefi-
ciaries. Furthermore, using rigorous evaluation methodologies is often beyond
the scope of many nonprofits. The principle is to encourage learning among
providers, while being realistic about the quality of evaluation of activities. The
value of evaluation is when it is part of the culture of the organization. It should be
natural for program providers to boast about program successes that emphasize
the beneficiaries, but they also should discuss and identify program weaknesses.
It is not easy, but nonprofits need to stay attuned to the needs and perceptions
of program beneficiaries, and good evaluation practices are critical.

Managing Relationships. Finally, it is essential that a strategic manager main-
tain a regular process by which to monitor the tone and quality of relationships
with each of three key stakeholder groups: donors, paid and unpaid employees,
and key decision makers in the external operating environment (such as regula-
tors, political officials, and other service providers). Each of these constituencies
plays a significant role in the strategic management choices of the organization,
and the processes by which to develop and maintain these relationships are dis-
cussed in some depth in subsequent chapters of this book.
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Conclusion

This chapter examines the decisions and processes nonprofit managers employ
as they work to think and act strategically to accomplish their organization’s goals
and outcomes. Strategic management in nonprofit organizations is the ability to
understand external opportunities and challenges while weaving together service
delivery systems to address the needs and interests of the multiple stakeholders
of the organization. Effective strategic managers guide, strengthen, and modify
their programs and operations according to learning that is based on objective
quantifiable information and the best guidance and intuition of the organiza-
tion’s leadership. Using the adaptive cycle developed by Miles and Snow (1978),
the chapter discussed three key strategic “problems” for nonprofit managers:
(1) understanding service and resource opportunities, (2) creating service deliv-
ery systems that utilize organizational capabilities, and (3) building control and
performance management systems that foster learning.

Strategic management is informed by the desire to achieve alignment and
coherence among organizational processes and practices. A fundamental ele-
ment of strategic management is to ensure there is a framework to guide decision
making and that the framework is discussed, evaluated and modified according
to operational conditions. Even organizations that have been successful run the
risk of losing their relevance and impact as circumstances change if they fail to
practice effective strategic management.
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CHAPTER NINE

STRATEGIC PLANNING AND
THE STRATEGY CHANGE CYCLE

John M. Bryson

This chapter presents an approach to strategic planning for nonprofit organi-
zations and collaborations. The process, called the Strategy Change Cycle,

does what Poister and Streib (1999, pp. 309–310) assert strategic planning should
do. Specifically, they believe strategic planning should

• Be concerned with identifying and responding to themost fundamental issues
facing an organization

• Address the subjective question of purpose and the often competing values
that influence mission and strategies

• Emphasize the importance of external trends and forces as they are likely to
affect the organization and its mission

• Attempt to be politically realistic by taking into account the concerns and pref-
erences of internal, and especially external, stakeholders

• Rely heavily on the active involvement of senior level managers, and in the
case of nonprofits, board members, assisted by staff support where needed

• Require the candid confrontation of critical issues by key participants in order
to build commitment to plans

• Be action oriented and stress the importance of developing plans for imple-
menting strategies

• Focus on implementing decisions now in order to position the organization
favorably for the future

240
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The Strategy Change Cycle becomes a strategic management process—and not
just a strategic planning process—to the extent that it is used to link planning and
implementation and to manage an organization in a strategic way on an ongo-
ing basis (Poister and Streib, 1999, pp. 311–314). The Strategy Change Cycle
draws on a considerable body of research and practical experience, applying it
specifically to nonprofit organizations.

Two quotations help make the point that strategic thinking, acting, and
learning are more important than any particular approach to strategic planning.
Consider first the humorous statement of Daniel Boone, the famous 18th and
19th Century American frontiersman: “No, I can’t say as I ever was lost, but once
I was bewildered pretty bad for three days” (Faragher, 1992, p. 65). When you
are lost in the wilderness—bewildered—no fixed plan will do. You must think, act,
and learn your way to safety. Boone had a destination of at least a general sort
in mind, but not a route. He had to wander around reconnoitering, gathering
information, assessing directions, trying out options, and in general thinking,
acting, and learning his way into where he wanted to be. In Weick and Sutcliffe’s
words (2007), he had to “act thinkingly,” which often meant acting first and then
thinking about it (Weick, 1995). Ultimately—but not initially, or even much
before he got to there—Boone was able to establish a clear destination and a
route that worked to get him there. Boone thus had a strategy of purposeful
wandering, and it is true that he was not exactly lost; rather, he was working
at finding himself where he wanted to be. So wandering with a purpose is an
important aspect of strategic planning, in which thinking, acting, and learning
clearly matter most.

Next, consider this from poet and essayist Diane Ackerman: “Make-believe
is at the heart of play, and also at the heart of so much that passes for work. Let’s
make-believe we can shoot a rocket to the moon” (Ackerman, 1999, p. 7). She
makes the point that almost anything is possible with enough imagination, ambi-
tion, direction, intelligence, education and training, organization, resources,
will, and staying power. We have been to the moon, Mars, Venus, and a host of
other places. We as citizens of the world have won world wars and cold wars,
ended or avoided depressions, virtually eliminated smallpox, unraveled the
human genome, watched a reasonably united and integrated Europe emerge,
and seen democracy spread where it was thought unimaginable. But there
obviously is much more to do, and previous triumphs are never permanent.

So let’s think about joining others already focused on thinking, doing, and
learning about how to have a good job for everyone, adequate food and hous-
ing for everyone everywhere, universal health care coverage, drastically reduced
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crime, effective educational systems, secure pensions and retirements, a dramatic
reduction in greenhouse emissions, the elimination of terrorism and weapons
of mass destruction, the elimination of HIV/AIDS, the realization in practice of
the Universal Declaration on Human Rights, and so on. We can create institu-
tions, policies, projects, products, and services of lasting public value by drawing
on our diverse talents—and have done so again and again throughout history
(Boyte, 2005), and clearly nonprofit organizations have an important role to play
(Light, 2002; Powell and Steinberg, 2006). We can use strategic planning to help
us think, act, and learn strategically—to figure out what we should want, why, and
how to get it. Think of strategic planning as organizing hope, as what makes hope
reasonable.

A Ten-Step Strategic Planning Process

Now, with the caution that strategic thinking, acting, and learning matter most,
let us proceed to a more detailed exploration of the ten-step Strategy Change
Cycle. The process, presented in Figure 9.1, is more orderly, deliberative, and
participative than the process followed by an essayist such as Ackerman, or a
wanderer like Boone. The process is designed to “create public value” (Moore,
2000) through fashioning an effective mission, meeting applicable mandates,
organizing participation, creating ideas for strategic interventions, building a
winning coalition, and implementing strategies. The Strategy Change Cycle may
be thought of as a processual model of decision making (Barzelay, 2001, p. 56), or
a process strategy (Mintzberg, Ahlstrand, and Lampel, 2005), where a leadership
group manages the process, but leaves much of the content of what the strate-
gies will be to others. The ten steps (or designed set of occasions for dialogue
and decision) are as follows:

1. Initiate and agree on a strategic planning process.
2. Identify organizational mandates.
3. Clarify organizational mission and values.
4. Assess the external and internal environments to identify strengths, weak-

nesses, opportunities, and threats.
5. Identify the strategic issue facing the organization.
6. Formulate strategies to manage the issues.
7. Review and adopt the strategic plan or plans.
8. Establish an effective organizational vision.
9. Develop an effective implementation process.

10. Reassess strategies and the strategic planning process.



FIGURE 9.1. The Strategy Change Cycle
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These ten steps should lead to actions, results, evaluation, and learning.
It must be emphasized that actions, results, evaluative judgments, and learn-
ing should emerge at each step in the process. In other words, implementation
and evaluation should not wait until the “end” of the process, but should be an
integral and ongoing part of it.

The process is applicable to nonprofit organizations and collaborations. The
only general requirements are a “dominant coalition” (Thompson, 2003), or at
least a “coalition of the willing” (Cleveland, 2002), able to sponsor and follow
the process, and a process champion willing to push it. For small nonprofit orga-
nizations, many well-informed strategic planning teams that are familiar with,
and believe in, the process should be able to complete most of the steps in a
two- or perhaps three-day retreat, with an additional one-day meeting scheduled
three to four weeks later to review the resulting strategic plan. Responsibility
for preparing the plan can be delegated to a planner assigned to work with the
team, or the organization’s chief executive may choose to draft the plan per-
sonally. Additional reviews and signoffs by key decision makers might take more
time. Additional time also might be necessary to secure information or advice
for specific parts of the plan, especially its recommended strategies. For large
organizations, however, more time and effort are likely to be needed for the pro-
cess. And when applied to a collaboration, the effort is likely to be considerably
more time consuming in order to promote the involvement of substantial num-
bers of leaders, organizations, and perhaps members or citizens (Bryson, Crosby,
and Stone, 2015; Huxham and Vangen, 2005).

Note that in practice the Strategy Change Cycle bears little resemblance to
the caricature of strategic planning occasionally found in the literature as a rigid,
formal, detached process (see, for example, Bryson, Crosby, and Bryson, 2009,
and Mintzberg, Ahlstrand, and Lampel, 2005). Instead, the Strategy Change
Cycle is intended to enhance strategic thinking, acting, and learning; to engage
key actors with what is, as well as with what can be; to engage with the important
details while abstracting the strategic message in them; and to link strategy
formulation with implementation in wise, technically workable, and politically
intelligent ways. You might think of the Strategy Change Cycle as identifying
and helping organize a deliberative pathway to promote mutual persuasion and
learning among stakeholders about what to do, how, and why in order to fulfill
an organization’s mission and meet its mandates (Garsten, 2006; Moynihan and
Landuyt, 2009).
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Step 1: Initiating and Agreeing on a Strategic Planning Process

The purpose of the first step is to negotiate agreement among key internal (and
perhaps external) decision makers or opinion leaders about the overall strategic
planning effort and the key planning steps. The support and commitment of key
decision makers are vital if strategic planning in an organization is to succeed.
Further, the involvement of key decision makers outside the organization usually
is crucial to the success of nonprofit programs if implementation will involve
multiple parties and organizations (Bryson, 2011; Light, 1998, 2002).

Obviously, some person or group must initiate the process. One of the initia-
tors’ first tasks is to identify exactly who the key decisionmakers are. The next task
is to identify which persons, groups, units, or organizations should be involved
in the effort. These two steps will require some preliminary stakeholder analysis,
which is discussed in more detail below. The initial agreement will be negoti-
ated with at least some of these decision makers, groups, units, or organizations.
In practice, a series of agreements typically must be struck among various par-
ties as support for the process builds and key stakeholders and decision makers
sign on. Strategic planning for a nonprofit organization or collaboration is espe-
cially likely to work well if an effective policymaking body is in place to oversee
the effort.

The agreement itself should cover

• The purpose of the effort
• Preferred steps in the process
• The form and timing of reports
• The role, functions, and membership of any group or committee empowered

to oversee the effort, such as a strategic planning coordinating committee
(SPCC)

• The role, functions, and membership of the strategic planning team
• The commitment of necessary resources to proceed with the effort
• Any important limitations or boundaries on the effort

As noted, at least some stakeholder analysis work will be needed in order
to figure out whom to include in the series of initial agreements. A stakeholder is
defined as any person, group, or organization that can place a claim on an orga-
nization’s (or other entity’s) attention, resources, or output or that is affected by
that output. Examples of a nonprofit organization’s stakeholders include clients
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or customers, third-party payers or funders, employees, the board of directors,
members, volunteers, other nonprofit organizations providing complementary
services or involved as co-venturers in projects, banks holdingmortgages or notes,
and suppliers.

Attention to stakeholder concerns is crucial: the key to success in nonprofit
organizations and collaborations is the satisfaction of key stakeholders (Bryson, 2011;
Light, 1998, 2002). A stakeholder analysis is a way for the organization’s decision
makers and planning team to immerse themselves in the networks and politics
surrounding the organization. An understanding of the relationships—actual
or potential—that help define the organization’s context can provide invaluable
clues to identifying strategic issues and developing effective strategies (Bryson,
2011; Patton, 2008). In this regard, note that the definition of stakeholder
is deliberately quite broad for both practical and ethical reasons. Thinking
broadly, at least initially, about who the stakeholders are is a way of opening
people’s eyes to the various webs of relationships within which the organization
exists (Feldman and Khademian, 2002) and of assuring that the organization is
alerted to its ethical and democratic accountability responsibilities, since they
always involve clarifying who and what count (Lynn and Hill, 2008; Mitchell,
Agle, and Wood, 1997).

For many nonprofit organizations, the label “customer” will be given
to their key stakeholder. The customer label can be useful, particularly for
organizations that need to improve their “customer service.” In other situations,
the customer language actually can be problematic. One danger is that focusing
on a single “customer” may lead these organizations inadvertently to ignore
other important stakeholder groups. Another danger is that the customer label
can undermine the values and virtues of active citizenship that many nonprofit
organizations are trying to promote (Boyte, 2005; deLeon and Denhardt, 2000).
In addition, many community-based nonprofit organizations and those relying
on government funding also face very complex stakeholder environments
(Stone and Sandfort, 2009).

The organizers of the planning effort should count on using several differ-
ent techniques, including as a starting point what I call the Basic Stakeholder
Analysis Technique (Bryson, 2004, 2011). This technique requires the strategic
planning team to brainstorm a list of the organization’s stakeholders, their cri-
teria for judging the performance of the organization (that is, their “stake” in
the organization or its output), and how well the organization performs against
those criteria from the stakeholders’ points of view. If there is time, additional steps
(perhaps involving additional analysis techniques) should be considered, includ-
ing understanding how the stakeholders influence the organization, identifying
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what the organization needs from its various stakeholders (money, staff, political
support), and determining in general how important the various stakeholders
are. Looking ahead, a stakeholder analysis will help clarify whether the orga-
nization needs to have different missions and perhaps different strategies for
different stakeholders, whether it should seek to have its mandates changed, and
in general what its strategic issues are. (A variety of other useful techniques will
be found in Bryson [2004, 2011].)

Step 2: Identifying Organizational Mandates

The formal and informal mandates placed on the organization consist of the
various “musts” it confronts, meaning the requirements, restrictions, and expec-
tations it faces. Actually, it is surprising how few organizations know precisely
what they are (and are not) formally mandated to do. Typically, few members
of any organization have ever read, for example, the relevant legislation,
policies, ordinances, charters, regulations, articles, and contracts that outline
the organization’s formal mandates. Many organizational members also do not
understand the informal mandates—which are typically political in the broadest
sense—that the organization faces. It may not be surprising, then, that most
organizations make one or more of three fundamental mistakes. First, by not
articulating or knowing what they must do, they are unlikely to do it. Second,
they may believe they are more tightly constrained in their actions than they
actually are. And third, they may assume that if they are not explicitly told to do
something, they are not allowed to do it.

Step 3: Clarifying Organizational Mission and Values

An organization’s mission, or purpose, in tandem with its mandates, pro-
vides the organization’s raison d’être, the social justification for its existence.
An organization’s mission and mandates also point the way toward the ultimate
organizational end of creating public value. For a nonprofit organization, this
means there must be identifiable social or political demands or needs that the
organization seeks to fill in a way that accords with its nonprofit status (Bryce,
2000). Viewed in this light, nonprofit organizations must always be seen as
a means to an end, not as an end in and of themselves. For a collaboration,
it means identifying the “collaborative advantage” to be gained by working
together, that is, what can be gained together that creates public value that
cannot be achieved alone (Huxham and Vangen, 2005).

Identifying the mission, however, does more than merely justify the organi-
zation’s existence. Clarifying purpose can eliminate a great deal of unnecessary
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conflict in an organization and can help channel discussion and activity pro-
ductively (Nutt, 2002; Thompson, 2001). Agreement on purpose also defines
the arenas within which the organization will collaborate or compete and, at
least in broad outline, charts the future course of the organization. Agreement
on purpose thus serves as a kind of taken-for-granted framework that bounds
the plausibility and acceptability of arguments (Bolman and Deal, 2013). Agree-
ment on purpose can go even further and provide a kind of premise control
that constrains thinking, learning, and acting (Perrow, 1986; Weick, 1995) and
even legitimacy (Suchman, 1995). Moreover, an important and socially justifiable
mission is a source of inspiration and guidance to key stakeholders, particularly
employees (Kouzes and Posner, 2008). Indeed, it is doubtful whether any organi-
zation ever achieved greatness or excellence without a basic consensus among its
key stakeholders on an inspiring mission (Collins and Porras, 1997; Light, 2002).

Some careful stakeholder analysis work should precede development or
modification of an existing mission statement so that attention to purpose
can be informed by thinking about purpose for whom. If the purposes of key
stakeholders are not served, then the organization may be engaging in what
historian Barbara Tuchman (1984) aptly calls folly. The mission statement
itself might be very short, perhaps not more than a paragraph or a slogan. But
development of the mission statement should grow out of lengthy dialogue
about the organization’s identity, its abiding purpose, desired responses to key
stakeholders, its philosophy and core values, and its ethical standards. These
discussions may also provide a basic outline for a description of the organization
in the future, or its “vision of success,” described in Step 8. Considerable
intermediate work is necessary, however, before a complete vision of success can
be articulated.

Step 4: Assessing the Organization’s External and Internal Environments

The planning team should explore the environment outside the organization to
identify the opportunities and threats the organization faces (Step 4a). It should
explore the environment inside the organization to identify strengths and
weaknesses, and particularly existing or needed organizational competencies
(Step 4b). Basically, “outside” factors are those not under the organization’s
control, while “inside” factors are those that are. Opportunities and threats
usually (though not necessarily) are more about the future than the present,
whereas strengths and weakness are about the present and not the future (Nutt
and Backoff, 1992).
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Monitoring a variety of forces and trends, including political, economic,
social, educational, technological, and physical environmental ones, can help
planners and decision makers discern opportunities and threats. Unfortunately,
organizations all too often focus only on the negative or threatening aspects of
these changes, and not on the opportunities they present, so care must be taken
to assure a balanced view. In other words, attending to threats and weaknesses
should be seen as an opportunity to build strengths and improve performance
(Ackermann, Eden, and Brown, 2004; Weick and Sutcliffe, 2007).

Besides monitoring trends and events, the strategic planning team also
should monitor various important external stakeholder groups, including
especially those that affect resource flows (directly or indirectly). These groups
would include customers, clients, payers or funders, dues-paying members, reg-
ulators, and relevant policy bodies. The team also should attend to competitors,
competitive forces, and possible sources of competitive advantage, as well as
to collaborators, collaborative forces, and potential sources of collaborative
advantage.

The organization might construct various scenarios to explore alternative
futures in the external environment, a practice typical ofmuch strategic planning
in large private-sector organizations. Scenarios are particularly good at demon-
strating how various forces and trends are likely to interact, which are amenable
to organizational influence, and which are not. Scenarios also offer an effec-
tive way of challenging the organization’s “official future” when necessary. The
“official future” is the presumed or taken-for-granted future that makes current
strategies sensible (Schwartz, 1991). Organizations unwilling to challenge this
future are the ones most likely to be blindsided by changes (Marcus, 2009).

Members of an organization’s governing body (particularly if they are
elected) may be better at identifying and assessing external threats and opportu-
nities (particularly present ones) than are the organization’s employees. This is
partly due to a governing board’s responsibility for relating an organization to its
external environment and vice versa (Bryce, 2000; Carver, 2006). Unfortunately,
neither governing boards nor employees usually do a systematic or effective
job of external scanning. As a result, most organizations are like ships trying
to navigate troubled or treacherous waters without benefit of human lookouts,
global positioning systems, radar, or sonar. All too often the result is a very
unwelcome surprise (Weick and Sutcliffe, 2007).

Because of this, both employees and governing board members should con-
sider relying on a somewhat formal external assessment process to supplement
their informal efforts. The technology of external assessment is fairly simple, and
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allows organizations to cheaply, pragmatically, and effectively keep tabs on what is
happening in the larger world that is likely to have an effect on the organization
and the pursuit of its mission. Clip services, Internet alerts, discussion groups and
listservs, regular participation in professional conferences, and periodic retreats,
for example, might be used in part to explore forces and trends and their poten-
tial impact. The key, however, is to avoid being captured by existing categories
of classification and search, since they tend to formalize and routinize the past,
rather than open one to the surprises of the future (Mintzberg, Alstrand, and
Lampel, 2005; Weick and Sutcliffe, 2007).

Attention to opportunities and threats, along with a stakeholder analysis, can
be used to identify the organization’s “critical success factors” (Johnson, Scholes,
and Whittington, 2008). These may overlap with mandates, in the sense that they
are the things the organization must do, or criteria it must meet, in order for it
to be successful in the eyes of its key stakeholders, especially those in the external
environment. Ideally, the organization will excel in these areas, and must do so
in order to outperform or stave off competitors.

To identify internal strengths and weaknesses, the organization might mon-
itor resources (inputs), present strategy (process), and performance (outputs).
Most nonprofit organizations, in my experience, have information on many of
their inputs, such as salaries, supplies, physical plant, and full time equivalent
(FTE) personnel. Unfortunately, too few organizations have a very clear idea of
their philosophy, core values, distinctive competencies, and culture, a crucial set
of inputs both for ensuring stability and managing change.

Organizations also tend to have an unclear idea of their present strategy,
either overall, by subunit, or by function. Typically, they cannot say enough about
their outputs, let alone the effects, or outcomes, those outputs create for clients,
customers, or payers, although this, too, is changing. However, some nonprofit
organizations have been able to pull their input, process, and outcome mea-
sures together in the form of a Balanced Scorecard (BSC) that shows, in effect,
the organization’s “theory of action” and allows it to monitor how it is doing
in terms of the theory’s predictions (Niven, 2008). BSCs attempt to show the
linkages and achieve a “balance” among measures of customer or stakeholder
satisfaction, financial performance, internal management or production process
performance, and accomplishments in the areas of employee and organizational
learning and growth. BSCs are likely to become farmore widely used in the future
by nonprofit organizations.

A lack of performance information presents problems both for the organi-
zation and its stakeholders. Stakeholders judge an organization according to the
criteria they choose, which are not necessarily the same criteria the organization
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would choose. For external stakeholders in particular, these criteria typically
relate to performance. If an organization cannot effectively meet its stakehold-
ers’ performance criteria at a reasonable cost, then regardless of its “inherent”
worth, the stakeholders are likely to withdraw their support.

An absence of performance informationmay also create—or harden—major
organizational conflicts. Without performance criteria and information, there
is no way to reasonably and objectively evaluate the relative effectiveness of
alternative strategies, resource allocations, organizational designs, and distri-
butions of power. As a result, organizational conflicts are likely to occur more
often than they should, serve narrow partisan interests, and be resolved in ways
that don’t further the organization’s mission (Flyvbjerg, 1998; Gerzon, 2006).
The difficulties of measuring performance are well known (Moynihan, 2008;
Radin, 2006). But regardless of the difficulties, organizations are continually
challenged to demonstrate effective performance to their stakeholders.

A consideration of the organization’s strengths and weaknesses can also
lead to an identification of its “distinctive competencies” (Selznick, 1957), or
what have been referred to more generally as “core competencies” (Johnson,
Scholes, and Whittington, 2008; Prahalad and Hamel, 1990) or “capabilities”
(Stalk, Evans, and Shulman, 1992). These are the organization’s most important
abilities or practices on which it can draw routinely to perform well. What makes
these abilities “distinctive” is the inability of others to replicate them easily, if
at all, because of the way they are interlinked with one another (Ackermann
and Eden, 2011). Nonprofit organizations should seriously consider taking
the time to identify the existing and/or needed competencies and distinctive
competencies necessary to achieve their aspirations (Bryson, Ackermann, and
Eden, 2014). A clear statement that focuses solely on identifying and linking the
existing or needed competencies and distinctive competencies to the nonprofit
organization’s mission and goals is sometimes referred to as its “livelihood
scheme” and can provide the core logic of a strategic plan (Ackermann, Eden,
and Brown, 2004). A livelihood scheme can also facilitate the identification of
strategic issues (see next section).

Step 5: Identifying the Strategic Issues Facing an Organization

Together the first four elements of the process lead to the fifth, the identification
of strategic issues. Strategic issues are fundamental policy questions or critical
challenges affecting the organization’s mandates, mission, and values; product or
service level and mix; clients, users or payers; cost, financing, organization,
or management. Finding the best way to frame these issues typically requires
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considerable wisdom, dialogue, and deep understanding of organizational pur-
poses, operations, stakeholder interests, and external demands and possibilities.
The first four steps of the process are designed deliberately to slow things down
so that there is enough information and interaction for the needed wisdom to
emerge. The process is designed, in other words, to “unfreeze” people’s thinking
(Dalton, 1970; Lewin, 1951) so that knowledge exploration, development, and
learning might occur (Crossan, Lane, and White, 1999; March, 1991). This
knowledge will be exploited in this and later phases.

Strategic planning focuses on achieving the best “fit” between an organiza-
tion and its environment. Attention to mandates and the external environment,
therefore, can be thought of as planning from the outside in. Attention tomission
and organizational values and the internal environment can be considered plan-
ning from the inside out. Usually, it is vital that pressing strategic issues be dealt
with expeditiously and effectively if the organization is to survive and prosper. An
organization that does not respond to a strategic issue can expect undesirable
results from a threat, a missed opportunity, or both.

The iterative nature of the strategic planning process often becomes appar-
ent in this step when participants find that information created or discussed in
earlier steps presents itself again as part of a strategic issue. For example, many
strategic planning teams begin strategic planning with the belief that they know
what their organization’s mission is. They often find out in this step, however,
that one of the key issues their organizations faces is the need to clarify exactly
what its mission ought to be. In other words, the organization’s present mission is
found to be inappropriate, given the team members’ new understanding of the
situation the organization faces, and a new mission must be created.

Strategic issues, virtually by definition, involve conflicts of one sort or
another. The conflicts may involve ends (what); means (how or how much);
philosophy (why); location (where); timing (when); and who might be advan-
taged or disadvantaged by different ways of resolving the issue (who). In order
for the issues to be raised and resolved effectively, the organization must be
prepared to deal with the almost inevitable conflicts that will occur. Conflict,
shifts in understanding, and shifts in preferences will all evoke participants’
emotions (Gerzon, 2006; Heifetz, Grashow, and Linsky, 2009; Weick, 1995). It is
therefore in this stage that the importance of emotion will become dramatically
apparent, along with the concomitant need for emotional intelligence on the
part of participants if the emotions are to be dealt with effectively (Goleman,
1995; Goleman, Boyatzis, and McKee, 2002; Heifitz, Grashow, and Linsky, 2009).

A statement of a strategic issue should contain three elements. First, the issue
should be described succinctly, preferably in a single paragraph. The issue should
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be framed as a question that the organization can do something about. If the
organization cannot do anything about it, it is best not to think of it as an issue for
the organization; it is simply a condition. An organization’s attention is limited
enough without wasting it on issues it cannot address effectively. The question
also should have more than one answer, as a way of broadening the search for
viable strategies. Too often organizations “jump to solutions” without fully under-
standing what else might be possible, and without learning more about the issue
by understanding more about the range of possible answers (Ackermann, Eden,
and Brown, 2004; Burton, 2008; Nutt, 2002).

Second, the factors that make the issue a fundamental challenge should be
listed. In particular, what is it about the organization’s mandates, mission, values,
or internal strengths and weaknesses, and external opportunities and threats that
make this a strategic issue for the organization? Listing these factors will become
useful in the next step, strategy development. Every effective strategy builds on
strengths (and especially competencies and distinctive competencies) and takes
advantage of opportunities, while minimizing or overcoming weaknesses and
threats. The framing of strategic issues is therefore very important because it will
provide much of the basis for the issues’ resolution (Crosby and Bryson, 2005;
Eden and Ackermann, 1998; Nutt, 2002).

Finally, the planning team should prepare a statement of the consequences
of failure to address the issue. This will help organizational leaders decide just
how strategic, or important, various issues are. If no consequences will ensue from
failure to address a particular issue, then it is not a strategic issue. At the other
extreme, if the organization will be destroyed or will miss a valuable opportunity
by failing to address a particular issue, then the issue is clearly very strategic and
is worth attending to immediately. Thus, the step of identifying strategic issues
is aimed at focusing organizational attention on what is truly important for the
survival, prosperity, and effectiveness of the organization.

Once statements of the issues are prepared, the organization will know what
kinds of issues it faces and just how strategic they are. There are several kinds of
strategic issues:

• Those that alter the organization and especially its “core business” and for
which there is no real organizational precedent (or what might be called
developmental issues), and those that do not (or what might be called nonde-
velopmental issues) (Nutt, 2001). Developmental issues involve a fundamental
change in products or services, customers or clients, service or distribution
channels, sources of revenue, identity or image, or some other aspect
of the organization for which there is no real organizational precedent.
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Nondevelopmental issues involve less ambiguity because most of the aspects
of the organization’s overall strategy will not change. Nondevelopmental
issues therefore may still be very important, but are more operational than
strategic.

• Those that require an immediate response and therefore cannot be handled
in a more routine way.

• Those that are coming up on the horizon and are likely to require some action
in the future, and perhaps some action now. For the most part, these issues
can be handled as part of the organization’s regular strategic planning cycle.

• Those where no organizational action is required at present, but which must
be continuously monitored.

Nine basic approaches to the identification of strategic issues will be dis-
cussed. The direct approach goes straight from a discussion of mandates, mission,
and SWOTs (strengths, weaknesses, opportunities, and threats) to the identifica-
tion of strategic issues.

The goals approach starts with goals (or performance indicators) and then
identifies issues that must be addressed before the goals (or indicators) can be
achieved. Sometimes a careful goals clarification exercise is necessary in order
to be clear just what the goals-in-practice are (Patton, 2008, pp. 97–149). The
vision of success approach starts with at least a sketch of a vision of success in order
to identify issues that must be dealt with before the vision can be realized. This
approach is probably necessary in situations involving developmental decisions,
where fundamental change is needed but the organization lacks a precedent
(Nutt, 2001).

The indirect approach begins with brainstorming about several different
kinds of options before identifying issues. Each option is put on a separate card
or self-adhesive label. The sets of options include actions the organization could
take to meet stakeholders’ performance expectations, build on strengths, take
advantage of opportunities, and minimize or overcome weaknesses and threats,
as well as incorporate any other important aspect of background studies or
reports or present circumstances. These options are then merged into a single
set of potential actions that are then clustered according to potential themes or
issue categories.

The oval mapping approach involves using oval-shaped cards (but they can
be other shapes as well) to create word-and-arrow diagrams in which statements
about potential actions the organization might take, how they might be taken,
and why, are linked by arrows indicating the cause-effect or influence relation-
ships between them. In other words, the arrows indicate that action A may cause
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or influence B, which in turnmay cause or influence C, and so on; if the organiza-
tion does A, it can expect to produce outcome B, which in turn may be expected
to produce outcome C. These maps can consist of dozens, and sometimes hun-
dreds, of interconnected relationships, showing differing areas of interest and
their relationships to one another. Important clusters of potential actions may
comprise strategic issues. A strategy in response to the issue would consist of the
specific choices regarding actions to undertake in the issue area, how to under-
take them, and why (see following; also see Bryson, Ackermann, Eden, and Finn,
2004; and Eden and Ackermann, 1998).

The approach is particularly useful when participants are having trouble
making sense of complex issue areas, time is short, the emphasis must be on
action, and commitment on the part of those involved is particularly important.
Participants simply brainstorm possible actions, cluster them according to simi-
lar themes, and then figure out what causes what and which statements count as
actions, issues, strategies, and goals or mission. Beyond that, the idea of causal
mapping—that is, of placing statements on a page, flipchart sheet, or wall and
linking them with arrows to indicate cause-effect relationships—can be used in
tandem with the other approaches to indicate whatever logic is being followed.

The livelihood scheme approach makes use of a causal map that focuses
specifically on aspirations (for example mission, goals, critical success factors,
important performance indicators) and links these to competencies and dis-
tinctive competencies (Bryson, Ackermann, and Eden, 2014). The issues then
relate to what might be necessary to take advantage of existing or needed links
between aspirations and competencies. In other words, if a livelihood scheme
outlines the core logic of a strategic plan, it thereby helps clarify what issues
might need to be addressed in order to bring that logic to life in practice. The
approach can be paired with the goals approach.

The alignment approach focuses on clarifying the issues involved in aligning
mission, goals, resource deployments, strategies, and operations. In its simplest
form, it involves just asking the planning team and/or key stakeholders what
issues of organizational or stakeholder alignment, or both, need to be addressed
for the mission and goals to be better achieved and for existing strategies and
operations to be more effective. The approach may also make use of a balanced
scorecard strategy map to help outline possible areas of misalignment among
stakeholder desires or expectations, financial measures, production processes,
and organizational competencies and learning needs (Kaplan and Norton, 2006;
Niven, 2008).

The tensions approach was developed by Nutt and Backoff (1992) and
elaborated in Nutt, Backoff, and Hogan (2000). These authors argue that there
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are always four basic tensions around any strategic issue. These tensions involve
human resources and, especially, equity concerns; innovation and change; mainte-
nance of tradition; and productivity improvement; and their various combinations.
The authors suggest critiquing how issues are framed by using these tensions
separately and in combination in order to find the best way to frame the issue.
The critiques may be used in tandem with any of the other approaches and may
need to run through several cycles before the wisest way to frame the issue is
found. Finally, systems analysis can be used to help discern the best way to frame
issues when the system contains complex feedback effects and must be formally
modeled in order to understand it (Senge, 1990; Sterman, 2000).

By stating that there are nine different approaches to the identification of
strategic issues, I may raise the hackles of some planning theorists and practi-
tioners who believe you should always start with either issues, goals, vision, or
analysis. I argue that what will work best depends on the situation and that the
wise planner should choose an approach accordingly.

Step 6: Formulating Strategies and Plans to Manage the Issues

A strategy is defined as a pattern of purposes, policies, programs, actions, deci-
sions, or resource allocations that define what an organization is, what it does,
and why it does it. Strategies can vary by level, function, and time frame. Strate-
gies are developed to deal with the issues identified in the previous step.

This definition is purposely broad, in order to focus attention on the
creation of consistency across rhetoric (what people say), choices (what people
decide and are willing to pay for), actions (what people do), and the consequences
of those actions. Effective strategy formulation and implementation processes
link rhetoric, choices, actions, and consequences into reasonably coherent and
consistent patterns across levels, functions, and time (Eden and Ackermann,
1998). The reasoning behind and argumentation for the links should be clear
and practical (Garsten, 2006; Heinrichs, 2007). They also will be tailored to
fit an organization’s culture, even if the purpose of the strategy or strategies is
to reconfigure that culture in some way (Johnson, Scholes, and Whittington,
2008). Draft strategies, and perhaps drafts of formal strategic plans, will be
formulated in this step to articulate desired patterns. They may also be reviewed
and adopted at the end of this step if the strategic planning processes is relatively
simple, small-scale, and involves a single organization. (Such a process would
merge this step and Step 7.)

A Five-Part Strategy Development Process. There are numerous approaches to
strategy development (Bryson and Anderson, 2000; Holman, Devane, and Cady,
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2007). I generally favor either of two approaches. The first is a five-part, fairly
speedy process based on the work of the Institute of Cultural Affairs (Spencer,
1996). The second can be used if there is a need or desire to articulate more
clearly the relationships among multiple options to show how they fit together as
part of a pattern.

The first part of the five-part process begins with identification of practical
alternatives and dreams or visions for resolving the strategic issues. Each option
should be phrased in action terms; that is, it should begin with an imperative,
such as “do,” “get,” “buy,” “achieve,” and so forth. Phrasing options in action
terms helps make the options seem more “real” to participants.

Next, the planning team should enumerate the barriers to achieving those
alternatives, dreams, or visions, and not directly on their achievement. Focusing
on barriers at this point is not typical of most strategic planning processes. But
doing so is one way of assuring that any strategies developed deal with implemen-
tation difficulties directly rather than haphazardly.

Once alternatives, dreams, and visions, along with barriers to their realiza-
tion, are listed, the team develops major proposals for achieving the alternatives,
dreams, or visions directly, or else indirectly through overcoming the barriers.
(Alternatively, the team might solicit proposals from key organizational units,
various stakeholder groups, task forces, or selected individuals.)

After major proposals are submitted, two final tasks remain in order to
develop effective strategies. Actions that must be taken over the next two to three
years to implement themajor proposals must be identified. And finally, a detailed
work program for the next six months to a year must be spelled out to implement
the actions. These last two tasks shade over into the work of Step 9, but that is
good, because strategies always should be developed with implementation in
mind. As Mintzberg explains (1994, p. 25), “Every failure of implementation
is, by definition, also a failure of formulation.” In some circumstances, Steps 6
and 9 may be merged—for example, when a single organization is planning for
itself. In addition, in collaborative settings, implementation details must often
be worked out first by the various parties before they are willing to commit to
shared strategic plans (Bardach, 1998; Huxham and Vangen, 2005; Innes, 1996).
In situations such as these, implementation planning may have to precede
strategy or plan adoption.

Structuring Relationships Among Strategic Options to Develop Strategies.
The second method is based on the Strategic Options Development and
Analysis (SODA) method developed by Colin Eden, Fran Ackermann, and their
associates (Bryson, Ackermann, Eden, and Finn, 2004; Eden and Ackermann,
1998, 2001). The SODA method builds on the oval mapping method discussed
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above and involves listing multiple options to address each strategic issue, where
each option again is phrased in imperative, action terms. The options are then
linked by arrows indicating which options cause or influence the achievement
of other options. An option can be a part of more than one chain. The result is a
“map” of action-to-outcome (cause-effect, means-to-an-end) relationships; those
options toward the end of a chain of arrows are possible goals or perhaps even
mission statements. Presumably, these goals can be achieved by accomplishing
at least some of the actions leading up to them, although additional analysis and
work on the arrow chains may be necessary to determine and clearly articulate
action-to-outcome relationships. The option maps can be reviewed and revised
and particular action-to-outcome chains selected as strategies. (Additional
detail and numerous examples will be found in Bryson, Ackermann, Eden, and
Finn, 2004.)

An effective strategy must meet several criteria. It must be technically work-
able and politically acceptable to key stakeholders, andmust fit the organization’s
philosophy and core values. Further, it should be ethical, moral, and legal, and
should further the creation of public value. It must also deal with the strategic
issue it was supposed to address. All too often I have seen otherwise desirable
strategies that were technically, politically, morally, ethically, and legally workable
but did not deal with the issues they were presumed to address. Effective strate-
gies thus meet a rather severe set of tests. Careful, thoughtful dialogue—and
often bargaining and negotiation—among key decision makers who have ade-
quate information and are politically astute are usually necessary before strategies
can be developed that meet these tests. Some of this work typically must occur in
this step; some is likely to occur in the next step.

Step 7: Reviewing and Adopting the Strategies and Plan

Once strategies have been formulated, the planning team may need to obtain
an official decision to adopt them and proceed with their implementation. The
same is true if a formal strategic plan has been prepared. This decision will help
affirm the desired changes and move the organization toward “refreezing” in the
new pattern (Dalton, 1970; Lewin, 1951), where the knowledge exploration of
previous steps can be exploited (March, 1991). When strategies and plans are
developed for a single organization, particularly a small one, this step actually
may merge with Step 6. But a separate step will likely be necessary when strate-
gic planning is undertaken for a large organization, network of organizations, or
community. The SPCC will need to approve the resulting strategies or plan, rel-
evant policymaking bodies; and other implementing groups and organizations
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are also likely to have to approve the strategies or plan, or at least parts of it, in
order for implementation to proceed effectively.

In order to secure passage of any strategy or plan, it will be necessary to
continue to pay attention to the goals, concerns, and interests of all key internal
and external stakeholders (Borins, 2000). Finding or creating inducements that
can be traded for support can also be useful. But there are numerous ways to
defeat any proposal in formal decision-making arenas. So it is important for the
plan to be sponsored and championed by actors whose knowledge of how to
negotiate the intricacies of the relevant arenas can help assure passage (Crosby
and Bryson, 2005).

Step 8: Establishing an Effective Organizational Vision

In this step, the organization develops a description of what it should look like
once it has successfully implemented its strategies and achieved its full potential.
This description is the organization’s “vision of success.” Few organizations have
such a description or vision, yet the importance of such descriptions has long
been recognized by well-managed companies, organizational psychologists, and
management theorists (Collins and Porras, 1997; Kouzes and Posner, 2008). Such
descriptions can include the organization’s mission, its values and philosophy,
basic strategies, its performance criteria, some important decision rules, and the
ethical standards expected of all employees.

The description, to the extent that it is widely circulated and discussed within
the organization, allows organizationmembers to know what is expected of them,
without constant managerial oversight. Members are freed to act on their own
initiative on the organization’s behalf to an extent not otherwise possible. The
result should be a mobilization of members’ energy toward pursuing the orga-
nization’s purposes, and a reduced need for direct supervision (Moynihan and
Landuyt, 2009; Nutt, 2001).

Some might question why developing a vision of success comes at this point
in the process rather than much earlier. There are two basic answers to this ques-
tion. First, it does not have to come here for all organizations. Some organizations
are able to develop a clearly articulated, agreed-upon vision of success much ear-
lier in the process. And some organizations start with “visioning” exercises in
order to develop enough of a consensus on purposes and values to guide issue
identification and strategy formulation efforts. Figure 9.1 therefore indicates the
many different points at which participants may find it useful to develop some
sort of guiding vision. Some processesmay start with a visionary statement. Others
may use visions to help them figure out what the strategic issues are or to help
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them develop strategies. And still others may use visions to convince key deci-
sion makers to adopt strategies or plans, or to guide implementation efforts. The
further along in the process a vision is found, the more likely it is to be more
fully articulated.

Second, most organizations typically will not be able to develop a detailed
vision of success until they have gone through several iterations of strategic
planning—if they are able to develop a vision at all. A challenging yet achievable
vision embodies the tension between what an organization wants and what it can
have (Rughase, 2007; Senge, 1990). Often, several cycles of strategic planning
are necessary before organizational members know what they want, what they
can have, and what the difference is between the two. A vision that motivates
people will be challenging enough to spur action, yet not so impossible to
achieve that it demotivates and demoralizes people. Most organizations, in other
words, will find that their visions of success are likely to serve more as a guide
for strategy implementation than strategy formulation.

Further, for most organizations, development of a vision of success is not
necessary in order to produce marked improvements in performance. In my
experience, most organizations can demonstrate a substantial improvement in
effectiveness if they simply identify and satisfactorily resolve a few strategic issues.
Most organizations simply do not address often enough what is truly important;
just gathering key decisionmakers to deal with a few importantmatters in a timely
way can enhance organizational performance substantially. For these reasons the
step is labeled optional in Figure 9.1.

Step 9: Developing an Effective Implementation Process

Just creating a strategic plan is not enough. The changes indicated by the adopted
strategies must be incorporated throughout the system for them to be brought
to life and for real value to be created for the organization and its stakehold-
ers. Thinking strategically about implementation and developing an effective
implementation plan are important tasks on the road to realizing the strategies
developed in Step 6. For example, in some circumstances direct implementa-
tion at all sites will be the wisest strategic choice, whereas in other situations
some form of staged implementation may be best (Crosby and Bryson, 2005,
pp. 312–339).

Again, if strategies and an implementation plan have been developed for a
single organization, particularly a small one, or if the planning is for a collabo-
ration, this step may need to be incorporated into Step 7, strategy formulation.
However, inmanymulti-organizational situations, a separate step will be required



Trim Size: 7in x 9.25in Renz852965 c09.tex V3 - 07/11/2016 9:34 A.M. Page 261

�

� �

�

Strategic Planning and the Strategy Change Cycle 261

to assure that relevant groups and organizations do the action planning necessary
for implementation success.

Action plans should detail the following:

• Implementation roles and responsibilities of oversight bodies, organizational
teams or task forces, and individuals

• Expected results and specific objectives and milestones
• Specific action steps and relevant details
• Schedules
• Resource requirements and sources
• A communication process
• Review, monitoring, and midcourse correction procedures
• Accountability procedures

It is important to build into action plans enough sponsors, champions, and
other personnel—along with enough time, money, attention, administrative and
support services, and other resources—to assure successful implementation. You
must “budget the plan” wisely to assure implementation goes well. In interorgani-
zational situations, it is almost impossible to underestimate the requirements for
communications, the nurturance of relationships, and attention to operational
detail (Huxham and Vangen, 2005).

It is also important to work quickly to avoid unnecessary or undesirable com-
petition with new priorities. Whenever important opportunities to implement
strategies and achieve objectives arise, they should be taken. In other words,
it is important to be opportunistic as well as deliberate. And it is important to
remember that what actually happens in practice will always be some blend of
what is intended with what emerges along the way (Mintzberg, Ahlstrand, and
Lampel, 2005).

Successfully implemented and institutionalized strategies result in the estab-
lishment of a new “regime,” a “set of implicit or explicit principles, norms, rules,
and decision-making procedures around which actors’ expectations converge in
a given area” (Krasner, 1983, p. 2; see also Crosby and Bryson, 2005; Crossan,
Lane, and White, 1999). Regime building is necessary to preserve gains in the
face of competing demands. Unfortunately, regimes can outlive their usefulness
and must be changed, which involves the next step in the process.

Step 10: Reassessing Strategies and the Strategic Planning Process

Once the implementation process has been under way for some time, it is impor-
tant to review the strategies and the strategic planning process as a prelude to
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a new round of strategic planning. Much of the work of this phase may occur
as part of the ongoing implementation process. However, if the organization
has not engaged in strategic planning for a while, this will be a separate phase.
Attention should be focused on successful strategies and whether they should
be maintained, replaced by other strategies, or terminated for one reason or
another. Unsuccessful strategies should be replaced or terminated. The strategic
planning process also should be examined, its strengths and weaknesses noted,
and modifications suggested to improve the next round of strategic planning.
Effectiveness in this step really does depend on effective organizational learning,
which means taking a hard look at what is really happening and being open to
new information, and designing forums within which knowledge can be devel-
oped and shared (Moynihan and Landuyt, 2009). As Weick and Sutcliffe (2007,
p. 18) say, “The whole point of a learning organization is that it needs to get
a better handle on the fact that it doesn’t know what it doesn’t know.” Viewing
strategic planning as a kind of action research can help embed learning into the
entire process and make sure the kind of information, feedback, and dialogue
necessary for learning occur (Eden and Huxham, 1996).

Tailoring the Process to Specific Circumstances

The Strategy Change Cycle is a general approach to strategic planning and
management. Like any planning and management process, it therefore must
be tailored carefully to specific situations if it is to be useful (Johnson, Langley,
Melin, and Whittington, 2007; Wenger, 1998). A number of adaptations, or
variations on the general theme, are discussed in this section.

Sequencing the Steps

Although the steps (or occasions for dialogue and decision) are laid out in a
linear sequence, it must be emphasized that the Strategy Change Cycle, as its
name suggests, is iterative in practice. Participants typically rethink what they
have done several times before they reach final decisions. Moreover, the process
does not always begin at the beginning. Organizations typically find themselves
confronted with a newmandate (Step 2), a pressing strategic issue (Step 5), a fail-
ing strategy (Step 6 or Step 9), or the need to reassess what they have been doing
(Step 10) and that leads them to engage in strategic planning. Once engaged,
the organization is likely to go back and begin at the beginning, particularly with
a reexamination of its mission. Indeed, it usually does not matter where you start,
you always end up back at mission.
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In addition, implementation usually begins before all of the planning is com-
plete. As soon as useful actions are identified, they are taken, as long as they do
not jeopardize future actions that might prove valuable. In other words, in a lin-
ear, sequential process, the first eight steps of the process would be followed by
implementing the planned actions and evaluating the results. However, imple-
mentation typically does not, and should not, wait until the eight steps have been
completed. For example, if the organization’smission needs to be redrafted, then
it should be. If the SWOT analysis turns up weaknesses or threats that need to be
addressed immediately, they should be. If aspects of a desirable strategy can be
implemented without awaiting further developments, they should be. And so on.
As noted earlier, strategic thinking and acting and learning are important, and
all of the thinking does not have to occur before any actions are taken. Or as
Mintzberg, Ahlstrand, and Lampel (2005, p. 71) note, “Effective strategy making
connects acting to thinking, which in turn connects implementation to formu-
lation. We think in order to act, to be sure, but we also act in order to think.”
And learn, theymight add. Strategic planning’s iterative, flexible, action-oriented
nature is precisely what often makes it so attractive to public and nonprofit lead-
ers and managers.

Making Use of Vision, Goals, and Issues

In the discussion of Step 8, it was noted that different organizations or collabo-
rations may wish to start their process with a vision statement. Such a statement
may foster a consensus and provide important inspiration and guidance for the
rest of the process, even though it is unlikely to be as detailed as a statement
developed later in the process. As indicated in Figure 9.1, there are other points
at which it might be possible to develop a vision statement (or statements).
Vision thus may be used to prompt the identification of strategic issues, guide
the search for and development of strategies, inspire the adoption of strategic
plans, or guide implementation efforts. The Amherst H. Wilder Foundation of
St. Paul, Minnesota, for example, has been guided for years by the following
vision (with only minor word changes from time to time) (Amherst H. Wilder
Foundation, 2016)

The greater Saint Paul area will be a vibrant community where all individuals,
families and neighborhoods can prosper, with opportunities to work, to be engaged
in their communities, to live in decent housing, to attend good schools and to receive
support during times of need. It uses the vision to help identify issues to be addressed
and to develop strategies to be used to realize the vision. The decision to develop a
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vision statement should hinge on whether one is needed to provide direction to sub-
sequent efforts; whether people will be able to develop a vision that is meaningful
enough, detailed enough, and broadly supported; and whether there will be enough
energy left after the visioning effort to push ahead.

Similarly, as indicated in Figure 9.1, it is possible to develop goals in many
different places in the process. Some strategic planning processes will begin
with the goals of new boards of directors, executive directors, or other top-level
decision makers. These goals embody a reform agenda for the organization or
collaboration. Other strategic planning processes may start with goals that are
part of mandates. For example, government agencies often require nonprofit
organizations on which they rely for legislated policy implementation to develop
plans that include results and outcome measures that will show how the intent of
the legislation is to be achieved. A starting goal for these nonprofits, therefore,
is to identify results and outcomes they want to be measured against that which
are also in accord with legislative intent. The goal thus helps these organizations
identify an important strategic issue—namely, what the results and outcomes
should be. Subsequent strategic planning efforts are then likely to start with the
desired outcomes the organization thinks are important.

Still other strategic planning processes will articulate goals to guide strategy
formulation in response to specific issues or to guide implementation of specific
strategies. Goals developed at these later stages of the process are likely to be
more detailed and specific than those developed earlier in the process. Goals may
be developed any time they would be useful to guide subsequent efforts in the
process and when they will have sufficient support among key parties to produce
desired action.

In my experience, however, strategic planning processes generally start nei-
ther with vision nor with goals. In part, this is because in my experience strategic
planning rarely starts with Step 1. Instead, people sense something is not right
about the current situation—they face strategic issues of one sort or another, or
they are pursuing a strategy that is failing, or about to fail—and they want to know
what to do (Ackermann, Eden, and Brown, 2004; Borins, 1998; Nutt, 2001). One
of the crucial features of issue-driven planning (and political decision making in
general) is that you do not have to agree on goals to agree on next steps (Crosby
and Bryson, 2005; Huxham and Vangen, 2005). You simply need to agree on a
strategy that will address the issue and further the interests of the organization
or collaboration and its key stakeholders. Goals are likely to be developed once
viable strategies have been developed to address the issues. The goals typically
will be strategy-specific.
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Articulating goals or describing a vision in this way may help provide a better
feeling for where an agreed strategy or interconnected set of strategies should
lead (Ackermann, Eden, and Brown, 2004; Nutt, 2001). Goals and vision are
thus more likely to come toward the end of the process than the beginning. But
there are clear exceptions and process designers should think carefully about
why, when, and how—if at all—to bring goals and vision into the process.

Applying the Process Across Organizational Subunits, Levels,
and Functions on an Ongoing Basis

Strategic thinking, acting, and learning depend upon getting key people
together, getting them to focus wisely and creatively on what is really important,
and getting them to do something about it. At its most basic, the technology
of strategic planning thus involves deliberations, decisions, and actions. The
steps in the Strategy Change Cycle help make the process reasonably orderly
to increase the likelihood that what is important is actually recognized and
addressed, and to allow more people to participate in the process. When the
process is applied to an organization as a whole on an ongoing basis (rather
than as a one-shot deal), or at least to significant parts of it, usually it is necessary
to construct a strategic planning system. The system allows the various parts of
the process to be integrated in appropriate ways, and engages the organization
in strategic management, not just strategic planning (Poister and Streib, 1999).
In the best circumstances, the system will include the actors and knowledge
necessary to act wisely, foster systems thinking, and prompt quick and effective
action, since inclusion, systems thinking, and speed are increasingly required of
nonprofit organizations (Bryson, 2003; Moynihan, 2008).

The process might be applied across subunits, levels, and functions in an
organization as outlined in Figure 9.2. The application is based on the “layered”
or “stacked units of management” system used by many corporations. The sys-
tem’s first cycle consists of “bottom up” development of strategic plans within a
framework established at the top, followed by reviews and reconciliations at each
succeeding level. In the second cycle, operating plans are developed to imple-
ment the strategic plans. Depending on the situation, decisions at the top of the
organizational hierarchy may or may not require policy board approval (which
is why the line depicting the process flow diverges at the top). The system may
be supported by a set of performance indicators and strategies embodied in a
Balanced Score Card (BSC) (Niven, 2008).

Strategic planning systems for nonprofit organizations usually are not as
formalized and integrated as the one outlined in Figure 9.2. More typical is
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FIGURE 9.2. Strategic Planning Systems for Integrated Units of
Management
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a “strategic issues management” system, which attempts to manage specific
strategic issues without seeking integration of the resultant strategies across all
subunits, levels, and functions. Tight integration is not necessary because most
issues do not affect all parts of the organization, are subject to different politics,
and are on their own time frame. Other common public and nonprofit strategic
planning systems include the “contract model,” in which there is a contract or
agreement between a “center” and related units, such as between a headquarters
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organization and local affiliates; “goal model,” in which there are goals, but little
else to assure implementation; and “portfolio model,” in which organizational
subunits or programs are managed as part of an overall organizational portfolio.

If the organization is fairly large, then specific linkages will be necessary in
order to join the strategic planning and implementation process to different
functions and levels in the organization so that it can proceed in a reasonably
orderly and integrated manner. One effective way to achieve such a linkage is to
appoint the heads of all major units to the strategic planning team. All unit heads
can then be sure that their units’ information and interests are represented in
strategy formulation, and can oversee strategy implementation in their unit.

Indeed, key decision makers might wish to form themselves into a perma-
nent strategic planning committee or cabinet. I certainly would recommend this
approach, if it appears workable for the organization, as it emphasizes the role of
line managers as strategic planners and the role of strategic planners as facilita-
tors of decision making by the line managers. Pragmatic and effective strategies
and plans are likely to result. Temporary task forces, strategic planning commit-
tees, or a cabinet can work; but whatever the arrangement, there is no substitute
for the direct involvement of key decision makers in the process.

Applying the Process to Collaborations

When applied to a collaboration, the process probably will need to be sponsored
by a committee or task force of key decision makers, opinion leaders, “influ-
entials,” or “notables” representing important stakeholder groups. Additional
working groups or task forces probably will need to be organized at various times
to deal with specific strategic issues or to oversee the implementation of specific
strategies. Because so many more people and groups will need to be involved,
and because implementation will have to rely more on consent than authority,
the process is likely to be muchmore time consuming and iterative than strategic
planning applied to an organization (Agranoff, 2007; Bardach, 1998; Huxham
and Vangen, 2005).

Roles for Planners, Decision Makers,
Implementers, and Citizens

Planners can play many different roles in a strategic planning process. In many
cases, the “planners” are not people with the job title planner, but are in fact
policymakers or line managers (Mintzberg, Ahlstrand, and Lampel, 2005).
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The people with the title planner often act primarily as facilitators of decision
making by policymakers or line managers, as technical experts in substantive
areas, or both. In other cases, planners operate in a variety of different roles.
Sometimes the planner is an expert regarding different kinds of expertise who
can ease different experts in and out of the process for different purposes at
different times. At still other times, they are “finders” of strategy, who do their
job by interpreting existing actions and recognizing important patterns in the
organization and its environment; “analysts” of existing or potential strategies;
“catalysts” for promoting strategic thought and action; or, finally, “strategists”
themselves (Mintzberg, 1994, pp. 361–396).

Since the most important thing about strategic planning is the development
of strategic thought, action, and learning, it may not matter much which per-
son does what. However, it does seem that strategic planning done by boards,
executive directors, or line managers is most likely to be implemented. Exactly
how people formally designated as planners contribute to that formulation is
unclear. In any particular situation they should be involved in such a way that
strategic thinking, acting, and learning are enhanced, along with commitment
to agreed-upon strategies.

When a nonprofit organization is the principal focus of attention, for good
or ill, there often is little participation by “outsiders” in the planning process
other than that of board members. One reason may be that the organization
may already possess the necessary knowledge and expertise in-house and there-
fore involvement by othersmay be redundant and excessively time-consuming. In
addition, insiders typically are the chief implementers of strategies, so their own-
ership of the process and resultant decisions may be what is most crucial. Further,
participation by outsiders may not be necessary to legitimize the process because
the board is directly involved and its members are seen as legitimate representa-
tives of a larger public. The absence of participation by ordinary outsiders would
parallel much private-sector corporate planning practice. On the other hand, it is
easy to be wrong about howmuch one “knows,” or needs to know, and howmuch
perceived legitimacy the process needs (Nutt, 2002; Suchman, 1995). Interviews,
focus groups and surveys of outsiders, and external sounding boards of various
sorts, such as advisory boards or councils, often are worth their weight in gold
when they open insiders’ eyes to information they have missed, add legitimacy
to the effort, and keep insiders from reaching the wrong conclusions or making
the wrong decisions (Nutt, 2002). So a word of caution is in order, and that is
to remember, as the Greeks believed, that nemesis always walks in the footsteps
of hubris!
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Program-focused strategic planning appears to be much more likely to
involve outsiders, particularly in their capacity as clients or customers. Out-
siders’ involvement in program planning thus is roughly analogous to extensive
consumer involvement in private-sector marketing research and development
projects. Finally, planning on behalf of a collaboration almost always involves
substantial participation, but who is inside and who is outside can be difficult to
determine (Huxham and Vangen, 2005).

Summary

This chapter has outlined a process called the Strategy Change Cycle for pro-
moting strategic thinking, acting, and learning in nonprofit organizations and
collaborations. Although the process is presented in a linear, sequential fashion
for pedagogical reasons, it proceeds iteratively as groups continuously rethink
connections among the various elements of the process, take action, and learn
on their way to formulating effective strategies. In addition, the process often
does not start with Step 1 but instead starts somewhere else and then cycles back
to Step 1. The steps also are not steps precisely, but instead occasions for delib-
eration, decisions, and actions in part of a continuous flow of strategic thinking,
acting, and learning; knowledge exploration and exploitation; and strategy for-
mulation and implementation. Mintzberg, Ahlstrand, and Lampel (2005, p. 195)
assert that “All real strategic behavior has to combine deliberate control with
emergent learning.” The Strategy Change Cycle is designed to promote just this
kind of strategic behavior.
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CHAPTER TEN

UNDERSTANDING NONPROFIT
EFFECTIVENESS∗

David O. Renz and Robert D. Herman

In an era of heightened concern for nonprofit performance, results, and
accountability, we hear more and more about organizational effectiveness

and our need to ensure it. Nonprofit leaders and funders all feel increased
pressure to guarantee results, and it seems that the mantra of “effectiveness” has
become the standard answer. Who can be against effectiveness? But what are we
really talking about? Are we all talking about the same thing? Nonprofit organiza-
tional effectiveness continues to be an elusive and contested concept. The reality
is that most nonprofit leaders and researchers, lacking the simple criterion
of bottom-line profit or loss, struggle with the concept of nonprofit organiza-
tion (NPO) effectiveness and how to make it meaningful in their own orga-
nizations. Confronted with these growing pressures to enhance nonprofit
organization impact and accountability, they are exploring questions such as:

• What is nonprofit organizational effectiveness? And is program effectiveness
the same as organizational effectiveness?

• Is there some “real” effectiveness out there just waiting to be discovered?
• Can those of us trying to explain effectiveness agree on what it is?

*This chapter is from an article first published by the authors in Nonprofit Leadership and
Management, in Summer 2008; adapted and reprinted with permission.
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• And if we found it, would we be able to agree on what we have identified?
• Do certain management practices generally promote greater organizational

effectiveness? Are there “best practices” and, if so, what are they?

These are just a few of the important questions that confront those interested
in studying and improving nonprofit organizational effectiveness. In this chapter
we synthesize into key themes the results of recent research on nonprofit orga-
nizational effectiveness and explore the implications of these for practice and
further study.

Theoretical Perspectives on Nonprofit
Organizational Effectiveness

Organizational effectiveness has long been a challenging and contested concept
in the world of organizational theory and research. For many, the obvious
perspective to use in understanding organizational effectiveness is what theorists
call the rational “goal attainment model.” This pervasive and common-sense
view considers organizations to be rational instruments—mechanisms to achieve
something. Thus, the goal approach assesses nonprofit organization effec-
tiveness by the degree to which the organization accomplishes its goals. This
perspective is quite appealing. After all, most people join nonprofit organiza-
tions because they want to help them accomplish their missions. Yet, while the
goal model makes intuitive sense, it often is inadequate to help us understand
the real-life complexities of our organizations and what it takes for them to be
successful. For example, is an organization truly effective if it accomplishes its
goals for the year but must close because it has failed to raise adequate funds?
Is a nonprofit effective if it accomplishes its goals by setting those goals so low
that they are easily accomplished? And how effective is the organization that sets
goals that are irrelevant to the needs of its clients? The reality is that nonprofit
organization effectiveness is more complicated.

Given these concerns, some scholars and researchers have developed and
tested alternatives or modifications to the goal model of effectiveness. One
approach is the “system resource” approach (Yuchtman and Seashore, 1967).
This perspective considers effectiveness to be the ability of an organization to
acquire scarce and valued resources. This approach justifies the use of measures
of resource acquisition, especially financial measures such as total revenues
generated or fundraising success, as indicators of organizational effectiveness.
Some studies of effectiveness have used this approach, such as the Pfeffer
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(1973) study of hospitals that used the percentage increase in number of beds
occupied and percentage increase in budget over a five-year period as measures
of organizational effectiveness. Some others (for example, Provan, 1980) have
used the percentage change in funding as the measure of success.

Certainly, resource acquisition is an aspect of effectiveness. Indeed, it may
be the most important criterion for some chief executives or board members
(although we doubt they would ever say so). But it seems unlikely to be very
important to clients or other key stakeholders. Most leaders of nonprofits tend
to emphasize the importance of mission and progress toward mission accom-
plishment, not increases in the budget, when talking about effectiveness. In fact,
emphasis on financial growth in itself would threaten many organizations’ legit-
imacy with their community if that were reported as their primary measure of
effectiveness.

Some others, in recognition of the challenge of using the goal attain-
ment model with its emphasis on the “ends” of the organization, will instead
identify and measure performance on a variety of management practices
(that is, “means,” as opposed to the “ends”) that they believe will result in
organizational effectiveness. This is known as the “internal process approach”
to organizational effectiveness (Steers, 1977). It often manifests itself as an
assessment of an organization’s use of “best practices.”

In our own research on nonprofit effectiveness, we have found it important
to draw on two contemporary theoretical perspectives to help us understand
organizational effectiveness—the multiple constituency perspective and the
social constructionist perspective. The multiple constituency perspective is
supported by the work of Kanter and Brinkerhoff (1981), who observe that
organizations have various constituencies, or stakeholders, and that each
constituency is likely to evaluate an organization’s effectiveness by using criteria
important to that constituency. They argue that organizational effectiveness is
not a single reality but rather a more complicated matter of addressing differing
interests and expectations. This understanding makes sense to us. We too accept
that nonprofits have multiple constituencies or stakeholders who may be likely
to differ in how they evaluate the effectiveness of an organization.

The additional perspective we find useful, social constructionism, is not a
specific model of organizational effectiveness but rather a general ontological
perspective. Proponents of social constructionism explain that reality or some
parts of reality are created by the beliefs, knowledge, and actions of the people
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who are involved. Thus, reality is not something independent of people and
the judgments they make, even though people may believe that what they are
examining exists as an independent, objective reality. It is a function of their per-
ceptions. The “new institutional school” in organization theory (see Scott, 1995,
for a summary) takes a social constructionist approach to analyzing many aspects
of organizations, including effectiveness. Our approach to understanding organi-
zational effectiveness builds on these two perspectives. In short, we have come to
embrace the view that overall nonprofit organizational effectiveness is whatever
its relevant multiple constituents or stakeholders judge it to be.

We recognize that nonprofit organizations have multiple constituencies,
such as clients, employees, funders (both individual donors and organiza-
tions such as grant-making foundations and United Ways), licensing and
accrediting bodies, boards of directors, and vendors. These different constituen-
cies are likely to use different criteria, even when evaluating the effectiveness
of the same nonprofit organization. This is not to say that such judgments of
effectiveness are capricious or arbitrary—they simply differ from constituency
to constituency. For example, clients may pay the most attention to changes
in their personal condition (are they improving, achieving what they want from
their relationship?), while funders may pay more attention to the degree to
which the organization follows the correct management procedures (such as
strategic planning or outcomes assessment) or provides consistently accurate
client and financial reports. Individuals within constituencies, and no doubt to
some extent across constituencies, are likely to communicate with one another
about the nonprofit and how they think it is doing. They are also likely to see
and hear communications from people in the organization about how well
they and the organization are doing. In such ways, judgments of effectiveness
are developed and even changed. It is not inevitable that constituencies differ
in their judgments—we just know that they often do. We also have learned
that their views of nonprofit effectiveness may change over time—it is not
necessarily stable (even if organizational conditions do not change). In some
situations, these social processes that result in judgments of nonprofit effec-
tiveness may even lead to different constituencies using the same criteria and
evaluating information about an organization in the same way. However, as
we have learned from our own and others’ research, it is not uncommon for
different constituencies to differ in their judgments of the same organization’s
effectiveness.
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Key Insights on Organizational Effectiveness

As we consider the findings of the research conducted since the early 1990s, we
have identified some fundamental themes that help us understand nonprofit
organization effectiveness, what it is, and how we might better understand it.

It’s a Matter of Comparison

It is essential that we recognize that judgments on organizational effectiveness
are, by logical requirement, always a matter of comparison. The key question,
often left unasked, is to what are we comparing any particular organization’s
effectiveness? Is it comparison with the same organization at earlier times, or
to similar organizations at the same time, or to some ideal model, or something
else? And are others using the same basis for their comparisons? The basis for the
comparison is a key to understanding varying judgments of effectiveness, and it
often is hidden or unknown (sometimes even to those doing the judging).

Effectiveness Is Multidimensional

Nonprofit organization effectiveness is multidimensional. Most management
practice models, as well as the models underlying much of the research on non-
profit organizations, expect that nonprofit organizations should have a number
of different criteria by which to judge their effectiveness, and these criteria often
are independent of one another. Models that reflect this characteristic include
the competing values framework of Quinn and Rohrbaugh (1981), the balanced
scorecard technique advanced by Kaplan and Norton (1992), and many other
studies on nonprofit effectiveness (see reviews by Forbes, 1998; and Stone and
Cutcher-Gershenfeld, 2002).

Baruch and Ramalho (2006), in their analysis of 149 studies published
between 1992 and 2003 on organizational effectiveness (in all kinds of organi-
zations), found that the criteria used to assess effectiveness varied significantly
by types of organizations in the studies. For example, in studies of businesses, a
slight majority used multiple criteria, but 42 percent used only financial criteria.
In studies of nonprofits, virtually all used nonfinancial (for example, employee
satisfaction, customer orientation, quality, public image) as well as financial
criteria. However, they note that the most commonly used criterion in the
nonprofit studies was efficiency (conceived as an input/output ratio), although
nonfinancial criteria had been used almost as often.
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This recognition that nonprofit effectiveness is multidimensional has funda-
mental implications for both research and practice. One of the most important
implications: if nonprofit effectiveness is multidimensional, then it cannot legiti-
mately be assessed by using only one single indicator. Thus, models that focus on
helping nonprofits enhance effectiveness by maximizing a single criterion (for
example, surplus, growth, total revenues) are inadequate. This also means that
it is equally inappropriate to assess organizational effectiveness using only the
results of individual program performance.

Effectiveness Is a Social Construction

Our research results reinforce our view that NPO effectiveness is “socially
constructed.” That is, effectiveness is whatever significant stakeholders think
it is, and there is no single objective reality “out there” waiting to be assessed.
This perspective challenges many because they want effectiveness to be an
objective condition that can be seen, measured, and understood in the same
way by everyone. It is not that simple. We recognize that the social construction
perspective challenges many taken-for-granted understandings about the social
world. Nonetheless, many parts of the social world are “real” only because
people have believed and acted in ways that are consistent with that reality.
This is not to deny that they have significance or consequence. For example,
many scientists have observed that the idea and categories of “race” are social
constructions. Of course, as our experience with “race” makes all too clear, once
a social construction is perceived as real, it can become real in its consequences.

To illustrate how nonprofit effectiveness is socially constructed, we share a
baseball story. As the story goes, three umpires are describing how they call balls
and strikes. The first says “I call ’em as they are.” The second says “I call ’em as I see
’em.” The third, the social constructionist of the group, says “They ain’t nuthin’
’til I call ’em.” In the world of nonprofits, there are activities and accounts of
activities, such as annual reports, program outcome reports, stories told by CEOs
to board members, funders, and others, and so on. These activities, like pitches
in the baseball story, are nothing until someone calls or interprets them. That
is, they are not significant until someone forms judgments of effectiveness from
them (and, usually, communicates those judgments) and acts on the judgments.
Unlike in baseball, for most nonprofits there is no single umpire—all stakehold-
ers are permitted to “call” or judge effectiveness. Some stakeholders will be more
credible than others, and some will be more influential than others, and this will
make a practical difference. As yet, there is no commonly agreed basis for judging
NPO effectiveness, much less a single, objectively “real” measure.
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Boards of Directors and Nonprofit Effectiveness

Many studies, using different kinds of nonprofits and different models and
measures of board and organizational effectiveness, have found a relationship
between board effectiveness and organizational effectiveness. The common
assumption is that board effectiveness causes organization effectiveness. But it
may not be this clear or unidirectional. Only one study to date (Jackson and
Holland, 1998) provides any solid evidence in support of the assertion that
board effectiveness is a cause of organizational effectiveness, and several others
have failed to affirm this.

We conducted a study in which we compared changes in ratings of board
effectiveness and organizational effectiveness for a group of human services
organizations over a period of time (Herman and Renz, 2004a), and found that
only slightly more than half of the organizations increased their use of recom-
mended board practices during this time; some actually decreased their use of
these recommended practices. Interestingly, we found that both chief executives
and board members considered the financial condition of the organization as
a significant measure of the board’s effectiveness. We also found, in the case of
funders, that perceptions of the prestige of the members of the board had some
impact on funders’ judgments of board effectiveness (completely separate from
any information about the boards’ actual practices or other measurable results).

There is some interesting research on the relationship between board per-
formance and organizational performance. William Brown (2005) found that,
for chief executives, certain dimensions of board performance (as judged by
those executives) are related to organizational performance (as judged by board
members). In fact, he also found (using the six board performance dimensions
developed by Jackson and Holland [1998]) that board performance is related to
organizational performance. In particular, he found that “interpersonal” board
competence was significantly related to organizational performance, and both
“interpersonal” and “strategic” board competence were significantly related to
organizational performance. Further, in separate research by Preston and Brown
(2005), there is evidence that board member emotional commitment, as well
as members’ length of membership, frequency of board attendance, and hours
spent on organizational activities all are positively related to a higher level of
board performance. Thus, recent research provides support for the view that
(in at least some ways) board effectiveness is related to organizational effective-
ness. But there is much more to learn.
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Effectiveness and Management Practices

The idea that the use of certain board and management practices leads to
improved organizational effectiveness is currently in favor. Perhaps this should
not be a surprise. In general, the research indicates that nonprofits that are more
effective are more likely to use correct management practices. And, as would
be predicted by those of the institutional school of organization theory (for
example, DiMaggio and Powell, 1983; Meyer and Rowan, 1977), when outcomes
are difficult to measure or there is substantial uncertainty about the methods for
achieving the desired outcomes, organizations are likely to emphasize the use of
approved procedures to achieve or maintain their legitimacy. Thus, use of the
“right practices” becomes a de facto indicator of effectiveness.

But does the use of correct management practices equate to organizational
effectiveness? Some research suggests a relationship between the use of various
management practices (often some part of the strategic planning process)
and some measure of overall organizational performance. Several studies
(Crittenden, Crittenden, and Hunt, 1988; Odom and Boxx, 1988; Siciliano,
1997) find relationships between the use of certain planning practices (such
as financial analysis, stakeholder analysis, environmental trend analysis, goal
setting, action plans, and monitoring of results) and higher levels of organiza-
tional performance. Among the varying kinds of measures of organizational
performance that were used in these studies were membership numbers, growth
in membership, growth in contributions, and ratio of total revenues to total
operating expenditures. (Unfortunately, in a review of research on strategic
planning in nonprofit organizations, Stone, Bigelow, and Crittenden [1999]
found that little can be reliably said about exactly which elements of the strategic
planning process could be used by nonprofit organizations to improve their
overall effectiveness.)

In our research, we, too, have compared the practices of highly effective
organizations with those of less effective organizations (effectiveness was based
on the aggregate judgments of all of the organizations’ key stakeholders).
We identified the management practices through the deliberations of focus
groups of experienced practitioners whom we convened to identify the prac-
tices they considered to be relevant to organizational effectiveness. The practices
they considered to be indicators of effectiveness included the presence of a
mission statement, a recent needs assessment, a planning document, a system
to measure client satisfaction, a formal CEO and employee appraisal process,
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an independent financial audit, and a statement of organizational effectiveness
criteria. We found, for funders, board members, and senior managers, that the
organizations rated as more effective did in fact use more of these “correct”
management practices, and that greater use of more of these correct practices
was positively correlated with higher ratings of organizational effectiveness for
all three groups.

Several studies support aspects of this thesis. For example, Galaskiewicz and
Bielefeld (1998) report that increased use of selected managerial tactics led to
increased organizational growth (in expenditures and number of employees).
We could argue that increases in organizational size or growth are not necessar-
ily appropriate indicators of organizational effectiveness, yet it also is certainly
arguable that some stakeholders might regard growth in size as an indicator of
effectiveness. We (Herman and Renz, 2004a) have found that board members
judged organizational effectiveness in relation to the extent of use of correct
management practices, but funders and senior managers did not. This illustrates
the variation that can exist among different stakeholders, even when judging the
same organization. Such results raise concern about the merit of the increasingly
common trend to claim there is some validated set of practices that are “best.”
In relation to both nonprofit board management and organizational manage-
ment, we must question the assumption that there is “one best way” of doing
board work or managing NPOs.

We also have studied whether organizations that increase their use of correct
management practices over time are viewed as more effective. Of the forty-four
organizations we studied over a nine-year time frame, 55 percent increased their
use of the proportion of recommended board practices, 14 percent made no
changes, and 32 percent actually reported using fewer of the recommended
board practices. This also suggests that assertions with regard to what constitute
best practices will change over time. Our experience is that nonprofits are
likely to find that certain influential stakeholders (foundations, United Ways,
accrediting bodies) will change their beliefs about “best practices” because, as
more and more nonprofits adopt the preferred “best practices” over a given
period of time, those best practices will no longer seem to them to differentiate
the more-effective from the less-effective. So they start looking at new practices
and lists. However, this needs further investigation.

The Lure of “Best Practices”

In recent years, the concept of “best practices” has become something of a holy
grail for nonprofits seeking to enhance effectiveness. It has been very widely
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invoked and applied. There is an argument to be made for valuing certain
practices, as we discussed in the previous section. And yet, the promise of best
practices should be viewed with skepticism. The evidence suggests it is unlikely
that there are any universally applicable “best practices” that can be prescribed
for all NPO boards and management. In our research (Herman and Renz,
2004a), the evidence does not support the claim that any particular board and
management practices are automatically best or even good (that is, that using
them leads to increased effectiveness for boards and organizations).

What evidence is required to support a claim of best practice? Keehley,
Medlin, Longmire, and MacBride (1997) write that “best practices” should meet
seven criteria: be successful over time; show quantifiable gains; be innovative; be
recognized for positive results (if quantifiable results are limited); be replicable;
have relevance to adopting organizations; and not be linked to unique orga-
nizational characteristics (in other words, they need to be generalizable). We
have not found any “best practice” that comes close to meeting these criteria.
Interestingly, in the business world, studies of what have been promoted as
“best practices” for corporation boards also have found no relation between
recommended practices and corporate performance (see Heracleous, 2001). We
prefer to talk in terms of “promising practices” to describe those approaches that
warrant consideration because, at best, it may be said only that they are worth
consideration and must be judged in the context of the specific organization.
Further, as noted in the previous section, practices that are considered to be
“best” at one point in time are likely to change. There is much yet to be studied
and understood regarding the assertion that more effective NPOs are likely to
use correct management practices.

Effectiveness and Organizational Responsiveness

One of the realities of most research on organizational effectiveness is that
researchers (and organizations) focus on specific objective criteria to measure
or test. But our collective inability to identify any specific measures suggests
that this may not be useful. Instead of telling the respondents exactly what
criteria should be used, perhaps we should employ an alternate approach—and
leave it to the judge or survey respondent to determine for themselves what
criterion or criteria are to be used. In fact, this might offer a way to embrace the
social construction of effectiveness yet still allow for aggregating stakeholders’
judgments of effectiveness. To this end, we employed a measure of nonprofit
effectiveness in our work that emphasizes responsiveness as a way to address the
challenge of aggregating the ratings of the various stakeholder groups offering



Trim Size: 7in x 9.25in Renz852965 c10.tex V3 - 07/11/2016 9:36 A.M. Page 284

�

� �

�

284 The Jossey-Bass Handbook of Nonprofit Leadership and Management

their differing judgments of effectiveness. Adapting the approach of Anne
Tsui (1984), in which she measured co-workers’ judgments of the effectiveness
of individual managers, we asked various constituencies to assess how well
the organization is doing on whatever they deem important. We did not tell the
respondents what to use as a basis for their judgment.

We (Herman and Renz, 2004a) found that all stakeholder groups rated
organizational responsiveness as strongly related to organizational effectiveness.
Our work showed that responsiveness is positively related to effectiveness (for
all stakeholder groups), and we also found that each stakeholder group’s rating
of organizational responsiveness was highly related to the average rating of
effectiveness for all groups. This suggests to us that an averaged rating of respon-
siveness can be used as an indicator of effectiveness or, at least, one kind of
effectiveness.

It is our hope that others engaged in nonprofit effectiveness research will
conduct further study using this concept and instrument. For executives and
board leaders, this simple tool (see the resource website for this book for a copy of
the tool) may be used as one useful way to assess various stakeholders’ judgments
of their organization’s effectiveness.

Type of Organization Makes a Difference

As many have observed, the (U.S.) legal category that has often been used
to define and identify “nonprofit organizations” includes very disparate
organizations—in terms of activities, size, scope and other characteristics. What
such organizations have in common at a minimum is that they cannot distribute
earnings to anyone (the non-distribution constraint) and that they must receive
certain proportions of their revenues from various public sources (that is, public
support).

Research indicates that it can be useful to differentiate among different
“types” of nonprofit organizations as we assess the merits of different approaches
to understanding nonprofit effectiveness. One limited but conceptually useful
approach is to distinguish among publicly supported charities by general revenue
orientation. Specifically, with a growing interest in social entrepreneurship and
nonprofit commercial enterprise, we have found it useful to distinguish between
“donative” and “commercial” charities (a distinction apparently first proposed
by Hansmann, 1980). In other words, it is useful to compare characteristics
of conventional nonprofits that operate largely on donations (thus, they are
called “donative” organizations) versus nonprofits that engage in commercial
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activity to generate income. Some who advocate that nonprofits become more
commercial certainly see such organizations as importantly different from
donative nonprofits. Are they different from an effectiveness perspective?

One study that distinguished organizations by primary revenue source
(private donations, government contracting, and commercial) found that chief
executives of donative organizations reported using significantly more board
involvement practices, compared to commercial and government-dependent
organizations (Hodge and Piccolo, 2005). In our research (Herman and Renz,
2002; 2004b) we also investigated whether classifying nonprofits into donative
and commercial categories would make a difference.

This kind of distinction is useful for both theoretical and practical perspec-
tives. Neo-institutional theory suggests that organizations will use larger numbers
of prescribed board and management practices as a way of showing that they are
legitimate (that is, demonstrating to funders and other interested stakeholders
that a nonprofit does the right things). The goalmodel, on the other hand, would
lead us to believe that such practices are used as a rational means to achieve
organizational goals. But if the use of these practices was focused on seeking
legitimacy, then we would expect donative nonprofits to use a greater propor-
tion of both prescribed board and management practices. We did find that, over
time, the donative nonprofits increased their use of correct practices to a greater
degree than did the commercial nonprofits.

We also compared whether financial management outcomes (surplus and
change in revenues) were more strongly related to use of correct management
practices in donative than in commercial nonprofits, and we found that, for dona-
tive nonprofits, the more they used both prescribed management practices and
formal performance management over time, the larger their surplus. For com-
mercial nonprofits, neither of these “good management” indicators was related
to change in surplus. Similarly, for donative nonprofits, the more they used both
prescribed management practices and formal performance management, the
greater their increase in total revenues. For commercial nonprofits, neither good
management indicator was related to financial growth. Galaskiewicz and Biele-
feld (1998) found similar results in their research, although they focused on
organizational growth (measured by revenues and numbers of employees and
volunteers) rather than effectiveness itself.

We (Herman and Renz, 2004a) also examined whether stakeholders re-
garded either form of nonprofit, commercial or donative, to be more effective,
and found no substantive differences for any stakeholder group. There were
clear differences in the extent to which organizations relied on commercial ver-
sus donative or public sources of income, but this distinction was not consistently
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related to the use of board or management practices, managerial tactics, or
stakeholder judgments of effectiveness. In other words, these and other studies
indicate it is useful to examine how management practice and effectiveness
differ in terms of this commercial-donative distinction, but not all have a
relationship to effectiveness.

Differentiating Program, Organization,
and Network Effectiveness

Nonprofit effectiveness, despite its elusiveness, is so important to so many stake-
holders that it is not surprising that managers have done their best to measure
and use whatever effectiveness results they can find to improve management
practices. Yet, too often these assessments focus on the measurement and use
of program outcomes. Nonprofit organizational effectiveness is related to, yet dis-
tinct from, effectiveness at both program and network levels of effectiveness. It
is important to understand that difference in level of analysis makes a difference
in understanding effectiveness; it is important to differentiate effectiveness at
program, organization, and network levels.

The recent emphasis on the assessment of program outcomes as a way to
assess organizational effectiveness suggests that some stakeholders (especially
funders) consider program effectiveness to bemore important or of greater inter-
est than other kinds of effectiveness. And nonprofit organization effectiveness
is sometimes treated merely as the sum of the effectiveness of an agency’s pro-
grams. But research and practice both affirm that organizational effectiveness is
not identical to program effectiveness and, similar though they are, each must
be understood and assessed separately.

Sawhill and Williamson (2001) have argued that nonprofit missions (which
certainly are closer to the organizational level of effectiveness) could be mea-
sured, yet they ultimately back away from that assertion and focus on the value of
setting specific and fairly difficult goals. They also extol the marketing and pub-
lic relations advantages of communicating performance goals. Such approaches
may well be useful for managing, yet they do not provide a systematic basis for
generating evidence relevant to general nonprofit effectiveness.

Likewise, it is becoming increasingly important to understand nonprofit
effectiveness from the perspective of networks, especially in an era when “col-
lective impact” approaches are becoming more popular with many foundations
and other community funders. (Collective impact initiatives are initiatives
that integrate the work of a large number of nonprofits to address a complex
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community or system challenge; see Kania and Kramer, 2011, for further
explanation.) An emphasis on the effectiveness of nonprofits as separate and
clearly distinct entities can easily lead to the conclusion that an organization
creates its own effectiveness. However, in many ways, the perceived effectiveness
of an organization often depends on the effectiveness of other organizations
and people with which it is interconnected. As more nonprofits deliver services
through networks of service delivery (including collective impact initiatives),
network effectiveness will become increasingly important to understand in
relationship to organizational effectiveness.

For example, Provan and Milward (1995) investigated how network char-
acteristics (among community mental health service providers) were related to
assessments of client outcomes. They found that client and family assessments
of client outcomes were closely correlated, although staff assessments were not
correlated (illustrating the thesis that stakeholders often evaluate program out-
comes differently). They found network centralization was most clearly related
to positive client and family assessments. Studies of program effectiveness may
often need to go beyond an organizational focus to an understanding of networks
(Provan and Milward, 2001).

Implications

The strong interest of NPO managers, board members, funders, and NPO regu-
lators in finding clear answers to the question “How can an NPO be effective?”
compels us to articulate some of the practical implications of the information we
have presented. We do so in this final section.

Implications for Organizational Practice

Important stakeholders frequently are not clear about their bases for assessing a
nonprofit’s effectiveness. Like art, they may know effectiveness when they see it,
but what do they look for? Further, over time,many stakeholders will change their
implicit criteria for assessing effectiveness. It is essential that NPO leaders regu-
larly interact with key stakeholders to ensure that they understand their criteria
and how they may be changing. And if the NPO leaders find that stakeholder
criteria are off base, they must help them refine them.

Research by Balser andMcClusky (2005) supports the importance of manag-
ing stakeholder relations. In an in-depth qualitative study they find that organiza-
tions identified as highly effective by a panel of knowledgeable observers differed
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from much less effective organizations in the ways and extent to which the effec-
tive organizations engaged stakeholders. They suggest that effective stakeholder
engagement ismore thanmere frequency of communication—effective nonprof-
its exhibit a consistent thematic approach to engagement. We believe it is crucial
for the organization’s managers to understand what stakeholders expect and
move the organization toward more fully responding to and meeting its stake-
holders’ expectations (including, when appropriate, to respond to and honestly
challenge or debate those expectations).

Some are uncomfortable with the notion that nonprofit effectiveness is a
social construction; they worry that this means that nonprofit effectiveness is
arbitrary. It is not. And even though effectiveness is socially constructed, there
are useful dimensions of effectiveness (such as financial condition, fundraising
performance, or program outcomes) that can be grounded in “hard” data. For
example, use of generally accepted accounting principles provides solid evidence
about revenues, costs, and surplus. Other dimensions of effectiveness, such as
those related to community collaboration or working with volunteers, are likely
to be less amenable to “hard” evidence. We support and encourage the use of
“hard” evidence to the extent legitimately possible, but we also know that non-
profit leaders should not expect that all of their stakeholders will interpret and
use that evidence the same way or combine it with other kinds of evidence in the
same ways.

The popularity of “best practices” attests to the hope of finding a pot of gold
at the end of the search.One key assumption of the best practices approach is that
a particular technique or process that works well in one setting can and should
be incorporated into other different settings. This may be true for certain rather
standard administrative functions, for example, the adoption of procedures to
improve billing. However, in many instances a practice that enhances effective-
ness in one organization may be a poor choice for another.

We do not conclude that practices and procedures are unimportant.
Undoubtedly, every organization must discover and continually seek to improve
its practices, consistent with its values, mission, and stakeholders’ expectations.
But these practices must fit together to enhance effectiveness.

Implications for Boards and Governance

Board members need to understand that NPO effectiveness is socially con-
structed, that it is not a stable construct, and that different stakeholders will
judge it differently. Likewise, board effectiveness is socially constructed and
changeable. Thus, a critical role that board members may serve on behalf of
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a nonprofit is that of a monitor and sensor—a vital link to help the agency
remain in touch with the potentially changing effectiveness judgments of key
stakeholders.

Just as with management practices, we do not believe that the research
suggests that board process management is unimportant. But not only is there
no “silver bullet” (that is, one practice that ensures effectiveness)—but there is no
“silver arsenal” for board success. Boards, perhaps with the help of executive or
other facilitative leadership, need to identify those processes that will be most
useful to them. Do not use a practice just because others say it is useful. Ask some
key questions: Does the practice fit this board’s circumstances? Does the practice
actually help the board reach good decisions? Does the practice contribute to
the organization’s success?

Implications for Program Evaluation and Outcomes Assessment

We have explained the need to be careful about using program outcome
assessments to judge nonprofit effectiveness. We see only a very few (rather
unlikely) circumstances under which program outcomes could legitimately be
considered to equal organizational effectiveness. (Such a conclusion would
be valid, for example, in situations in which the nonprofit conducts only one
program and there are no other explanations for outcomes, such as the effect
of other programs or events.) These circumstances are so unusual that, for the
typical nonprofit, program outcomes assessments must be regarded as relevant
but limited indicators of organizational effectiveness.

Certain approaches to program evaluation may be uniquely useful. For
example, qualitative forms of program evaluation that emphasize the engage-
ment of key stakeholders in the process (see, for example, Patton, 1997) may
more closely align with the realities of organizational effectiveness and be more
likely to help all stakeholders to work toward mutually valued results.

Implications for Capacity Building and Capacity Builders

Given that we lack evidence for “best practices,” those who fund or provide capac-
ity building support should avoid advocating for one best way or set of ways
for doing things. Ideally, they will recognize and support an array of promis-
ing practices and provide process skills and knowledge to help nonprofits assess
the match of the practices to their environment, circumstances and stakehold-
ers. (See Wing, 2004, for more on the dilemmas facing those funding and doing
organizational capacity building.) Further, capacity building should go beyond
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the internal organization and help nonprofit leaders create processes by which to
identify and understand the interests and expectations of key stakeholders, and
to create constructive strategies by which to engage them. As noted earlier, some
promising practices will differ depending on the domain or field of service of the
organization. Therefore, capacity builders should research and help nonprofits
identify the practices that are considered fundamental or “absolutely required”
as matters of ethical practice, as well as the emerging and promising practices
that will be relevant to effectiveness, given a nonprofit’s particular domain and
environment.

Conclusion

There is little doubt that readers will find some of these propositions and implica-
tionsmore compelling than others. We offer these observations and suggest these
implications not because we have “the answers,” but because we want to encour-
age further thoughtful examination of the construct of effectiveness and how we
can better understand, measure, and develop it. We invite executives, scholars,
and practitioners alike to test these observations and consider their implications
for their work. Only as a community will we be able to develop useful understand-
ings of nonprofit organization effectiveness and how we can build the sector’s
capacity to achieve meaningful results.
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PART THREE

MANAGING NONPROFIT
OPERATIONS

Effective nonprofit leaders and managers understand that their organizations
develop, grow, and thrive because they have developed an important

mutually beneficial relationship with the world they exist to serve. Similar to all
organizations, nonprofits succeed because they offer value and make a valuable
difference in the communities and societies they emerge to serve. The chapters
of Part Three of this Handbook build on the foundational information of
Part Two to explain how nonprofit organizations start, develop, grow, and
(sometimes) disappear. Many nonprofit leaders assume their roles when
their organizations are relatively mature, but no nonprofit starts life as a fully
formed organization. In Chapter Eleven, Matthew T. A. Nash helps us under-
stand various ways that nonprofits and other social ventures get their start and
how those with socially innovative ideas hone and develop them to become
functioning organizations that make a difference—that achieve a social impact.
This is the realm of the increasingly popular but oft-misunderstood topic of
“social entrepreneurship.” Nash explains how successful socially entrepreneurial
ventures evolve from ideas to plans to actions to results and what we are learning
about what it takes to succeed at this unique kind of entrepreneurial activity.

Scott T. Helm, in Chapter Twelve, builds on the concepts presented in
Nash’s chapter with practical information about the ingredients and elements
of the process by which nonprofit leaders can develop their nonprofit or other

The Jossey-Bass Handbook of Nonprofit Leadership and Management, David O. Renz and Robert D.
Herman
© 2016 by John Wiley & Sons. Published by John Wiley & Sons, Inc.
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social venture into a viable enterprise that has greater potential for becoming
sustainable and successful. Helm offers a thorough explanation of the process of
business planning for social ventures, including how nonprofits can use the
concepts and practices of business planning to effectively operationalize their
visions for community service and impact.

Each of the last four chapters in this part of the Handbook explains a specific
element of the larger process of leading and managing a nonprofit organization,
including how each links to longer-term nonprofit success. In Chapter Thirteen,
Brenda Gainer explains nonprofit marketing, the discipline that enables us to
understand how to effectively develop and manage relationships and engage in
the exchanges that every enterprise (nonprofit and for-profit) must develop with
its key constituents, clients, and stakeholders to survive. Gainer describes the key
elements of nonprofit marketing and explains the most important ways in which
nonprofits can use marketing concepts and practices to advance their impact.

One of the most important and underutilized of exchange relationships in
the nonprofit world is that of advocacy. In Chapter Fourteen, Marcia A. Avner
explains the advocacy process, including but not limited to the practice of lobby-
ing, and discusses the most effective approaches that nonprofits can employ to
engage constituents and exercise influence in governmental policy processes to
have an impact on legislation and policy that will affect their work and, often,
their clients’ lives. In Chapter Fifteen, James E. Austin and M. May Seitanidi
offer a new perspective on collaboration and how nonprofits can understand and
develop valuable collaborative relationships and alliances—alliances that have
the greatest potential for generating additional benefit and impact for all part-
ners. In a world where it takes collaborative and collective action to achieve some
of the most important of social outcomes, Austin and Seitanidi’s framework offers
useful guidance for how to assess and develop the most productive and valuable
options.

Of course, the press for nonprofits to show that the work they and their
programs do makes a difference requires that nonprofit leaders and managers
understand how to assess and communicate about the performance and impact
of these programs. With the widespread and growing demands for nonprofits
to be highly accountable and provide evidence of performance (as Ebrahim dis-
cusses in Chapter Four), nonprofit organizations must develop and maintain sys-
tematic ways to analyze and report on program and organizational effectiveness,
and this work is addressed in the final chapter of Part Three, Chapter Sixteen
by John Clayton Thomas. Program evaluation represents work at the intersec-
tion of management and accountability. Thomas explains the core principles of
program evaluation, offers guidance for how nonprofits can most pragmatically
assess program effectiveness and results, and discusses the basic approaches that
agencies often employ to assess outcomes and evaluate programs.
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CHAPTER ELEVEN

SOCIAL ENTREPRENEURSHIP AND SOCIAL
INNOVATION∗

Matthew T. A. Nash

What business entrepreneurs are to the economy, social entrepreneurs are to social
change. They are the driven, creative individuals who question the status quo, exploit
new opportunities, refuse to give up, and remake the world for the better.

DAVID BORNSTEIN, HOW TO CHANGE THE WORLD: SOCIAL ENTREPRENEURS

AND THE POWER OF NEW IDEAS

Few concepts in the social sector have caught on as quickly and have captured
the imagination of so many, or have been the subject of such intense debate,

as has social entrepreneurship. For the first time in human history, within just a
few keystrokes on a computer and from the embarrassing comfort of our homes,
we have the ability to witness the horrors of widespread hunger, intractable
and epidemic disease, gripping poverty, entrenched conflicts, global climate
change, unimaginable natural disasters, and inevitable economic turbulence and

*I am indebted for the definition of social entrepreneurship and for the formulation of
much of the material on social entrepreneurship theory to my colleague, the late J. Gregory
Dees, who was professor of the practice of social entrepreneurship and founding faculty
director of the Center for the Advancement of Social Entrepreneurship (CASE) at Duke
University’s Fuqua School of Business, and who was widely recognized as the pioneer of
social entrepreneurship research and education. This chapter draws heavily on his work
and that of our current and former colleagues at CASE, especially Paul N. Bloom, Beth
Battle Anderson, and Catherine Clark.
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dislocation. Against this sobering backdrop have emerged a new generation of
“social entrepreneurs”—those some have called “new heroes” (Byker, Stuart,
Cohen, et al., 2005) or “unreasonable people,” possessed of a relentless drive to
pioneer breakthrough approaches to some of the world’smost pressing problems
(Elkington and Hartigan, 2008). Many of these social entrepreneurs draw upon
and adapt principles, practices, and models from the business world, blurring
the traditional boundaries between the public, private, and social sectors.

Although the concept of social entrepreneurship started to gain serious
attention in the mid-1990s, the field has gained the momentum of a social
movement over the past ten years. Social entrepreneurs have garnered public
attention as recipients of prestigious prizes such as the MacArthur “genius
awards,” the Presidential Medal of Freedom, and even the Nobel Peace Prize;
and stories about social entrepreneurs now appear regularly in newspapers and
magazines such as The New York Times, The Economist, and the Financial Times.
By many accounts, David Bornstein’s 2004 book, How to Change the World: Social
Entrepreneurs and the Power of New Ideas, and his subsequent focus on “solutions
journalism” may deserve the greatest credit for inspiring the public’s admiration
of these social innovators.

Since the first known course on social entrepreneurship was offered
by J. Gregory Dees at Harvard Business School in the early 1990s, scores of
other universities have offered courses or started research initiatives on social
entrepreneurship. Networks such as Ashoka’s Changemaker Campus Consor-
tium bring together faculty, administrators, and faculty to share promising
practices in education and research. New academic journals such as the Stanford
Social Innovation Review, Innovations (MIT) and the Journal of Social Entrepreneur-
ship (Oxford) have emerged to provide a much needed forum for academic
discourse. Numerous innovation competitions have emerged to challenge
college students to pursue innovative solutions to social problems, such as the
Hult Prize, Berkeley Big Ideas, VentureWell, and the Clinton Global Initiative
University program, and new kinds of student organizations such as Net Impact,
Compass Fellows, StartingBloc, and Design for America inspire their young
members to pursue careers that achieve a social and environmental impact in
addition to financial returns.

As some social entrepreneurs experiment with business models that aim
to achieve a “blended value” of social, environmental, and economic impact,
entirely new forms of corporate structure are being advanced, such as the
“community interest company” in the United Kingdom, the “social business”
proposed by Muhammad Yunus, and the low-profit limited liability company
(L3C) and for-benefit “B corporation” in the United States.
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The embrace of social entrepreneurship has crossed boundaries into the
business sector, where a growing number of companies engage in partner-
ships with social entrepreneurs—some as a more fundamental approach to
philanthropy and “corporate citizenship” that is strategically aligned with their
corporate missions and values, some as a strategy to develop new business models
and access new markets at the base of the economic pyramid (Chesbrough,
Ahern, Finn, and Guerraz, 2006), and some to pursue other opportunities
that may generate social and economic value (Austin, Leonard, Reficco, and
Wei-Skillern, 2006).1 Rising social entrepreneurs regularly rub elbows with top
corporate executives and government leaders at the World Economic Forum
at Davos.

Perhaps the most influential vote of confidence in the promise of social
entrepreneurship came from President Barack Obama, who established in 2009
the White House Office of Social Innovation in fulfillment of a campaign pledge
to identify the most promising, innovative, results-oriented social innovations
and support their replication across the country. Committed to investing in
“what works,” the Office, in partnership with the Corporation for National
and Community Service, launched in 2010 the Social Innovation Fund to
deliver growth capital needed to enable programs with demonstrated results
to scale their impact. Under the Obama Administration, agencies across the
federal government embraced social entrepreneurship, innovation, and human
centered design, with exemplars such as the Investing in Innovation Fund at the
Department of Education and the Global Development Lab at the U.S. Agency
for International Development.

Social Entrepreneurship Is Responding
to the “New Realities”

For those who believe that social entrepreneurship represents an important new
lens through which to view social change, these developments are encouraging,
perhaps even exhilarating. However, the concept of social entrepreneurship did
not arise in a vacuum.

One important historical shift thatmay be contributing to the ascent of social
entrepreneurship, at least within the United States, is a widespread recognition
of the limits of top-down government solutions to social problems. In the social
sector, philanthropy and development aid continue to move away from simple
charity and toward more pragmatic, results-oriented strategies, perhaps driven
in turn by an engaged citizenry that increasingly demands lasting solutions.
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Over the past two decades, as nonprofits competed for limited dollars from
government and philanthropic funders, a growing number of organizations
began to adopt market-driven approaches and experiment with practices drawn
from the business sector, including the launch of earned-revenue ventures,
(both mission-related social enterprises and unrelated businesses).2

As societies seek to harness private initiative, ingenuity, and investment
to find new and better ways to solve social problems, the concept of social
entrepreneurship captures the spirit of that search. It reflects broader and
deeper social trends that are driving change in how we approach social
problems. The rapid growth in popularity of social entrepreneurship can be
seen, at least in part, as one response to these trends. Whether it will grow into a
significant expression of a new mindset remains to be seen. It depends, in part,
on the ability of proponents of social entrepreneurship to capitalize on these
propitious circumstances (CASE at Duke, 2008).

What Is Social Entrepreneurship?

The concept of “social entrepreneurship” is relatively new, even if the practice
arguably has been around for a very long time. As with many new concepts, its
definition is open to debate. Different people and organizations use the term dif-
ferently, and the number of academic definitions escalates each year as scholars
endeavor to refine and clarify the concept. This discourse is healthy, as defini-
tional disputes are common in many fields. Indeed, the term entrepreneurship has
been around for more than two hundred years, but dozens of definitions circu-
late in scholarly literature, contributing to the debate within the field of social
entrepreneurship.

Reviewing the development of the field of social entrepreneurship, Dees
and Anderson trace the evolution of two major schools of thought and
practice—social enterprise, which tends to focus on the application of business
practices in the social sector, including the generation of earned revenue to
serve a social mission, and social innovation, which is focused on establishing
novel and more effective ways to address social problems or meet social needs.
“While these schools are often conflated in popular discourse, they reflect
different perspectives, priorities, and, to some extent, values. At times, their
proponents have been at odds. But both schools have been critical to the growth
of the field of social entrepreneurship” (Dees and Anderson, 2006, p. 41).
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The Social Enterprise School of Thought

Typifying the “social enterprise school” of thought are those who subscribe to
the conventional definition of entrepreneurship as the act of starting a business.
Indeed, the Merriam-Webster dictionary online defines “entrepreneur” as “one
who organizes, manages, and assumes the risks of a business or enterprise” (www
.merriam-webster.com). Columbia Business School Professor Amar Bhide con-
curs: “Following common usage, I call individuals who start their own businesses
entrepreneurs. Theorists attribute a variety of functions to entrepreneurs, such
as coordination, risk-taking, innovation, and arbitrage. . . . I refrain fromdebating
which of these roles are truly ‘entrepreneurial’” (2000, pp. 25–26).

The rise of social enterprise in the 1980s and 1990s came about as a result
of an increasing interest among nonprofit organizations in finding new sources
of revenue to supplement donor and government funding, as well as by a desire
among some business executives to promote the provision of human social
services by for-profit companies (Dees and Anderson, 2006). An important
emphasis among adherents of the social enterprise school is the blurring of the
lines between the business and social sectors, often through experimentation
with market-based solutions to social problems that seek to align economic and
social value creation. One example is the launch of earned revenue ventures,
both mission-related enterprises that aim to create social and economic value
and enterprises unrelated to the mission and with the main purpose of making
money to subsidize more direct social purpose activities.

The Social Innovation School of Thought

Although it may be commonplace to think of an entrepreneur as someone who
starts and runs a business, many scholars contend that the definition of social
entrepreneurship should be grounded in a more robust interpretation draw-
ing upon the rich tradition of scholarly research and writing on the concept of
entrepreneurship.

The Nature of Entrepreneurship. The term entrepreneur was first introduced in
the 18th Century by French economists, who drew upon the word entreprendre
from Old French, meaning “to undertake.” According to Jean-Baptiste Say
(1803), “entrepreneurs” are value creators who shift resources from areas
of lower into areas of higher productivity and yield. Although the precise

http://www.merriam-webster.com
http://www.merriam-webster.com
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definitions of the terms entrepreneur and entrepreneurship have been debated
ever since, these terms have almost always been reserved for the business
context. Writing in the first half of the 20th Century, Austrian economist
Joseph Schumpeter (1934) suggested that entrepreneurs perform their value-
creating function through innovations, the carrying out of “new combinations”
(pp. 65–66), including the creation of a new good or service as well as pro-
ducing and delivering an existing good or service in a new way or to a new
market. Schumpeter declared: “the function of entrepreneurs is to reform or
revolutionize the pattern of production” (p. 132).

More recently, leading management scholar Peter Drucker pointed out
that entrepreneurs constantly search for and exploit the opportunities created
by change (in technology, consumer preferences, social norms, etc.) (Drucker,
1985). Put another way, entrepreneurs have a mindset that sees the possibilities
rather than the problems created by change. Howard Stevenson carried this
idea further, observing that entrepreneurs pursue these opportunities without
being limited by the resources they have in hand; instead, entrepreneurs
mobilize resources from others to achieve their objectives (Stevenson and
Gumpert, 1985).

Although these scholars were writing about business entrepreneurs, their
theories—and the skills, practices, and mindset of an entrepreneur—apply
equally as well in the social sector. In this way, a social entrepreneur can be
thought of as one type of entrepreneur. Simply put, social entrepreneurs
are entrepreneurs whose “business” (or mission) is to achieve social impact.
A business entrepreneur may seek to create economic value for private benefit,
whereas social entrepreneurs seek above all to create social value for the benefit
of society; they measure their productivity in terms of social impact and seek a
social return on investment.

Social Innovation. Proponents of the “social innovation school” assert
that social entrepreneurs combine the opportunity orientation identified
by Drucker, the innovation as revolutionary change agents as described by
Shumpeter, and create value through new and better ways of doing things,
as described by Say, although the value that the social entrepreneur seeks to
create and sustain is social value. According to this view, social entrepreneurs
are individuals who reform or revolutionize the patterns of producing social
value, shifting resources into areas of higher yield for the benefit of society.
Adherents to the social innovation school do not restrict their definition of
social entrepreneurship to the nonprofit sector. Instead, the selection of legal
form of incorporation—nonprofit, for profit, cooperative, or hybrid—is seen
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as an important tactical decision that the social entrepreneur must make when
crafting the strategy for attracting resources and when considering various
restrictions associated with each form of incorporation.

In a similar spirit, and building on the scholarly literature on entrepreneur-
ship, in the widely cited “The Meaning of Social Entrepreneurship” (1998b, rev.
2001), Dees elaborates on the proposition that social entrepreneurs play the role
of change agents in the social sector, seeking to create systemic changes and
sustainable improvements, by:

• Adopting a mission to create and sustain social value (not just private value)
• Recognizing and relentlessly pursuing new opportunities to serve that mission
• Engaging in a process of continuous innovation, adaptation, and learning
• Acting boldly without being limited by resources currently in hand
• Exhibiting a heightened sense of accountability to the constituencies served

and for the outcomes created

Social Entrepreneurship Is About Innovation and Impact, Not Income

Having worked in this field for a while, I am always delighted to find that people
are increasingly familiar with the term social entrepreneur. Too often, however, they
identify social entrepreneurship with nonprofits generating earned income. When the
Schwab Foundation for Social Entrepreneurship named Linda and Millard Fuller of
Habitat for Humanity and Wendy Kopp of Teach for America, among others, as out-
standing social entrepreneurs, it must have confused many people. Both organizations
are well known, but neither of them is known for its earned income strategies. They
rely heavily on grants and donations. In fact, these social entrepreneurs are master-
ful at attracting philanthropic donations. What makes them entrepreneurial is that
each of them has pioneered creative ways of addressing social problems and mar-
shaled the resources to support their work. Habitat mobilizes volunteers to build
affordable houses for the poor. Teach for America recruits talented college gradu-
ates to teach in economically distressed schools. Schwab was following a view long
endorsed by Bill Drayton at Ashoka that social entrepreneurship is about innova-
tion and impact, not income. This view is well grounded in entrepreneurship theory
(see my paper on “The Meaning of Social Entrepreneurship” [Dees, 2001]) but not
sufficiently.

Despite efforts to spread an innovation-based definition, far too many people still
think of social entrepreneurship in terms of nonprofits generating earned income. This
is a dangerously narrow view. It shifts attention away from the ultimate goal of any
self-respecting social entrepreneur, namely social impact, and focuses it on one partic-
ular method of generating resources. Earned income is only a means to a social end,
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and it is not always the best means. It can even be detrimental—taking valuable talent
and energy away from activities more central to delivering on the organization’s social
mission. Though it is very popular right now, it is just one funding strategy among
many and must be assessed on a case-by-case basis. The key is finding a resource
strategy that works.

Focusing on earned income leads people to embrace the problematic idea of a
“double bottom line.” Profits should not be treated with equal importance to social
results. No amount of profit makes up for failure on the social impact side of the
equation. Any social entrepreneur who generates profits, but then fails to convert
them into meaningful social impact in a cost-effective way has wasted valuable
resources. From a management point of view, the financial “bottom line” is certainly
important, but it is not on the same level as social impact. Social entrepreneurs
have only one ultimate bottom line by which to measure their success. It is their
intended social impact, whether that is housing for the homeless, a cleaner environ-
ment, improved access to health care, more effective education, reduced poverty,
protection of abused children, deeper appreciation of the arts, or some other social
improvement.

Many activities that generate earned income are not entrepreneurial at all. Earned
income has become commonplace. In fact, if religious congregations are excluded,
earned income has exceeded donations as a source of funds for public charities in
the United States for many years now. Hospitals charge fees for medical services;
private schools charge tuition; performing arts groups sell tickets; many museums
charge admission and often have gift shops in their lobbies. No one thinks of these
practices as examples of “social entrepreneurship” even though they all involve gen-
erating earned income. It would be absurd to give a social entrepreneurship award,
for instance, to a major hospital simply because of its extremely high percentage of
earned income from patient fees and the record profits at its gift shop and parking
garage. Yet, this would be a logical implication of taking earned income as the yard-
stick of social entrepreneurship. High levels of earned income are often not innovative
and may not be correlated with high levels of social impact.

Any form of social entrepreneurship that is worth promoting broadly must be
about establishing new and better ways to improve the world. Social entrepreneurs
implement innovative programs, organizational structures, or resource strategies
that increase their chances of achieving deep, broad, lasting, and cost-effective
social impact. To borrow from J. B. Say, the eighteenth century French economist
who first popularized the term entrepreneur, they shift resources into areas of
higher productivity and yield. Habitat persuades volunteers to shift their time from
recreational activities to building a house. Teach for America persuades bright college
graduates who did not major in education to devote two years of their careers to
teaching in schools that have a difficult time finding teachers. This resource-shifting
function is essential to progress. As Peter Drucker (1985) has said, “What we need



Trim Size: 7in x 9.25in Renz852965 c11.tex V3 - 07/11/2016 9:37 A.M. Page 303

�

� �

�

Social Entrepreneurship and Social Innovation 303

is an entrepreneurial society in which innovation and entrepreneurship are normal,
steady, and continuous.”

Of course, some exciting forms of social entrepreneurship use earned income
strategies to achieve social impact. We should encourage social sector leaders to
explore innovative financial strategies that make their organizations more effective
in serving social needs while leveraging social assets. Creative efforts to harness busi-
ness methods to serve social objectives are often entrepreneurial in the best sense of
that term. Consider Grameen Bank that was built around an innovative approach of
using peer groups to improve the economics and effectiveness of micro-enterprise
lending as a tool to fight poverty in Bangladesh. Or consider Delancey Street Foun-
dation, a residential community of hardcore substance abusers in San Francisco that
runs several businesses to provide productive employment to community members
and generate funds for the organization. These are powerful examples of how social
sector leaders can blend business methods with social objectives. What makes them
entrepreneurial is not the source of income, but their innovations and their impact.

Earned income ventures are socially entrepreneurial only when they have a social
purpose beyond simply making money. If social entrepreneurship is to be distinctive
in any way, it must be because social objectives matter in how the venture is organized
and managed. If the only way a venture serves your mission is by generating funds,
it may be business entrepreneurship, but it is not social entrepreneurship. If I start
a bakery to make money that will be used to support my sailing hobby, we do not
call the bakery a “sailing venture.” Likewise using the proceeds of the bakery for a
social purpose does not make it into a “social” venture. It is a social venture only
if social considerations are integrated into its objectives and management. A purely
moneymaking venture can be managed using straight business principles. It makes
no difference if the owner intends to use the cash generated by the venture to buy
a bigger sailboat or to serve the homeless. True social ventures often require a more
complex skill set than straight business ventures.

Only if we can embrace a definition of social entrepreneurship that focuses on
innovation and impact can we put funding strategies in their proper perspective.
It is not surprising that people are drawn to the earned income definition of social
entrepreneurship. Resources are scarce and social needs are great. Everyone wants
to explore new avenues for generating resources and earned income seems promis-
ing. Unfortunately, some social sector leaders appear to be more concerned about
attracting resources and sustaining their organizations than they are about assessing,
sustaining, and improving their social impact. They assume they are doing a great job
on the social side and that they deserve the additional funding, often without much
systematic evidence. These are risky assumptions. Finding ways to sustain organiza-
tions that are not cost-effectively delivering social value is a terrible waste of energy
and resources. Social sector leaders should look for creative resource strategies that
enhance their impact, rather than simply sustain their organizations. By embracing a
definition of social entrepreneurship that focuses on innovation and impact, we can
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assure that social objectives are taken seriously in the entrepreneurial process. In the
end, social entrepreneurship must be about creating social value, not simply about
making money.

J. Gregory Dees, Adjunct Professor and Faculty Director, Fuqua School of Business Center for the
Advancement of Social Entrepreneurship (CASE), Duke University. This article originally appeared
on The Skoll Foundation’s Social Edge in September 2003. It is reprinted here by permission.

The Imperative of Systemic Change. One important tenet of the social innova-
tion school is that social entrepreneurship aims to effect large scale, sustainable,
and systemic change. Writing in the Stanford Social Innovation Review in 2007,
Martin and Osberg argued that social entrepreneurship is characterized by three
fundamental components:

• Identifying a stable but inherently unjust equilibrium that causes the exclu-
sion, marginalization, or suffering of a segment of humanity that lacks the
financial means or political clout to achieve any transformative benefit on its
own

• Identifying an opportunity in this unjust equilibrium, developing a social
value proposition, and bringing to bear inspiration, creativity, direct action,
courage, and fortitude, thereby challenging the stable state’s hegemony

• Forging a new, stable equilibrium that releases trapped potential or alleviates
the suffering of the targeted group, and through imitation and the creation
of a stable ecosystem around the new equilibrium ensuring a better future for
the targeted group and even society at large (p. 35)

Martin and Osberg draw a strong distinction between social entrepreneur-
ship and two other forms of social engagement—social activism and social
service provision—noting that the former is an indirect form of social engage-
ment and arguing that the latter does not set out to achieve and sustain a new
equilibrium (see Figure 11.1). Acknowledging the distinctive value that each
form of social engagement brings to society, Martin and Osberg note that social
activists, social service providers, and social entrepreneurs may borrow and
adapt one another’s strategies and develop hybrid models.

The emphasis on transformational systems change, at the core of this def-
inition of social entrepreneurship, has long been championed by Bill Drayton,
who is arguably the primary driving force advancing the social innovation school
of thought. In 1980, Drayton founded Ashoka, the global network of leading
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FIGURE 11.1. Pure Forms of Social Engagement

Nature
of Action

Direct Social Service Provision Social Entrepreneurship

Social Activism

Extant System
Maintained and Improved

New Equilibrium
Created and Sustained

Outcome

Indirect

Source: Martin and Osberg, 2007. Reprinted with permission.

social entrepreneurs, and he framed its mission to find and support “outstanding
individuals with pattern setting ideas for social change” (Drayton & MacDonald,
1993, p. i). Setting a high standard for those who would consider themselves
social entrepreneurs, Drayton asserts: “The job of a social entrepreneur is to rec-
ognize when a part of society is stuck and to provide new ways to get it unstuck. He
or she finds what is not working and solves the problem by changing the system,
spreading the solution and persuading entire societies to take new leaps. Social
entrepreneurs are not content just to give a fish or teach how to fish. They will
not rest until they have revolutionized the fishing industry” (Leviner, Crutchfield,
and Wells, 2006).

Toward a Shared Theory of Social Entrepreneurship

It is easy to see how these points of difference can lead to significant confusion
over what “counts” as social entrepreneurship and what does not. Shared defi-
nitions will likely emerge from a give-and-take process among thought leaders
in the field and the media outlets that popularize the term. In order to propel
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this field forward, we must find definitional solutions that increase precision and
clarity while allowing healthy disagreements, respecting different perspectives.
Too broad a definition will dilute the focus of the community, but too narrow a
definition could exclude too many and result in a field that is “too special” for
mainstream attention.

A vibrant and diverse community of practice is emerging, including those
who embrace all the different definitions mentioned above. In order to maintain
the interest, commitment, and participation of key players, while also allowing for
academic discourse to advance the state of knowledge within the field, we should
pursue a path forward that balances increased clarity with openness and respect
for differences and that frames this emerging field of inquiry in a way that builds
upon the rich work of reflective practitioners and scholars who have led the way
thus far.

For those in the field with a vested interest in resolving the confusions about
definitions, CASE has suggested the following guidelines (CASE at Duke, 2008):

• Clearly distinguish “social entrepreneurship,” focused on innovation in
social value creation, from “social enterprise,” focused on the use of business
methods to generate income.

• For the foreseeable future, define the community of practice and knowledge
to include both social entrepreneurship and social enterprise.

• Find a vocabulary to distinguish the different forms of socially entrepreneurial
behavior (that is, to distinguish independent start-ups led by one or two
people from organizations engaged in finding innovative solutions to social
problems) and the revolutionaries, aiming for major systemic change, from
the reformers, aiming for more incremental improvements.

• Recognize the importance and legitimacy of all these forms of entrepreneurial
behavior, and acknowledge that they have enough problems, concerns,
and passions in common to be part of a shared community of practice and
knowledge.

• Respect that it is healthy for key community participants to focus their work
on forms of socially entrepreneurial behavior that they deemmost important,
interesting, and a good fit for them.

These guidelines should allow for the development of a diverse and vibrant
community with some critical mass but without all the confusion that currently
exists in the field. Participants need to respect honest differences while working
together to help find new and better solutions to social problems.
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As inmany fields, consensus on a basic definition of the fieldmay not emerge
for some time. However, the critical need for rigorous research and high-quality
teaching requires the field to make advances in the absence of full consensus.
Observing encouraging signs of convergence between the two main schools of
thought, CASE proposes a way of framing this new field of inquiry that raises a dis-
tinctive set of intellectual questions that cut across disciplinary boundaries. Dees
and Anderson contend that themost promising arena for academic inquiry lies at
the intersection of social enterprise and social innovation, which they identify as
“enterprising social innovation, “defined as “carrying out innovations that blend
methods from the worlds of business and philanthropy to create social value that
is sustainable and has the potential for large-scale impact” (Dees and Anderson,
2006, p. 50). This framing forces scholars and practitioners to acknowledge the
intimate connection between social and economic realities and the role of mar-
kets in the social sector. “In order to be considered ‘enterprising,’ the innovation
must involve some business-inspired elements, whether through the adaptation
of business methods to create or enhance social value, the operation of a
social-purpose business, or the formation of cross-sector partnerships” (p. 51).

This framing on ventures that blend business and philanthropic methods
has the potential to raise theoretically interesting questions and engage a broad
range of scholars working in diverse disciplines and domains. Selected areas of
academic inquiry could include:

• Aligning market dynamics with social outcomes
• Strengths and limits of different economic strategies (philanthropic and

commercial)
• Role of different legal forms of organization
• Bias toward commercial market solutions
• Competitive advantage of social orientation
• Market discipline and accountability
• Efficiency in the social sector capital markets

Observing the accelerating trend of blurring of the boundaries between the
public, private, and social sectors, Dees and Anderson call upon academics and
thoughtful practitioners to seek to understand better what may lie ahead for the
field of social entrepreneurship. “If we do not deepen our knowledge of these
kinds of approaches, we are likely to fumble around in the dark, making more
mistakes than necessary. Success will depend on a better understanding of how
to effectively combine elements from the business world and the social sector,
and how to recognize the limits and risks. This arena is where we should focus
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most of our limited time and resources. Doing so will not only serve both schools
of thought and academia well; more importantly, it will be of great value to
society.” (p. 61)

The Process of Social Entrepreneurship:
Creating Worthy Opportunities

All acts of entrepreneurship start with the recognition of an attractive oppor-
tunity (Stevenson and Gumpert, 1985). All entrepreneurs, whether business
or social entrepreneurs, must uncover or create new opportunities through
a dynamic design process of exploration, innovation, experimentation, and
resource mobilization (Dees, 2007). The difference for the social entrepreneur
is an opportunity worthy of serious pursuit must have sufficient potential for
positive social impact in order to justify the investment of time, money, and
energy required to pursue it seriously. Social entrepreneurs must have the same
commitment and determination as a business entrepreneur, plus a deep passion
for the social cause, minus an expectation of significant financial gains.

Drawing extensively upon the work of Guclu, Dees, and Anderson (2002),
in the following pages we will discuss a useful process framework that social
entrepreneurs may use to guide the discovery or creation of such an opportunity.
This process is illustrated in Figure 11.2.

Step 1: Generate Promising Ideas

For entrepreneurs, whether business entrepreneurs or social entrepreneurs, the
entrepreneurial journey begins with a promising idea. Although ideas commonly
have their roots in personal experience, in identifying, exploring, and developing
promising ideas, the social entrepreneur may also draw upon his or her under-
standing of social needs, social assets, and relevant changes in society.

Personal Experience. Personal experience often motivates, inspires, or informs
the idea generation process. Not surprising, many successful new venture ideas
arise from the entrepreneur’s education, work experience, and hobbies (Vesper,
1979). It is important to note that relevant experience does not have to be in the
same field in which the new venture would operate. Sometimes experience and
knowledge of practices in other fields can help the social entrepreneur see new
ways of doing things.
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FIGURE 11.2. The Opportunity Creation Process
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Dissatisfaction with the status quo often spurs entrepreneurial creativity,
prompting social entrepreneurs to look for new approaches to problems and
frustrations they have encountered personally, witnessed among family or
friends, or seen on the job. Some social entrepreneurs point to a “moment of
obligation” a time when they were confronted by a problem or issue and realized
that they had to take action, whereas other social entrepreneurs undertake an
intentional, systematic search for a problem to address.

Social Needs. Sound entrepreneurial ideas respond to genuine needs. For busi-
ness ventures, these are unmet or poorly met consumer needs. Likewise, social
entrepreneurs would be wise to look beyond their personal preferences in the
search for promising ideas, basing them on an understanding of social needs,
gaps between socially desirable conditions and the existing reality. They rest on
some vision of a better world and are grounded in personal values. These values
can provide a sense of moral imperative that may serve as a powerful motivator
for social entrepreneurs and their ideas. Calling to mind the famous quote from
Robert Kennedy, social entrepreneurs are unwilling to settle for the status quo;
instead, they “dream of things that never were, and ask why not?”

Although the impetus for some ventures can be traced back to an accidental
discovery or serendipitous occurrence, an exciting development in the field of
social entrepreneurship has been the increasing incorporation of the principles
and practices of human-centered design to identify needs and wants experienced by
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stakeholders and to co-create appropriate solutions that are desirable, feasible,
and viable given the local context. These interactive methods of needs-finding
emphasize contact, observation, and empathy with end-users to develop insights
that will lead to more effective solutions. In particular, the design firm IDEO
and the Hasso Plattner Institute of Design at Stanford University (also known
as the “d.school”) have been leading proponents of this approach that has
been embraced by organizations as large as UNICEF and as small as local,
grassroots initiatives.

Social Assets. Understanding the tangible and intangible assets in a
community—local knowledge, social networks, cultural norms, and other
resources—can lead to the development of promising ideas. Although it is
important to ground ideas for new ventures in a plausible diagnosis of social
needs, there is a danger of over-emphasizing the negative. Some argue that
the social sector concentrates too much on needs and that better ideas emerge
out of an appreciative focus on assets. The latter presents the community in a
new light and may inspire creative new ideas that would not be visible if social
entrepreneurs looked only at needs or “problems.”

Change. It is common to think of entrepreneurs as creating change, but
entrepreneurs are often inspired by the changes all around them. Peter Drucker
has argued entrepreneurs “always search for change, respond to it and exploit it
as an opportunity” (Drucker, 1985). In framing their ideas, social entrepreneurs
may be stimulated by changing demographics, values, cultures, technologies,
industry structures, economies, knowledge, public policies, and preferences.
These changes can create new needs, new assets, or both, opening up new pos-
sibilities and prompting social entrepreneurs to generate promising new ideas.

Step 1 Summary. Personal experience, social needs, social assets, and change
can stimulate promising ideas, but only if the social entrepreneur also adopts an
opportunity-oriented mindset, actively looking for new possibilities to have sig-
nificant positive social impact. Successful social entrepreneurs embody this “how
can” attitude, particularly in the idea generation phase, as they ask themselves
and the communities in which they seek to engage:

• How can we draw upon our personal experiences in seeking to achieve broad
social impact?

• How can we address a particular social need ormake themost of existing social
assets to improve society?
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• How can we capitalize on recent changes to seize new opportunities for social
impact?

• How can we frame the root problems or underlying issues in a way that could
lead to solutions that are desirable, feasible, and viable?

• What have others already done to attempt to address these issues, and what
can we learn from those efforts?

Effective social entrepreneurs carry this orientation into the opportunity
development process, engaging in continuous innovation, adaptation, analysis,
and learning along the way.

Step 2: Develop Promising Ideas into Attractive Opportunities

The second step for the aspiring social entrepreneur is to convert an initially
appealing idea into a worthwhile opportunity, combining rigorous analysis with
creative adjustment as the social entrepreneur tests and refines the ideas through
a mixture of research, innovation, and action. The chances of success are sig-
nificantly increased if the envisioned social venture idea is grounded in a set
of plausible, testable hypotheses about the underlying theory of change and a plau-
sible business model, consisting of an effective operating model describing the
activities, structures and systems required by the theory of change, and a viable
strategy for attracting the necessary human and financial resources required by
the operating model. The most attractive opportunities have strong theories of
change and business models that fit with the ecosystem, or operating environ-
ment, and the personal characteristics of the social entrepreneur.

Theory of Change. As we have seen, social entrepreneurs are driven by a desire
to achieve results—to create social value for their primary constituents or bene-
ficiaries, society, and the world. Underlying any promising new social venture is
a carefully conceived and testable hypothesis about how the venture will achieve
its intended social impact. Expressing the cause-and-effect logic by which the
venture’s operating model connects inputs, activities, and outputs to generate
desired outcomes, this “theory of change”—also known as a “development
hypothesis” in the field of international development, and variously referred
to as a “social impact theory” or “theory of action”—is central to the venture’s
strategy and generally embodies the organization’s mission and values (Guclu,
Dees, and Anderson, 2002). The articulation of this theory linking action to
results should include a “convincing statement of how program inputs will
produce a sequence first of intermediate and then ultimate outcomes, . . . and
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some indication of the bases, in experience, for expecting a cascade of results”
(Szanton quoted by Grossman and Curran, 1990). By clearly defining the
venture’s intended outcomes and means for achieving them, the theory also
provides a precise description of the ultimate social impacts for which the
organization will hold itself accountable (Campbell and Haley, 2006).

A well-articulated theory of change should also identify the critical assump-
tions underlying the hypothesis. We can think of these assumptions as the
necessary preconditions that should hold in order for the theory of change to
lead to achieving the intended impact. Considered alongside the intermediate
outcomes that will jointly cause the intended impact, these assumptions com-
plete the “if/then” logic inherent in the theory of change. Whenever possible,
critical assumptions should be identified and tested prior to launching a venture
by comparing the theory of change to existing relevant knowledge in the field
or by doing new research and analysis. Despite their need and bias for action,
social entrepreneurs should structure their actions carefully in such a way that
they can test as many critical assumptions as feasible before making major,
irreversible investments (McGrath and MacMillan, 1995).

To aid in developing and refining his or her theory of change, the
social entrepreneur may wish to create a simple logic model that clearly identi-
fies the specific resources or “inputs” required, themajor activities of the venture,
the “outputs” produced by those activities, and the “outcomes” resulting from the
activities. Another useful tool is the “outcomes framework”—an inductive logic
tree that illustrates the hypothesis implicit in the theory of change, the causal
logic among the intermediate outcomes and ultimate intended impact, and any
critical assumptions that should hold in order for the theory of change to lead to
achieving the intended impact. When paired with carefully defined and objective
performancemeasures for each intended output and outcome, logic models and
outcome frameworks can become valuable tools for planning, communications,
and management and should be reviewed and updated regularly.

Defining and refining a theory of change is a dynamic process that blends
creativity and out-of-the-box thinking with concrete analysis and assessment of
results. Social entrepreneurs should regularly test and, if necessary, revise their
theory of change to assure they are pursuing a worthwhile opportunity and are
on track to achieving their ultimate intended impact. Since social impact is so
hard to measure and many social entrepreneurs aim for long-term, sustainable
lasting impact, the testing process can take significant amounts of time. Having a
clearly articulated theory of change and performance measures helps make the
testing process more systematic and timely.
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Business Model. In addition to a compelling theory of change, every worth-
while opportunity needs to be supported by a plausible business model. Every
venture—whether commercial or social—has an implicit business model that
indicates how the venture creates, distributes, and captures value. In many cases,
social entrepreneurs are most creative and add the greatest value in the design
of their business model—they employ a wide range of options for structuring
their ventures, acquiring capital, pricing their services, paying their workers, and
coming to terms with suppliers—all in the pursuit of creating and maximizing
social value.

For the social entrepreneurial venture, the business model includes two key
elements:

1. An operating model that includes internal organizational structure, activities,
and external partnerships that are crucial for creating the organization’s
intended impact

2. A resource strategy that defines where and on what terms the organization will
acquire needed resources (financial and human capital, facilities, equipment,
supplies, technology, and other tangible or intangible resources)

These two elements of the business model work closely together to bring
the theory of change to life. In this sense, the business model is essentially the
conduit through which a social entrepreneur converts inputs into outcomes. It
determines the organization’s financial and talent needs, the extent and nature
of dependence on different resource providers, and the efficiency with which
resources are converted into impact, which factors into the social return on
investment.

Regardless of how effective an innovation is at achieving impact, the busi-
ness model must be “sustainable” over the period of time required to achieve
widespread, lasting impact. If the business model is not capable of being scaled
or replicated, widespread impact will be impossible to achieve. If the business
model is not aligned with the mission and intended impact of an organization,
the organization may be sustained and it may scale, but its ultimate impact will
be undermined. This can even be a problem for for-profit social ventures that
discover their mission impact would be better served through activities and costs
that cannot be adequately covered by their revenues.

Operating Model. A fundamental component of the business model, the oper-
ating model describes how the theory of change will be implemented in practice.
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FIGURE 11.3. The Simplified Social Value Chain
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Source: Guclu, Dees, and Anderson, 2002. Used with permission.

It is a combination of specific activities, structures, and support systems that are
designed to work together to bring about the intended impact.

In developing an operating model, the first step is to trace a chain of activ-
ity from inputs to outcomes, identifying every step that is necessary in between.
These direct productive activities will usually need to be supported by adminis-
trative functions, such as accounting, human resources, fundraising, and so on.
When all of these elements are put together, the result looks similar to the “value
chain” in a business (see Figure 11.3), a concept introduced by strategist Michael
Porter (1985) as a tool for analyzing potential sources of competitive advantage
for a firm.

This framework can be used to identify the major activities through which
a social entrepreneurial venture can create or enhance social value. Social
entrepreneurs may create social value at any of the steps in this process. For
example, microfinance institutions such Grameen Bank create social value by
making loans to people who otherwise would not have access to the capital
they need. Perhaps Muhammad Yunus’s most important innovation was to
eliminate the requirement of assets as collateral for loans, an insurmountable
barrier to the poor; instead Yunus created peer-lending groups, small groups of
women borrowers from the same village who meet regularly, support each other,
and share responsibility for repayment of loans made to anyone in the group,
thus pooling risk and increasing return.

Fair trade organizations such as Ten Thousand Villages create social value
in how and from whom they purchase the goods they sell. Other social ven-
tures, such as Greyston Bakery and Homeboy Industries, create value through
employing disadvantaged populations. Some, such as Triangle Residential
Opportunities for Substance Abusers (TROSA) engage their beneficiaries in
earned revenue ventures as a form of rehabilitative therapy and to foster job
skills needed for reintegration in the community, thus increasing likely social
impact. With hospice care, the social value is inherent in the design of the value
or service. Through their distribution chains, both KickStart and VisionSpring
harness the powerful incentives of small business ownership to sell foot-operated
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water pumps and deliver eye care services and products in rural villages in
developing countries.

Once the social entrepreneur has identified all key activities in the value
chain, she must make structural decisions, such as choosing a form of incorpo-
ration and defining the division of labor and coordination of activities. Social
entrepreneurs may choose to incorporate their venture as a nonprofit organi-
zation, a for-profit social venture, or a hybrid that may combine two or more
corporate entities; this decision may be based on a number of factors, including
the desired sources of capital. A for-profit form of incorporation (proprietor-
ships, partnerships, corporations, limited liability companies, and cooperatives)
will be necessary if the social entrepreneur seeks to tap into private capital mar-
kets for investment funds, whether at or below market rate of return (Dees and
Anderson, 2003).

The major labor division question concerns what the new venture should
do and control versus what could be left to affiliates, partners, suppliers, con-
tractors, or providers of complementary services. This decision should be driven
largely by the importance of the activity, the presence or lack of competencies
and efficiencies within the organization, and the value of maintaining control
over it.

Finally, social entrepreneurs should consider the support systems that may
need to be in place to assure effective and efficient social value creation, includ-
ing systems for monitoring organizational performance and assessing outcomes,
as well as intangible support systems such as the organization’s culture.

With these pieces in place, the operating model should allow social
entrepreneurs to trace a plausible and specific causal path through a chain of
activities, structures, and support systems to the intended social impact. As with
the theory of change, any proposed operating model will rest on assumptions
that may be tested before anyone can say that the operating model is likely to be
effective.

Resource Strategy. Whether in business or in the social sector, an operating
model cannot begin to create value unless it is aligned with and supported
by a viable resource strategy. At the most fundamental resource level, the
social entrepreneur needs people (including their skills, knowledge, contacts,
credentials, passions, and reputations) and things (including everything from
office space to patents). Unlike business entrepreneurs, in the social sector,
entrepreneurs may acquire both people and things with or without using money.

In developing a resource strategy, social entrepreneurs must first identify
resource requirements; these may be deduced from the proposed operating
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model, along with performance and growth objectives. Resource needs cannot
be determined without a specific operating model in mind that converts the
resources into the capabilities necessary to create the intended social impact
efficiently and effectively. Of course, as the idea is refined and tested, the
original operating model may need to be adjusted to fit the realities of resource
mobilization.

Next, social entrepreneurs must determine how best to mobilize the
resources required through one or more of the following options: building
partnerships or alliances, attracting donations, and paying for the resources.

Although some partnershipsmay be desirable as part of the operatingmodel,
others are driven more by resource considerations. When resources are scarce or
hard to mobilize, as is often the case during the start-up stage, it may be wise to
build resource-based partnerships with others that have (perhaps underutilized)
resources of the kind required. However, social entrepreneurs should carefully
consider benefits, costs, and risks of any partnership, particularly if it is not ideal
from the operations point of view.

Social entrepreneurs may also attempt to acquire resources through vol-
unteers and in-kind donations, which can reduce the cash needed to achieve
social impact. Some organizations, such as Habitat for Humanity, rely heavily on
volunteers and in-kind donations for core activities. Other social entrepreneurs
have decided that operational effectiveness requires paying for key resources.
For example, whereas most youth mentoring organizations typically rely on
volunteers, Friends of the Children, winner of the Purpose Prize for 2009, has
challenged that model, arguing that the use of paid mentors for at-risk kids
leads to better social outcomes.

Even for those things that are purchased, social entrepreneurs can some-
times offer below-market compensation or seek discounts. For example, many
organizations have been able to attract and retain high-quality workers with
below-business-market wages, perhaps due to the personal satisfaction that
people get from working for a cause that is deeply meaningful to them. Also,
social ventures may qualify for discounted prices on equipment, supplies,
services, professional fees, and so on, although the pool of available resources
may be limited and the quality of services provided at reduced cost may be lower
than desirable.

Finally, when considering the acquisition of costly equipment and facilities,
social entrepreneurs must also decide whether they will purchase outright or
whether they will simply rent or lease. When risk is high, renting or leasing is
typically the optimal option.
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Based on these decisions, social entrepreneurs should estimate the cash
needs for their ventures and begin to identify plausible sources of funding.
Although many social entrepreneurs would love for their ventures to be
“self-sufficient,” charging customers enough to cover all the operating costs
(as occurs in the private sector) is often not optimal from the point of view
of creating social impact. Although third-party payers (such as government
agencies or corporations) may be found to cover costs, in many domains in
which social entrepreneurs operate, revenues gained from service fees and
contracts will fall short of what is needed to have the desired impact. In these
cases, the resource strategy must include a plausible fundraising plan. However,
social entrepreneurs must be vigilant about selecting cash income streams that
do not pull the venture away from its core mission.

In summary, the social entrepreneur should craft the resource strategy based
on assumptions about resource requirements and methods of meeting them,
asking questions such as:

• Howmany staff and volunteers will be necessary for successful service delivery?
• Can the venture attract and retain staff with the requisite skills at the pro-

posed levels of compensation? Can it recruit, train, and effectively manage
the required volunteers?

• Will projected in-kind donations come with too many strings attached or have
serious operating costs?

• Who may pay for the venture’s activities? Who may be willing to donate to
subsidize it? Will revenue sources be aligned with the mission?

Although some of the assumptions embedded in the model may be highly
plausible based on past experience, social entrepreneurs should carefully iden-
tify those uncertain assumptions to which the resource strategy is most sensitive
and make sure they are tested and adjusted as the venture rolls out. The vari-
ous dimensions of nonprofit finance and resource development are addressed
by the chapters in Part Four of this volume, and the chapters in Part Five address
the challenges of recruiting, retaining, and motivating both staff and volunteers.

As with the rest of the process of social entrepreneurship, developing an
attractive resource strategy requires creativity, especially given the intense com-
petition for funding in the social sector. In some instances, an innovative resource
strategy might even drive, or significantly impact, the social venture’s operating
model. However, a resourceful approach does not undermine the effectiveness
of the business model and ultimate social impact of the venture. In fact, the most
attractive resource strategies actually enhance social impact.



Trim Size: 7in x 9.25in Renz852965 c11.tex V3 - 07/11/2016 9:37 A.M. Page 318

�

� �

�

318 The Jossey-Bass Handbook of Nonprofit Leadership and Management

FIGURE 11.4. The Social Enterprise Spectrum
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Business Model Summary. There are numerous ways by which a social entre-
preneur may create social value. In designing a social venture, the social
entrepreneur has a wide range of options for structuring their ventures, acquir-
ing capital, pricing their services, paying their workers, and coming to terms
with suppliers. In exploring these various options, it may be helpful to consider
the Social Enterprise Spectrum illustrated in Figure 11.4 (Dees 1996, 2001).

This spectrum describes the full range of options available to social
entrepreneurs, from purely philanthropic to purely commercial, with many
variations in between. Philanthropic methods are involved anytime an organiza-
tion falls short of the far right side on at least one dimension of the spectrum,
indicating some form of subsidy or sacrifice. Excluding purely philanthropic or
purely commercial ventures is not a major sacrifice in scope because very few
social-purpose organizations exist at either extreme (Dees and Anderson, 2006).

Ultimately, the selection of a business model should be made upon careful
reflection on the following questions:

• Does the business model use resources efficiently and effectively?
• Will it attract sufficient resources to achieve the intended social impact?
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• How well does it fit with the ecosystems in which you want to operate?
• Is it sufficiently robust and scalable?
• Are the incentives in the business model aligned with your theory of change?

It is important to note that no single business model is best for all social
entrepreneurs in all settings. Potential trade-offs and risks have to be assessed on
a case-by-case basis, and the operating model may need to be adjusted accord-
ingly. However, designing an effective business model is an essential part of the
creative learning process of crafting, testing, and refining the hypotheses and
assumptions inherent in the social entrepreneur’s theory of change. This process
of learning and refinement should continue well after the launch of the venture
as the social entrepreneur gains experience and as the venture is affected by
changes in the ecosystem in which it operates.

Ecosystem (or Operating Environment)

Drawing on the science of biology, scholars of strategy and management have
begun to study and apply ecosystems theory to reveal lessons for business and
entrepreneurship. So, too, social entrepreneurs hoping to create significant
and sustainable social impact should also develop an understanding of, and
may endeavor to alter, the broad environment in which they operate. This is
true especially if they seek to leverage complex systems of interacting players
in rapidly evolving political, economic, physical, and cultural environments.
Indeed, changes in these conditions may determine whether and when a window
of opportunity is open or closed to the social entrepreneur.

Ecosystem Players. Just as biological ecosystems aremade up of complex webs of
interrelated organisms, social ecosystems operate in much the same way. Social
entrepreneurs get help from some individuals and organizations, give help to
others, fend off threats from others, and compete with still others. To assist social
entrepreneurs in identifying and mapping all of the relevant ecosystem players
and the roles that they play, Bloom and Dees (2008) recommend dividing the
players into six roles:

• Resource providers, including providers of financial, human, knowledge,
networking, and technological resources, and any brokers or intermediaries
that channel these resources to those who want them. Resource provides
may include third-party payers, donors, volunteers, and workers, anyone who
must voluntarily participate in the venture in order for it to be successful.
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Social entrepreneurs must have a plausible value proposition for each group
of resource provider.

• Competitors, including organizations that compete with the social entre-
preneur’s organization for resources as well as those that compete to serve
the same beneficiaries.

• Complementary organizations and allies, including organizations or individuals
who facilitate a social entrepreneur’s ability to create impact, such as part-
ners who perform critical steps in the social entrepreneur’s theory of change,
individuals and organizations supporting the same cause, and those providing
important complementary services.

• Beneficiaries and customers, including clients, patients, customers, and others
who benefit from social entrepreneurs’ activities, whether or not the ultimate
beneficiaries interact directly with the organization.

• Opponents and problem makers, including organizations and individuals who con-
tribute to the problems social entrepreneurs are addressing, undermine the
ability of the organizations to achieve and sustain their intended impact, or
oppose their efforts politically.

• Affected or influential bystanders, including players who have no direct impact
now, but who are affected by the social entrepreneur’s efforts—especially
those who could be harmed if the social entrepreneur succeeds and those
who can be turned into allies or resource providers if convinced of the
benefits of the social entrepreneur’s efforts—or those who could influence
her success, either positively or negative, such as members of the media.

Bloom and Dees note that these categories of ecosystem players are dynamic
and not mutually exclusive (2008). Organizations may play more than one role
or may switch over time; paradoxically, the same organization can be both an
ally (for example, when it comes to advocating for legislation to serve the same
cause) yet also a competitor (for example, when vying for limited funding). As in
for-profit industries, new players may enter the ecosystem at any time, posing new
threats or presenting opportunities for the social entrepreneur and her venture
to benefit.

Environmental Conditions. Biological ecosystems aremade up not only of other
organisms, but also of environmental conditions (such as soil, weather, sunlight,
and water) that have a significant impact on the type of organisms that can exist,
as well as on their relationships with one another. So, too, with social ecosystems,
although organizations and people can, in turn, influence the environmental
conditions and bring about change within the social ecosystems of which they are
a part. To aid social entrepreneurs in identifying relevant changes or trends that
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can influence their ability to create and sustain the intended social impact, Bloom
and Dees (2008) identify four sets of environmental conditions that should be
considered by the social entrepreneur:

• Politics and administrative structures, including rules and regulations—and
the processes and procedures for adopting, enforcing, and reforming these
rules—along with the political dynamics of the jurisdictions in which social
entrepreneurs operate, including potential sources of public support or
resistance.

• Economics and markets, including the overall economic health of the regions
in which social entrepreneurs operate and seek resources, as well as the
region’s distribution of wealth and income, economic prospects, levels of
entrepreneurial activity, and relevant markets.

• Geography and infrastructure, including not only the physical terrain and loca-
tion, but also the infrastructure that social entrepreneurs count on for trans-
portation, communication, and other operating needs.

• Culture and social fabric, including the norms and values, important subgroups,
social networks, and demographic trends of the people living in the area.
For example, many microfinance institutions and global health initiatives
target women in hopes of achieving greater social and economic impact
for the women and their families. However, local cultural norms about the
role of women in the economy may pose significant challenges and present
promising opportunities for the social entrepreneur.

Mapping the Ecosystem. Although the relevant features of the ecosystem will
vary from venture to venture and will depend on the specifics of the venture
idea, including the theory of change and the business model, most social
entrepreneurs will make crucial assumptions about their markets, the industry
structure, the political environment, and the culture. In studying and making
assumptions about the ecosystem in which they operate, social entrepreneurs
may choose to construct a simplified ecosystem map illustrating the key ecosys-
tem players and environmental conditions, noting key relationships and trends,
and anticipating potential changes that may positively or negatively affect their
ability to achieve the desired social impact. Mapping the ecosystem in this way
is a dynamic process that may yield significant strategic insights (Bloom and
Dees, 2008).

In summary, an ecosystems framework can help social entrepreneurs inmany
ways, including:

• Imparting a deeper understanding of an organization’s theory of change
by making the environmental conditions and relationships on which the
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organization depends more visible, possibly leading to a revision of that
theory

• Mapping the resource flows into and within the ecosystem, revealing con-
straints, bottlenecks, and underused sources, perhaps suggesting alternative
resource strategies for the organization

• Identifying new operating partnerships, perhaps with complementary orga-
nizations, that fall short of systemic change but that promise to enhance the
social entrepreneurs’ impact by increasing the coordination of otherwise inde-
pendent players

• Determining the minimum critical environmental conditions required for an
organization’s operating model to be successful and using that information to
guide the social entrepreneur’s efforts to take the model into new areas

• Developing different operating models for different ecosystems, or a more
robust operating model that works in a variety of different ecosystems (Bloom
and Dees, 2008, p. 53)

As social entrepreneurs flesh out the three core elements of their opportu-
nities, they will inevitably make assumptions about their ecosystem or operating
environment. The potential success of the venture depends largely on whether
the assumptions accurately represent the context. Thus, a promising opportu-
nity must fit with the characteristics of its environment. However, in the social
sector as in the business world, windows of opportunity may close as quickly as
they open.

Windows of Opportunity. Since ecosystems are dynamic, it is also helpful for
social entrepreneurs to be sensitive to the window of opportunity, the time frame
in which conditions are expected to be favorable for pursuing a given opportu-
nity. In studying the conditions necessary for social entrepreneurship, respected
nonprofit scholar Paul Light has asserted that such windows of opportunity are
rare, cannot be predicted, tend to occur in great punctuations when the demand
for change reaches a tipping point, emerge when entry costs are low, open and
close quickly, favor competition over collaboration, and appear to the special few
(Light, 2008, p. 203).

Social entrepreneurs may have better chances of success if they can take
advantage of windows that are opening and that will stay open long enough for
the venture to have its intended impact. Changes in the ecosystem or other exter-
nal conditions may increase or decrease receptivity to new ideas, or may affect
the viability of a proposed business model, thus opening or closing the window
of opportunity. Such changes include the growth or decline of the social need
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being addressed, the number of people affected by the need, the visibility of the
need and expected media coverage, perceptions of urgency or relative impor-
tance by key resource providers, levels of satisfaction with existing approaches,
technological changes, changes in public policy, and popular trends or fashions
in relevant fields (Guclu, Dees, and Anderson, 2002).

Personal Fit. As social entrepreneurs develop their ideas into worthwhile oppor-
tunities, they also have to be sensitive to personal fit. Even if they have identi-
fied an attractive opportunity, it may not be a good opportunity for them when
assessed in relation to other options. Before seeking to launch a social venture,
aspiring social entrepreneurs should conduct an honest self-assessment, asking
themselves:

• Do I have the time, energy, fortitude, commitment, and determination
required to coordinate ambitious social impact goals with scarce income
sources and to satisfy excess need for services with an over-stretched staff and
limited time?

• Do I have healthy support systems and strong personal and professional net-
works that can help me forestall and/or handle the burnout that not infre-
quently accompanies launching and managing an entrepreneurial venture?3

• Do I have the skills, expertise, credibility, credentials, contacts, and assets
needed to launch this venture? Can I attract a strong team to help compensate
for any critical shortcomings?

• Is this the right time in my life to pursue this kind of opportunity? Are there
career and family or other personal considerations that must be taken into
account?

New ventures of any sort are tremendously demanding. Social ventures are
even more so. Ultimately, aspiring social entrepreneurs would be wise to pursue
only opportunities that fit their personal commitment, qualifications, income
requirements, and stage in life, embarking on their entrepreneurial journey with
full awareness of the risks involved.

Step 2 Summary. In order to determine whether a promising idea can be
transformed into an opportunity worthy of serious pursuit, it is essential for the
social entrepreneur to articulate a compelling theory of change and a plausible
business model. Developing a plausible business model requires designing an
effective operating model and crafting a viable resource strategy. These pieces
must fit together, and the assumptions embedded in them must be credible
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given the environment in which the social entrepreneur intends to operate.
Finally, the requirements of the venture must fit the commitment, qualifications,
and life stage of the entrepreneur considering it. When all these elements
are feasible and aligned, the chances for success are relatively high and those
involved can make a more informed estimate of the potential for social impact.

Strengthening the “Ecosystem” of Social Entrepreneurship

With the support of the Skoll Foundation, the Center for the Advancement
of Social Entrepreneurship (CASE) at Duke University launched a ground-
breaking project to identify opportunities for further building the field of social
entrepreneurship, both as a field of practice and as a field of inquiry, knowledge,
and learning related to that practice. The CASE team conducted in-depth
interviews with eighty-five social entrepreneurs, funders, academics, consultants,
journalists and authors, and others knowledgeable about the field. As a result of
this study, CASE recommended a set of critical initiatives for strengthening the
ecosystem in which the practice of social entrepreneurship takes place (CASE
at Duke, 2008). By the term ecosystem at the field-wide level, we refer to the key
resource providers and environmental factors that affect the ability of social
entrepreneurs to achieve their intended social impacts.

To inform its research, CASE developed a simplified framework to describe
the key elements of this ecosystem. Figure 11.5 presents this framework,
illustrating the richness and complexity of the environment in which social
entrepreneurs operate and the various determinants of their effectiveness.

The elements of the ecosystem are presented in two broad categories. The
first category consists of the resources, or types of “capital,” social entrepreneurs
depend on to do their work, including financial capital, human capital, intel-
lectual capital, and social/political capital. Although social entrepreneurs can,
to some extent, develop these forms of capital through their operations, most
social entrepreneurs rely on outside organizations to help them get or build the
capital they need. Note that these subcategories are broadly defined, includ-
ing capital creators, providers, and related intermediaries. The second broad
category includes the context-setting factors, or external conditions, that could
support or undermine the practice of social entrepreneurship. These conditions
are divided into four subcategories: policy and politics, media, economic and
social conditions, and related fields. These factors tend to have their influence
indirectly, and they are highly diverse. Each of these factors has the potential to
affect social entrepreneurs, various players in the capital infrastructure, and the
other context-setting factors.



FIGURE 11.5. Ecosystem of Social Entrepreneurship

Human Capital
• Undergraduate Colleges/Universities
• Business and Other Graduate Schools
• Youth Social Entrepreneurship Orgs.
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 Individuals, Venture
 Philanthropy Funds, etc.
• Financial Institutions
• Equity Investors (For-Profit)
• Government Funders:
 Federal, State, Local

Intellectual Capital
• Consultants
• Academic Research Centers
• Training Providers
• Think Tanks, Action Tanks
• Peer Organizations
• Stakeholder Strategy Advisors
• Evaluation Providers

SOCIAL ENTREPRENEURS AND THEIR ORGANIZATIONS
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Effectiveness and Performance: number and effectiveness of social entrepreneurs
creating sustained and widespread social impact

Related Fields
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 Environment, Development, etc.
• Adjacent Fields of Knowledge and
 Practice: Corporate Social
 Responsibility, Nonprofit
 Management, Sustainability, etc.

Economic and Social
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• Economic Forces and Trends
• Social and Cultural Forces
 and Trends
• Public Awareness,
 Knowledge, and Opinion
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• Reporters, Journalists,
 Book Authors
• Media Outlets
• Recognition and Awards
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• Media Associations and
 Foundations

Policy and Politics
• Tax Policies and Regulation
• Legislators and Politicians
• Government Agencies:
 Federal, State, Local
• International Governing
 Bodies

Social/Political Capital
• Associations
• Network Conveners
• Advocacy Groups
• Political Consultants
• Funders’ Portfolios
• Incubators
• On-Line Communities

BENEFICIARIES
SERVED

Direct and indirect
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and markets

POSITIVE
SOCIAL IMPACT
Improvement on
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CAPITAL INFRASTRUCTURE
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Source: Center for the Advancement of Social Entrepreneurship, Duke University, 2008. Reprinted with permission.
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Finding Key Leverage Points in the Ecosystem

During the CASEfield-building study, nearly all interviewees identified inefficien-
cies and obstacles in the ecosystem and discussed how thesemight be remedied so
that the potential of social entrepreneurshipmay bemore fully realized.While all
agreed that serious challenges exist for those who want to improve the ecosystem,
most interviewees felt optimistic that these challenges could be met with cre-
ative solutions, dedicated attention, and increased collaboration. Based largely
on suggestions made by participants in the field research, the CASE team identi-
fied five potential leverage points that are particularly crucial to address in order
for the field to advance, and offered suggestions for moving forward on each
of them.

Making Financial Markets More Efficient and Responsive

In almost every interview for the CASE field-building study, participants iden-
tified the financial markets as a critical challenge for the field, agreeing that
social sector capital markets are deficient in many ways. Funding is insufficient,
especially to achieve scale, and the funding that is available often does not flow
to its best uses (that is, the highest social return relative to the risk). Funders
often do not know which use will produce the greatest benefits, and they seem
to make their decisions based on factors that are not clearly related to perfor-
mance. The financial markets for social ventures are full of inefficiencies. The
search costs—the time and energy it takes tomake the rightmatch between social
entrepreneurs and financiers—are high. The financial products, services, and
terms of engagement often do not fit the needs of social entrepreneurs at differ-
ent stages of development, or they impose burdensome conditions on the social
entrepreneurs. Overall, social financial markets tend to be fragmented (often
around different causes or interests), disjointed (different funders with differ-
ent standards and requirements), and relatively small (compared to mainstream
capital markets).

Those who want to strengthen the ecosystem for social entrepreneurs should
consider doing or supporting the following:

• Develop specialized financial intermediaries who have the expertise to make
sound funding decisions and the marketing skill to attract funding

• Create new financial “instruments” or “deal structures” designed to address
the different kinds of business models and different stages of development
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• Support high-quality, independent “analysts” to assess social ventures and
provide platforms to distribute their reports to funders who would find them
useful

• Experiment with more collaborative funding models in which major funders
invest in each other’s “deals,” sharing the risks and the lessons

• Work toward common grant applications, requests for proposals, and report-
ing requirements for foundation funding

• Establish standardized tools for social entrepreneurs to track the information
that would be relevant to funders

• Organize online information marketplaces to make it easier for social
entrepreneurs and suitable funders to find each other more easily

Refining and Standardizing Performance Measurement Tools

Reliable, timely, and cost-effective measures of social value are crucial for
demonstrating success, providing better information to the financial markets,
and informing the strategic decisions of social entrepreneurs. Yet, social value is
notoriously difficult to measure and to attribute to a specific intervention and
many of the most important ways in which social entrepreneurs can make the
world a better place are long-term, intangible, qualitative, not easily reduced
to any single common metric. Funders, who have a crucial role in developing
suitable systems and standards, and others seeking to drive progress in this area,
may consider the following suggestions:

• Make social entrepreneurs aware of the different tools currently available, as
well as the pros and cons of each.

• Encourage use of and continued experimentation with impact-oriented
performance measures by social entrepreneurs, making sure to include
qualitative elements as well as signs, symptoms, and indicators of intangible
and long-term impact.

• Favor measurement systems that produce information that is valued by and
useful to social entrepreneurs (usually including process measures as well as
outcome measures for learning purposes).

• Distinguish what is publicly reported from what is available for internal,
managerial use.

• Reward candor, learning, and informed strategic adjustments, not just raw
outcome performance.

• Avoid the situation in which different funders impose significantly different
and demanding measurement methodologies on a single organization.
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• Use intermediaries to design and implement external reporting standards in
a way that provides the information that capital providers want in forms that
are meaningful and engaging.

• Make the values and assumptions behind any measurement scheme transpar-
ent and open to challenge.

• Recognize that judgment is required and make sure performance data are
accompanied by information that helps users make sensible judgments and
comparisons.

Helping Social Entrepreneurs Find Effective Pathways to Scale

In the CASE field research, nearly all interviewees seemed to agree that suc-
cess for this field requires that social entrepreneurs ultimately achieve significant
“scale” relative to the magnitude of the problems they are tackling. The success-
ful spread of innovations and the growth of social ventures in the past indicates
that it is possible to achieve considerable impact, even in this flawed ecosystem.
Proponents need to help social entrepreneurs find viable paths to scale and
widespread impact.

Those who wish to improve the ability of social entrepreneurs to scale may
want to:

• Identify and document successful paths to achieving scale in an imperfect
world, analyzing success stories and drawing on the best strategic thinking.

• Encourage innovation in the scaling process and capture the lessons from the
experiments.

• Recognize that no one path fits all social ventures—each strategy needs to be
designed for the circumstances at hand.

• Provide social entrepreneurs and their teams with knowledge about different
scaling strategies, frameworks for designing their own, and opportunities for
learning with and from others struggling with the same issues.

• Capture and share lessons learned along the way.
• Refrain from overemphasizing the need to scale quickly, which may result in

premature efforts to scale.
• Acknowledge that not every “successful” local innovation or venture is scalable

or worthy of scaling.
• Acknowledge that the role of the founding social entrepreneur may change

through the scaling process and that other talented individualsmay be needed
to play a leading role.
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Building New Talent Pipelines

In the business world, it is widely recognized that talent is the key to success.
Venture capitalists know the importance of investing in high performing man-
agement teams. Business leaders see themselves in a “battle for talent.” Human
capital is no less important for the success of social entrepreneurs. The ecosys-
tem needs new talent pipelines and development programs to prepare social
entrepreneurs and their teams for the challenges of sustainability, scale, and the
creation of new equilibria. Those who want to strengthen this part of the ecosys-
tem should consider the following:

• Invest in programs that increase “hybrid” management and leadership skills,
particularly those that address the needs of social entrepreneurs to scale their
impact and sustain their ventures.

• Support team-building efforts and educational programs that work with
teams, rather than just individuals.

• Facilitate peer learning, not only among social entrepreneurs, but also among
members of the senior teams working with the social entrepreneurs.

• Explore emerging talent pools such as those embarking on second careers.
• Experiment with new approaches to draw on motivated talent from the busi-

ness sector, adapt it to the needs of social entrepreneurs, and use it to develop
internal capabilities.

• Findways to reward talented people whowork in this field, through reasonable
compensation and attractive (but rarely offered) benefits, such as pensions,
health care, insurance, training, and paid sabbaticals.

• Encourage suitable undergraduate and graduate programs (in business, pub-
lic policy, education, social work, public health, environment, and engineer-
ing schools, or others) to offer tracks that make it possible for students to
develop hybrid skills.

Providing Better Guidance on Effective Business Models

Social entrepreneurs will be successful only if their innovations are supported
by sufficiently sustainable, scalable, and aligned business models. Greater
attention to business model design could also force social entrepreneurs to
think about how to mobilize the talent and knowledge they need on favorable
and sustainable terms, perhaps through partnerships. Proponents of social
entrepreneurship who want to strengthen the field should consider taking the
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following steps to strengthen social entrepreneurs’ ability to develop robust and
effective business models:

• Recognize that no single business model will work for all social entrepreneurs
and that models drawn from the world of business may not be appropriate.

• Support research efforts to develop better knowledge of alternative business
models for social entrepreneurs and to frame some design principles.

• Encourage experimentation with different business models, capturing the
lessons from the experiments.

• Provide strategic assistance to social entrepreneurs who have attractive inno-
vations but business models that limit their potential in serious ways.

• Develop funding schemes for foundations and social investors that encourage
resource-smart business model redesign and help recipients make the transi-
tion to the new business models.

These five issues—financial markets, performance measurement, scaling
strategies, talent development, and business models—emerged as priorities as
the CASE team analyzed the data from interviews and conversations. Addressing
these issues could go a long way toward strengthening the ecosystem, assuring
greater success of social entrepreneurs, and building the field.

Ecosystem Summary: Providing Support with Discipline

It is essential to create a supportive ecosystem for social entrepreneurs if the
field is to thrive. By contrast, business entrepreneurs benefit from a very sup-
portive ecosystem, particularly in the United States. Yet there is an important
difference between business entrepreneurship and social entrepreneurship that
should not be neglected—business entrepreneurs face significant market disci-
pline from both customer markets and financial markets. Customers determine
whether the good or service provided creates more value for them than it costs to
produce. Investors determine whether the venture is likely to provide sufficient
returns to justify their investments. For social entrepreneurs, the ultimate test is
social impact, and that value is not guaranteed by market discipline. We need
other mechanisms.

If the ecosystem is to do its job of enhancing chances of success for the field
as a whole, we must mimic this kind of market discipline, using the best mea-
sures and judgments available at the time. We need to create a healthy, vibrant
ecosystem that supports innovative social entrepreneurs, but with appropriate
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discipline to assure that capital is directed to its best uses. Without some devices
to filter out the underperformers, scarce forms of capital and other support will
be spread among those who put it to good use and those who do not. Fortunately,
a number of innovative and exciting efforts are under way to address these issues.
Many in this field cautiously hope that the coming years will bring about signifi-
cant advances in the development of the field of social entrepreneurship. These
advances could have a beneficial impact on the social sector as a whole.

Conclusion

“New concepts are introduced all the time. Some never catch on. Others expe-
rience great popularity for a period, but then decline and are viewed as passing
fads. A few concepts have staying power and sustained impact. In rare cases, a new
concept serves as a foundation for a whole new field of practice and knowledge.
Social entrepreneurship has the potential to be one of those rare field-creating
concepts” (CASE at Duke, 2008, p. v).

As elaborated in this chapter, social entrepreneurship is about crafting
innovative and sustainable solutions to social problems. Fundamentally, effective
social entrepreneurship is a learning process that combines a valid theory of
change with a supportive business model. Social entrepreneurs are innova-
tive, resourceful, and results-oriented. They draw upon the best thinking in
both the business and nonprofit worlds to develop strategies that maximize
their social impact. These entrepreneurial leaders operate across a broad
spectrum of organizations: large and small; new and old; nonprofit, for-profit,
and hybrid.

We are at anundeniably exciting time for thefield of social entrepreneurship.
Having experienced dramatic growth in recent years, social entrepreneurship has
attracted strong interest from policymakers, philanthropists, aid agencies, and
academics,despite the fact that it is still beingdevelopedandresearched.However,
many thoughtful observers, including advocates, are concerned that the recent
momentum could fade or be undermined before a solid foundation is laid for the
future of this emerging field. As described earlier, success for the field will require
a healthy institutional and social environment to support the practice. We refer
to this as the “ecosystem of social entrepreneurship.” Indeed, a vibrant ecosystem
that supports innovative social entrepreneurs, but with appropriate discipline to
assure that capital is directed to its best uses, could have a beneficial impact on
the social sector as a whole.
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Notes

1. We accept as the definition of corporate social entrepreneurship “the process of
extending the firm’s domain of competence and corresponding opportunity set
through innovative leveraging of resources, both within and outside its direct con-
trol, aimed at the simultaneous creation of economic and social value” (Austin,
Leonard, Reficco, and Wei-Skillern, 2006).

2. For the purpose of this chapter, we have adopted the definition of “social enter-
prise” advanced by Kim Alter: “a socially oriented venture (nonprofit/for-profit or
hybrid) created to solve a social problem ormarket failure through entrepreneurial
private sector approaches that increase effectiveness and sustainability while
ultimately creating social benefit or change” (Alter, 2005).

3. For an insightful discussion on building strong support networks, see Gergen
and Vanourek, 2008, pp. 111–128. The authors draw upon extensive interviews of
successful business entrepreneurs and social entrepreneurs.
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CHAPTER TWELVE

SOCIAL ENTERPRISE AND
NONPROFIT VENTURES

Scott T. Helm

Interest in social enterprise has grown substantially since 2010, in the United
States and around the world. Books on the topic are seemingly infinite in

number, and their topics range from social enterprise and construction (such
as Loosemore and Higgon, 2015) to social impact measurement (for example,
Patton, 2003) to an exceptional range of “how-to” books (such as Social Enter-
prise Alliance, 2010). The attention to social enterprise has developed as part
of the larger interest in the overall phenomenon of social entrepreneurship (for
example, Nash, 2010) and reflects the interaction of several significant forces and
challenges. Central is the impact of the growing competition for limited funding
from both governmental and philanthropic sources, and, as Nash describes, the
search for alternative sources of revenue has encouraged a growing number of
nonprofits to “explore market-driven approaches and experiment with practices
drawn from the business sector, including the launch of earned-revenue ventures,
both mission-related social enterprises and unrelated businesses”(2010, p. 264).
Similarly, Lester Salamon (2010, p. 91) has observed that one of the drivers of
growth of the U.S. nonprofit sector has been “the vigor with which nonprofit
America embraced the spirit and the techniques of the market.” He suggests that
a clear indication of the success of this approach is the substantial rise in non-
profit income from fees and charges, which he characterizes as “indicative of the
success with which nonprofit organizations succeeded inmarketing their services
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to a clientele increasingly able to afford them” (Salamon, 2010). Social enterprise
continues to grow in practice, even as its legitimacy is challenged by some, and it
promises to play a significant role in the 21st Century nonprofit sector.∗

Many nonprofits generate significant commercial revenues in the course of
their everyday activities. Salamon reports “fees and charges accounted for nearly
half (about 47 percent) of the growth in nonprofit revenue between 1977 and
1997—more than any other source.” McGeever and Pettijohn (2014) report
that health care organizations and educational institutions, the two largest
income-generating nonprofit classifications, comprise 30 percent of all public
charities yet account for 70.5 percent of public charity revenue. They also report
that more than 73 percent of all public charity revenue was generated from
fees-for-service or government contracts.

A related trend among nonprofit organizations is the growth in unrelated
business income. Unrelated business income refers to income generated from
any nonprofit business activity that is outside the scope of the charitable purpose
for which the organization received its tax-exempt status. Unrelated business
income is reported separately and, because it is generated from activity outside
the scope of the organization’s tax-exempt mission, it is subject to income tax
(and social enterprises that involve unrelated business fall in this category, too).
According to the U.S. Internal Revenue Service (IRS), the number of nonprofits
filing unrelated business income tax (UBIT) returns increased 59 percent
between 1990 and 2011. Further, the amount of unrelated business income
reported over the same period increased 187 percent (IRS, 2015). This growth
is especially interesting in light of the fact that U.S. nonprofit law limits the
amount of unrelated business income that a nonprofit may generate without
jeopardizing its tax exempt status.

As the statistics illustrate, the lure of social enterprise can be very enticing to
nonprofit leaders. In times of economic stress, such as that experienced by many
parts of the nonprofit sector from 2008 until recently, the development of a social
enterprise can appear to be a panacea. Especially to a financially desperate non-
profit leader, social enterprisemay seem to be a sure-fire way to stabilize financials
and maintain programming. Unfortunately, nonprofit leaders past and present
can tell many tales of ill-conceived enterprises that exhausted already-limited
funds. Foster and Bradach, for example, tell the story of a nonprofit organization
that decided to make and sell salad dressing (2005). The intent was to develop
revenues that could subsidize the nonprofit’s mission-relevant operations.

∗ Consistent with the definitions of Nash (2010), “social enterprise” and “social
entrepreneurship” are not used as synonymous terms in this chapter.
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However, a failure to recognize or account for indirect costs and an inaccurate
assessment of direct costs led the organization to severely underestimate total
costs of salad dressing production. Using the inaccurate numbers, the organiza-
tion set the price for the dressing with the expectation that each bottle of salad
dressing would earn $0.35—a nice profit for the organization. In fact, their
later assessment determined each bottle cost the organization approximately
$86.50 to produce—a terrible and dramatic loss! Not every case of financial
failure is this dramatic, yet such mistakes illustrate the need for nonprofits to
fully understand the implications (financial and otherwise) of operating social
enterprises. This is especially true when the social enterprise is expected to be a
profit generator.

Horror stories notwithstanding, many nonprofits have generated significant
benefits from their enterprise activities. Consider, for example, Support Kansas
City, which is regionally recognized as a successful enterprising nonprofit orga-
nization. Originally fostered into existence by Bank of America, Support Kansas
City provides back office solutions for small- to medium-sized nonprofits in the
Greater Kansas City community. Recognizing that many nonprofit organizations
with excellent client services lacked necessary capacity in accounting, Bank of
America created this support organization to bolster area nonprofits by allowing
them to focus on meeting mission. The design of the new organization would
bring together financial management expertise akin to a for-profit accounting
firm with a price structure that would be affordable for nonprofit organizations.
Since their inception in 2001, Support Kansas City has added technology support,
fundraising strategy support and strategic management support. In 2014, this
suite of services generated almost 84 percent of all of the organization’s revenue.

The purpose of this chapter is not to promote or discourage the use of social
enterprise strategies but to provide nonprofit leaders with a broader understand-
ing of the issues and opportunities associated with social enterprise and help
them prepare to examine them. Rather than duplicate the content of the many
existing “How-to” volumes on social enterprise, this chapter is designed to serve
as an orientation to help nonprofit leaders make sense of key elements of the
overwhelming volume of literature on the topic and understand key concepts
that will be important to consider as they explore options for enterprise develop-
ment. I encourage every nonprofit leader considering social enterprise options
to discuss the relevant issues identified in this chapter with their board and execu-
tive colleagues and collaborators. This Handbook’s Internet resource site includes
a number of tools and resources that may be helpful to nonprofit leaders as they
facilitate such conversations and weigh their options. Many of the important ele-
ments of the social enterprise development process fall under the bailiwick of
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other chapters in this Handbook, and it will be important to link the insights of
this chapter with the discipline-specific methods and tools presented in the asso-
ciated chapters (e.g., Chapter Nine for further information on the strategy and
planning process, and Chapter Thirteen for specific information about market
research and planning).

Social enterprises develop within the larger context of the nonprofit
organization and even the nonprofit sector, and this context differs from region
to region of the world. Therefore, I begin this chapter with a brief discussion
of the cultural context of social enterprise. Culture shapes and influences the
ways we perceive and understand the value of a strategy such as pursuit of social
enterprise. Next, I address the questions: Who should launch a social enterprise?
What are the implications of this choice? I describe knowledge acquisition and
resources likely to be useful in the process of enterprise development. I then
discuss who ventures into social enterprises, and the options that exist for
engaging in a social enterprise. Finally, I discuss planning, the planning process,
and the relationship between planning and social enterprise.

Culture and the Context of Social Enterprise

Analysis of social enterprise in 2016 is a global pursuit. The abundance of non-
profit (and more important for our discussion) social enterprise activity world-
wide provides important insights into the role that culture and national context
play in the creation of various forms of nonprofit enterprise. This is illustrated
by the variation in the types of social enterprises described in the European
literature versus those described in the American literature. There are several
differences of interest and relevance and, taken together, they offer important
insights into the reasons and ways that such enterprises develop and function.

Generally speaking, European scholarship describes social enterprise as it
develops in the context of a strong welfare state. A 2014 study underwritten
by the European Commission sought to provide the first continental mapping
of social enterprises in twenty-nine countries (Wilkinson, Medhurst, Henry,
Wihlborg, and Braithwaite, 2014). The study defined social enterprises by the
following characteristics:

1. The organization must engage in economic activity: this means that it must
engage in a continuous activity of production and/or exchange of goods
and/or services;

2. It must pursue an explicit and primary social aim: a social aim is one that
benefits society;
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3. It must have limits on distribution of profits and/or assets: the purpose of such
limits is to prioritize the social aim over profit making;

4. It must be independent, that is, organizational autonomy from the state and
other traditional for-profit organizations, and

5. It must have inclusive governance (that is, characterized by participatory and/
or democratic decision-making processes).

U.S. social enterprises, which develop in the context of capitalism, differ
in some relatively significant ways. Typically, U.S. social enterprise exhibits the
following characteristics:

1. Social enterprise is a strategy, not an organization category.
2. It comprises both for-profit and nonprofit organizational forms (Dart, 2004).
3. It focuses on revenue generation as well as social benefit (LeRoux, 2005).
4. It operates in many different service niches or “industries” (Kerlin, 2006).
5. It is privately funded (Kerlin, 2006).

This chapter focuses on U.S. social enterprises and, as such, the reader
will note a strong emphasis on the purpose of commercial revenue generation.
Equally important from this perspective is that social enterprises are often
funded privately (that is, by foundations, individuals, nonprofit lenders, and
banks). Both of these have important implications for how U.S. social enterprises
are planned and implemented.

Who Should Establish a Social Enterprise?

Unlike Hamlet’s quandary “To be or not to be, that is the question,” the decision
to establish a social enterprise venture is less existential and more pragmatic.
As noted earlier, in many European countries social enterprise is a special class
of organization designed to serve particular purposes; in the United States it is a
strategy. Therefore, in the United States, the choice to operate a social enterprise
(like any strategy choice) is available to any nonprofit organization regardless of
its particular mission niche.

Social enterprise may be an option to any nonprofit, yet that does not
mean every nonprofit should launch a commercial venture. Then how should a
nonprofit begin to decide? The answer to this question requires significant
deliberation, particularly regarding four core areas of deliberation:

• Mission impact and relevance
• Characteristics of the nonprofit’s operating environment
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• Financial and revenue implications
• Organizational capacity to implement the enterprise

Each of these four areas offers a different and complementary lens through
which to examine your enterprise’s possibilities.

At the core, it is essential to have clarity regarding who you are as an organi-
zation and how a potential enterprise strategymight relate to this. Typically, when
asked to define their organization, nonprofit leaders will recite theirmission.Mis-
sion is important, so this is an important starting point, but I would assert that
mission only begins to describe the true nature of a nonprofit. Equally important
is the unique value a nonprofit provides for the community. In what ways might
a potential enterprise be relevant to mission? Will the potential enterprise boost
value creation or might it interfere? What are the organization’s core values or
guiding principles and what guidance do they offer when it comes to explor-
ing enterprise options? Will the development of an enterprise add value to the
organization’s core services or might it distract? It is essential that nonprofit lead-
ers develop a shared sense of why they might explore an enterprise option, the
results they seek, the risks they are willing to incur as a part of the process (and
why they would be warranted), and whether an enterprise option will, in fact,
offer appropriate benefits and results.

The second of the key areas of consideration and deliberation is that of oper-
ating environment. Later in this chapter, I discuss the implications for assessment
of the operating environment as it relates to planning. At this early phase in
exploring enterprise ideas, there are two basic areas to examine with regard to
operating environment. First is the category of legal environment; the second is
that of normative environment. When nonprofits take actions that conflict with
either the legal or normative expectations of their environments, the ramifica-
tions can be grave—and both environments place constraints on the options that
will be acceptable for nonprofit enterprise. In the United States, for example,
legal environment parameters include constraints on

• The amount (or percentage) of unrelated earned income an organization can
generate

• The use of funds for (mission) unrelated activities
• The demonstration of charitable purpose in the normal business of the

organization

Normative elements are less formal and usually vary by the mission of
the organization, the location of the organization, and the constituencies of the
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organization. Normative elements are primarily about expectations and the
sense of what is and is not acceptable for a nonprofit to do, and it is essential
that nonprofit leaders consider these dimensions at the very outset of their
exploration of enterprise options. Even though a given enterprise option may
be legal, it may be dangerously inconsistent with the expectations and values
of an organization’s key stakeholders. It may be inconsistent with (or even
threaten) the overall culture of the nonprofit itself. For example, the decision
of a volunteer center to charge people for their volunteer placement might
conflict with the values of traditional volunteer center operations or the norms
of the communities in which they operate. These are critical issues that have
great potential to damage the legitimacy, credibility, and even sustainability of
the nonprofit.

The third area of initial deliberation focuses on the business model or
revenue model of the nonprofit and how it may change (or need to change)
if an enterprise is developed. At core, the idea of the revenue model involves
understanding the sources of revenue for the organization and why and how
they provide financial resources. Nonprofits need to make explicit and informed
choices about the potential of various types of revenue sources that might be
available to finance their operations. This topic is fundamentally a marketing
and economics discussion—beginning with an understanding of the demand
for the nonprofit’s services and the nonprofit’s relationships with its current
customers, and consideration of alternative ways that customers might be
willing to engage in commercial exchanges with the organization. The topic of
markets and market relationships is thoroughly examined in Chapter Eleven
of this volume; the focus of this chapter is to underscore that these central
choices must be examined again by a nonprofit considering the development of
an enterprise.

Similarly, in Chapter Nineteen of this volume, Young and Soh discuss non-
profit finance and examine another facet of the revenue model—the critical
relationship between source of revenue and beneficiary of the provision of ser-
vices. Framing revenue generation in economic terms, Young’s model connects
commercial revenues with the value a client places on a service. The question
is one of value and the overall value proposition: Do potential clients consider
the value commensurate to the cost? This is central to any consideration of social
enterprise. For example, an opera house may provide multiple programs to their
community. The main line of business is the production of operas. Opera enthu-
siasts view purchasing a ticket to a show as a value transaction. The consumer
receives a good (in this case the ticket to the opera) and is willing to pay a price
commensurate to the value he or she places on an experience. In economic



Trim Size: 7in x 9.25in Renz852965 c12.tex V3 - 07/11/2016 9:39 A.M. Page 341

�

� �

�

Social Enterprise and Nonprofit Ventures 341

parlance, this is the essence of private good markets; social enterprises must
operate successfully in private good markets.

More generally, nonprofits providing a good or service that directly benefits
the client and only that client may be well-advised to examine that relationship
as social enterprise. A few examples of this type of venture include:

• Counseling
• Medical care
• Education
• Business consulting
• Fitness services
• Performance art productions

Each of these types of services has individual clients (even though some may
involve third parties, such as insurance companies) who pay for the value they
receive for the respective service.

An emerging area of financial implications to consider involves the impact
that commercial revenue may have on philanthropic donations. Smith, Cronley
and Barr (2012) explored what happens with donation levels when an existing
nonprofit launches a social enterprise. Their findings suggest donations decrease
marginally when the social enterprise has good mission fit and more significantly
when the donor does not perceivemission fit between the new enterprise and the
mission. More studies will need to further our understanding of this relationship,
but it is important to note that social enterprise may have a negative impact on
donor behavior.

Finally, nonprofits exploring social enterprise will be well served by an anal-
ysis of organizational capacity and assets. Similar to environmental and revenue
model issues, capacity issues are examined in great depth as part of the enterprise
planning process, but they must be given initial general consideration at an early
stage in any dialogue about the potential to develop an enterprise. In addition
to financial capacity, the organization’s leaders need to assess the organization’s
capacity with regard to the knowledge and competence required tomove forward
with enterprise development and the availability of other key resources needed
to develop the enterprise—particularly human capital and assets.

Each of these “lenses” provides nonprofit leaders with a framework to help
initiate an assessment of their organization and their enterprise options. Because
social enterprise is a strategy that, at least in principle, can be employed by any
type of nonprofit, the insights that you can gain from this examination will not
necessarily encourage or discourage your decision to develop an enterprise. But it
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is important to understand these dimensions of your organization; having a better
understanding of who you are as an organization will make it easier to recognize
future obstacles and opportunities if you choose to develop an enterprise.

Access to Knowledge and Expertise About Social Enterprise

Google the phrase “social enterprise” and you will find there is no shortage of
information on the topic. The sheer volume of social enterprise information
may present a different problem for the busy nonprofit executive, since sifting
through the many sources may seem an insurmountable task. However, non-
profit leaders beginning to explore social enterprise options may need to do
so as an internally developed process. These “Do-It-Yourselfers” will probably
seek resources for two types of information: the enterprise planning process and
options for enterprise strategies. The vast range of literature derives from one
of three general categories: social enterprise management books, information
websites, and planning templates.

Management books on social enterprise target the nonprofit practitioner.
As a whole, the genre introduces nonprofit leaders to key social enterprise con-
cepts and provides instruction on how to use these concepts. Topics include
market analysis, organization structure, and financial management. Some are
organized as workbooks with exercises for the nonprofit to complete as they plan
their enterprise (such as Barreiro and Stone, 2014); others are more conceptual
and help nonprofit leaders frame their enterprise (for example, Lynch andWall,
2009). In addition to these volumes, which take a holistic approach, practitioners
can draw on the wisdom of books on specific functional areas of social enterprise
management (technology, marketing, financial management).

Finally, a growing number of new books penned by successful veterans of
social enterprise have begun to emerge (see a list compiled in 2013 by Stanford
Social Innovations Review at http://ssir.org). Such books provide a director’s
eye view of social enterprise and can offer more intimate insights about the
often-undulating path of new venture start-up. (When selecting specific books,
remember that books of different nations are unlikely to work from a consistent
definition of social enterprise. Therefore, select books that are relevant to the
nation where you wish to develop the enterprise.)

New Internet sources also provide an abundance of information for the
Do-It-Yourselfers. Using the Internet as a research medium has both positives
and negatives, of course, but there is much that the careful user can glean.

http://ssir.org
http://ssir.org


Trim Size: 7in x 9.25in Renz852965 c12.tex V3 - 07/11/2016 9:39 A.M. Page 343

�

� �

�

Social Enterprise and Nonprofit Ventures 343

Among the promising are information websites with enterprise case studies
(for example, Social Enterprise Alliance), reference materials on legal and
managerial considerations (National Center for Nonprofit Enterprise and Social
Enterprise Magazine-Online), and interactive venues such as chats and blogs
(such as hosted by The Skoll Foundation). There is also a variety of planning
tools and templates available on the Internet. Of course, Internet sources also
have shortcomings. The most significant shortcoming is the reliability of some
information sites. (References and links to useful Internet sites and resources
are provided to readers via this Handbook’s resource site.)

Nonprofit leaders considering the development of a social enterprise may
debate whether to go it alone or work with a consultant. When making this deci-
sion, the questions and observations may help clarify the answer:

1. Do you have the time to plan in addition to your existing workload? Many
nonprofits hire consultants as a timemanagement tactic—their leaders simply
do not have time to do all that is needed. The saying “The urgent crowds out
the important” speaks to the potential danger of trying to develop a social
enterprise internally: Will the process of developing the enterprise create
interference that undermines other leadership or management work?
Consultants can offer process organization, process facilitation, research
assistance, and guidance. All of these services can reduce the time demands
on executives and board leaders.

2. Do the existing information resources (books, electronic materials, and
templates) provide adequate support to equip you and your team with the
knowledge you need to implement the enterprise development process?

3. Will the absence of a consultant hamper full involvement by all necessary
parties? Effective planning processes are contingent on diverse participation.
Each member of the planning team brings a unique perspective. If a current
leader assumes the role of facilitator, one of two potentially negative scenar-
ios may occur. One, the facilitator dominates planning, essentially creating
their own plan instead of a plan that draws upon the full range of diverse
expertise in the room; or two, the facilitator takes care to remain in the facil-
itation role and therefore does not provide information or input, even when
he or she has important information to share. As a result, the plan may lack
the insights of a key organization leader (often the executive director or a
board member).

4. Can you afford the cost of assistance? Although consultants may bring
important value to the social enterprise development process, they also
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bring cost. Consultant fees vary by region and expertise. When investigating
consultants, consider their background with social enterprise and familiarity
with your industry in addition to their price tag. It may be useful to do a
cost-benefit analysis to compare the cost of a consultant to the cost of internal
development.

5. Do you have start-up experience? Starting a new venture has many peculiar
aspects that are different from running an ongoing venture. As you enter plan-
ning stages, it will be critical that you understand and can accurately estimate
start-up costs, sunk costs, capital needs, and management challenges of start-
ing a new venture. If your team lacks start-up experience, you can purchase it
from a consultant. Of course, if experience is the critical issue, you will want to
find a consultant with either experience leading other organizations during
start-up or managing his or her own nonprofit start-up.

Structure Options for Social Enterprises

One of the first questions many nonprofit leaders consider when organizing a
social enterprise is, How should I structure it? Structures need to be chosen based
on the purpose and conditions under which the enterprise will operate, and the
appropriate answer will be influenced by a number of factors:

• Who is to be served by the enterprise?
• Will the enterprise be implemented within an existing organization or will the

enterprise be established as a new nonprofit?
• What are the social, political, and other environmental considerations?

Social enterprises typically take one of three general forms (Alter, 2009):

• The social enterprise is constituted as a discrete organization.
• The social enterprise is part of the organization.
• The social enterprise is a subsidiary or affiliate of the organization.

I describe each of these forms in the following sections (based on the
typology of Alter, 2009). At the outset, it is important to note that no form
is inherently superior to another and each form offers potential merits (and
drawbacks). Further, no model is automatically consistent with an organization’s
external environment. Instead, these organizational forms should be evaluated
as strategic options.
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Discrete Organization

Nonprofit organizations that implement their sole or core “business” as a
revenue-generating social enterprise are common throughout the sector.
Hospitals, day care centers, and schools all charge fees-for-services and use these
fees to finance the cost of providing their services. Operating in environments
with norms (and laws) supportive of the generation of earned income, these
organizations implement earned-income programs that are completely aligned
with their charitable missions. Their enterprise programs are central to their
organization’s charitable purpose, so the organization does not need to be
concerned with questions of mission relevance or the threat that the enterprise
might lead to mission drift.

When a social enterprise constitutes the organization’s primary business, it
is most likely to be implemented as a new organization. (Existing nonprofit orga-
nizations that are not already social enterprises are unlikely to appear in this
category since they obviously have revenue sources other than fees-for-service.)
When an existing nonprofit chooses to shift its design to make a social enterprise
its primary business, one of two scenarios is likely to have caused the change:

1. The organization’s operating environment changed and, for whatever reason,
the primary enterprise now can be (or maybe even needs to be) funded by
fees-for-service.

2. The nonprofit has chosen to discard its previous primary program design and
create a new social enterprise business.

Part of the Organization

A second structural arrangement is the operation of a social enterprise as
one part or unit of an organization. Unlike the first structural form, these
social enterprises are considered related but not necessarily central to mission
fulfillment. Depending on the relevance of the enterprise to the organization’s
mission, the earnings of this form of social enterprise may be subject to unre-
lated business income tax (UBIT). However, more often than not, a program’s
activities will be sufficiently related to mission to avoid this. For example, a typical
program of a sheltered workshop includes work activities to be implemented
by their developmentally disabled clients. The workshop then sells the products
of their work to the public. For the sheltered workshop, the work opportunities
for the developmentally disabled population are central to the mission. There-
fore, the earnings of the work products are directly related to the mission and
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thus not subject to UBIT. We often see this second structural form in existing
organizations. A nonprofit may realize there is a revenue generation opportu-
nity, closely related to their mission, that they could implement. Consequently,
they establish this mission-relevant program to generate additional revenues

Subsidiary or Affiliated Organization

Social enterprises structured as subsidiaries or affiliates of the nonprofit are a
third structural option. The subsidiary structure allows a nonprofit to achieve
legal separation between an enterprise and the parent organization. This may
be useful or even essential as the nonprofit implements an enterprise that may
not be feasible or appropriate to operate internally, usually for reasons of tax or
other legal liability. The subsidiary organization may take either the nonprofit or
for-profit form of organization. I discuss the implications of both next.

Nonprofit Subsidiaries. Social enterprise subsidiaries that take a nonprofit
form often exist because an organization wants to pursue a charitable purpose
without opening itself to UBIT or other legal liability (see Chapter Two of this
volume for further discussion of legal and related risk management issues). For
example, this option might be chosen because a nonprofit wishes to address a
new need or opportunity that is tax-exempt and charitable but is not within the
scope of its own tax exemption as granted by the IRS. Or it might be chosen
to ensure a legal separation so that risks and liabilities associated with the new
venture could not result in losses of the new venture being assessed against the
parent organization (for example, a church that creates a low-income housing
redevelopment agency and wants to keep its church assets separated from
the riskier work of the redevelopment agency). The subsidiary is a separate
nonprofit corporation with its own legal status. The subsidiary organization
will have a separate governing board, but it will be under the control of the
parent nonprofit (for example, the parent organization board would appoint
or approve the membership of the subsidiary organization’s board). Therefore,
the board of the parent organization will be the primary governing body for
the parent nonprofit and will either oversee or itself serve as the board of
a subsidiary.

For-Profit Subsidiaries. The for-profit subsidiary approach appears more often
in theU.S. social enterprise literature. Prescribed as a revenue-generationmodel,
the for-profit subsidiary is a taxable entity that can pursue financial opportunities
outside of traditional charitable constraints. Since its earnings are taxable but it
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pays tax on them just as any other for-profit would do, it has no limits associated
with tax-exempt status. Of course, the use of the for-profit subsidiary status can
bring some of its own problems. Thus, prior to creating or spinning off a for-profit
subsidiary, a nonprofit would be wise to consider the implications of the following
potential issues:

• New places, new faces: Entering a profit-oriented marketplace means a differ-
ent set of competitors. In particular, when nonprofits enter for-profit markets
they will be met by competition from for-profit organizations already in that
market. These for-profits may well have more experience in this operating
environment, giving them certain competitive advantages. Further, it is likely
existing organizations in this new market will have developed at least some
form of an established customer base. In order to be profitable in such an
environment, nonprofits will need to make up significant ground in both of
these areas.

• Capacity 2.0: Management and staff of the parent nonprofit organization may
need to develop new or additional skills that will be required to succeed in
the new business in the new operating environment. The extent of the adjust-
ment will be partially dictated by staffing decisions for the subsidiary. If staff
and management of the parent will be redeployed to work in the new sub-
sidiary, they will need to adjust to the orientation of working in a for-profit
environment—and this may be a major adjustment. The employees of the
for-profit will need to have the capacity to address what are likely to be differ-
entmarketing techniques, financial management systems, and sales processes.

Of course, the specific skills needed for each of these areas will be determined
by the subsidiary’s type of business; some will be highly transferable and
others will not. Further, if staff members are redeployed from the nonprofit
to the subsidiary, will important functions in the parent organization be in
danger of being shortchanged or ignored? I have seen nonprofit executive
directors invest so much time in their new subsidiaries that their core
nonprofit activities have suffered from inattention and neglect—to the
detriment of the parent’s performance. If new staff are hired and will run the
new venture autonomously, top management also should determine how the
two entities will connect and coexist. Will the subsidiary develop a unique
culture or adopt the parent organization’s culture? How will compensation
and benefits need to differ? How much, if any, collaboration or coordination
is to take place between the nonprofit and for-profit subsidiary? Appropriate
answers to these questions will be critical to success.
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The specific sector of incorporation is not an arbitrary decision. When
weighing whether the subsidiary should be for-profit or nonprofit, management
must consider the capital needs, the profit potential and the input markets
of the subsidiary. Ventures with significant capital needs and profit potential
tend to be suitable for for-profit forms. Ventures with low capital demands and
inefficiencies in either customer or input markets often are better suited for
nonprofit forms.

Other Enterprise Options

Nonprofit social enterprises are not confined to program activities. Many non-
profit social enterprises have successfully generated revenues from activities that
are not directly involved with their programming. Three increasingly common
enterprise opportunities of this type are

• Cause-related marketing (CRM)
• Licensing
• Asset reappropriation

Each of these strategies involves the utilization of an organization’s assets in a
new way. CRM and licensing leverage a nonprofit’s brand through relationships
with for-profit organizations. Asset reappropriation involves the use of organi-
zational assets for commercial revenue generation. Each of these is described
below.

Cause-Related Marketing (CRM)

Howmany times have you visited a grocery store around Thanksgiving or another
holiday and, at the checkout counter, the cashier asks if you would like to make
a donation to the local food pantry? If you answered more than zero, then you
have experienced a form of CRM. The question for a nonprofit leader is: When
does CRM make sense?

Cause-related marketing is defined as, “a mutually beneficial collaboration
between a corporation and a nonprofit in which their respective assets are
combined to: create shareholder and social value, connect with a range of
constituents, . . . and communicate the shared values of both organizations”
(Foundation Center, 2010). Research on CRM has validated the potential
value of a mutual-benefit relationship as described in the definition and, more
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specifically, research has found that CRM between organizations with similar
purposes improves customer perceptions of the for-profit organization (Barone,
Miyazaki, and Taylor, 2000; Pracejus & Olsen, 2004).

Cause-related marketing has become a big business in the United States.
The IEG sponsorship report estimates corporate cause sponsorships will hit $1.92
Billion in 2015 (n.d.). There are a multitude of examples of CRM success. The
initial example cited by the Foundation Center was between American Express
and the Statue of Liberty. American Express launched a campaign in 1983 that
donated to the restoration of the Statue of Liberty one cent for every purchase
on one of their credit cards. As a result, usage increased 28 percent (Foundation
Center, 2010). In a more recent CRM type of collaboration, telecommunications
firm Sprint Nextel donated $2 to the Nature Conservatory for each Samsung
reclaimed phone that was sold (http://causerelatedmarketing.blogspot.com/).

These examples demonstrate two critical points for nonprofits considering
a CRM strategy. First, to attract for-profit partners, the nonprofit needs strong
brand identity. A strong brand is critical so the for-profit’s customers identify
(and value) the nonprofit cause. Second, it is more useful for a nonprofit to seek
for-profit partners whose businesses have some mission or service commonality.
For example, the link between recycled telephones and an environmental orga-
nization offered such synergy for the Sprint-Nature Conservancy relationship.
The key here is that not every for-profit will be a good CRM partner. A mutually
beneficial relationship is contingent on some form of common purpose.

Brand Licensing

Let’s go back to the grocery store setting we described in the CRM section.
As you fill your cart with your favorite items you recognize that some of the items
you have selected have the American Heart Association brand and logo. This is
illustrative of another form of partnership, brand licensing. Under such relation-
ships, nonprofits license the use of their brand in a business’s marketing for a fee.

Similar to CRM, the success of brand licensing is contingent on a strong non-
profit brand and consistency between the nonprofit’s mission and the for-profit
product. This may appear to be a sure-fire social enterprise strategy, but it is
important to remember that connecting your nonprofit brand and identity with
a for-profit organization can open the door to problems. If the for-profit prod-
uct performs poorly or the business misrepresents an aspect of a product that
carries the nonprofit brand, the damage affects the nonprofit. Even in cases of
no impropriety, failure of the nonprofit to conduct due diligence may lead to a
partnership that conflicts with the core values of the nonprofit. In these cases,

http://causerelatedmarketing.blogspot.com/
http://causerelatedmarketing.blogspot.com/
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the nonprofit appears to “sell out” for money and the result can be loss of trust,
credibility, or worse. Chapter Thirteen of this book offers a useful framework for
examining the relative merit and value of various collaborative approaches.

Asset Reappropriation

Unlike CRM and brand licensing, which are enterprising strategies using a
nonprofit’s soft assets, asset reappropriation involves finding alternative uses for
tangible assets. Too often, nonprofits look at their assets through overly narrow
lenses: a building, for example, is only a place to implement core mission activi-
ties, or land is merely green space that adds to the aesthetic quality of the campus.

A strategic look at these same assets may uncover a possible revenue opportu-
nity or streamnot previously considered. For example, DrummFarm is aMissouri
nonprofit originally started as a boys’ home in the early 1900s. As the found-
ing family passed away and perceptions of the roles of boys’ homes in society
changed, Drumm experienced a significant decline in clients. What at one point
was a robust campus with extensive acreage and buildings full to capacity began to
wither away. Hampered with severely depreciating assets leading to ever-greater
cash flow problems, the Drumm Farm executive director and board of directors
revaluated their use and began to redeploy their property assets. Instead of leav-
ing their buildings empty, they created a social service campus and rented the
buildings to local nonprofits. Further, realizing their greatest asset was property,
they developed a lease agreement with a local golf course management com-
pany. The management company converted a segment of the Drumm Farm land
into a golf course, operates the new course, and pays the nonprofit an annual
fee (lease). This venture has provided a significant source of new income that
Drumm has been able to use to help fund its core mission operations.

Of course, not every nonprofit has an abundance of land and empty build-
ings. But almost all nonprofits do have some assets that may have potential as a
source of additional revenue. It is important to ensure that redeployment of the
assets should generate income that will exceed (by some significant margin)
the expense involved in redeploying the asset. For example, if it takes $1,000
of time to negotiate the use of the asset, you should require the venture to gener-
ate profit exceeding that $1,000 by an appropriate margin. Further, you may not
need to manage the use of the asset to generate revenues. In the Drumm Farm
example, Drumm staff did not manage the golf course or the organizations in the
buildings. Lease agreements includedmanagement responsibilities. This allowed
Drumm Farm to earn revenues without incurring the expense of management
or oversight.
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Enterprise Planning

Thus far, this chapter has discussed in relatively broad terms some of the options
for social enterprise. Of course, to take these options and develop them into a use-
ful social enterprise that benefits the nonprofit organization requires additional
planning and development, and that is the focus of this section of the chapter. It
is important to understand that effective enterprise planning and development
flows from and builds on the broader organizational strategizing and planning
processes explained by Brown in Chapter Eight and Bryson in Chapter Nine of
this Handbook. In many cases, the development and implementation of a new
enterprise would constitute a strategy in the context of a nonprofit’s overall strate-
gic plan. The planning and development process explained in this chapter will
be most useful if it is implemented as an outgrowth of such a strategic plan.

Before elaborating on our discussion of planning, it is important to note
an alternative approach to enterprise start-up has gained significant attention
since 2010—the so-called “Lean Start-Up.” As Steve Blank explains in his Harvard
Business Review article, a Lean Start-Up “favors experimentation over elaborate
planning, customer feedback over intuition, and iterative design over traditional
‘big design up front’ development” (2013). Many nonprofits have picked up on
this trend that preaches a less elaborate innovation path. However, it is important
to recognize that lean start-up approaches apply only to process, not outcomes. As
PeterMurray and SteveMa point out in their 2015 article in Stanford Social Innova-
tion Review, “No form of rapid experimentation, for instance, can test whether an
intervention aimed at kids in preschool will affect high school graduation rates.”

Time and experimentation will help us assess the utility of lean models
for nonprofit organization social enterprise. In some ways, the tenets of the
lean approach are reminiscent of the work of Senge and other organization
innovation theorists who have wrestled with the question of how to encourage
organizational learning and innovation (Senge, Kleiner, Roberts, Ross, Roth,
and Smith, 1999). More detailed resources on the practice of the lean start-up
approach are available in the resource website for this Handbook.

The more traditional approach to enterprise planning demands that
nonprofit leaders recognize the preconceptions and commitments associated
with the process. A quick survey of any group of individuals who have partic-
ipated in planning exercises in the past is likely to reveal that many have had
less-than-positive experiences. Common among planning complaints are “It’s a
lot of talk with no action” and “There are more important things I could do with
my time.” It is essential that the planning process be planned and organized well,
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and that it make effective use of participants’ time and input. As discussed earlier
in the chapter, the amount of time demanded of participants and (especially)
executives will be influenced by the decision to use a consultant or process
facilitator. However, even with external help, it is essential to recognize that a
well-developed process will require that key participants devote an adequate
amount of time to the process, time that will be in addition to their existing
work responsibilities.

The enterprise planning process must begin with consideration of the cur-
rent state of the organization. Organization leaders must have the answer to
the question Where are we today? In an earlier section of this chapter, I out-
lined the key elements of this type of initial discussion—discussion about mission
impact and relevance, characteristics of the nonprofit’s operating environment,
financial and revenue implications, and organizational capacity to implement
the enterprise. The decision to proceed with enterprise planning assumes that
those initial deliberations resulted in a conclusion that the context for enter-
prise development is positive and that a social enterprise strategy has potential
for benefiting the nonprofit.

Overall, there are three levels of planning that are germane to the process
of evaluating and planning a social enterprise: strategic planning, feasibility
assessment, and business planning. A summary of the three levels is provided in
Table 12.1. Each of these levels of planning has its own focus, and each adds its
own unique value to the development of the enterprise.

The remainder of this section of the chapter explains the sequence and key
elements that comprise the seven stages of activity that will be important to a
successful enterprise planning process. These seven stages or elements are

1. Planning your planning
2. Organizational assessment
3. Environmental assessment
4. Strategy design
5. Financial considerations
6. Implementation
7. Evaluation

Planning Your Planning

The beginning of the planning process starts with an organizing stage. Consistent
with the recommendations Bryson presents in his Chapter Nine outline of the
planning-to-plan process, critical questions to address during this stage include
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TABLE 12.1. Linking Enterprise Process and Practice

Planning Type Purpose
Role in Enterprise
Development Process

Strategic Planning Disciplined effort to produce
fundamental decisions
and actions shaping the
nature and direction of an
organization’s (or other
entity’s) activities within
legal bounds (see Bryson,
Chapter Nine of this
volume).

An organization with no specific
direction would begin with
strategic planning. This
comprehensive approach would
identify multiple organizational
strategies, including options for
social enterprise.

Feasibility Study Assess the viability of an
opportunity, and usually
serves as a precursor to a
business plan.

Explore an enterprise idea (usually
from the strategic planning
process) and assess how well it
would fit and operate within
the organization (or link to the
organization, if developed as a
subsidiary). The idea is formed
and needs to be examined
through a feasibility process.

Business Planning The final type of planning
that leads to
implementation, the
business plan specifies in
relatively great detail how
the enterprise will be
organized, managed,
financed, staffed, and
operated. It specifies goals
and provides time-based
projections of financial,
market, and operational
performance for the
enterprise.

Assuming the feasibility study
process suggests that the idea is
viable and attractive, the
nonprofit would develop a
business plan for the enterprise.
This will serve as a guiding
document for the initial three to
five years of operation.

1. Who will be on the planning team?
2. What is the purpose and goal(s) of the planning process?
3. What is the time line and what are the target dates for the process?
4. How often will the planning team meet?

The composition of the planning team is critical to the overall success of the
process. The key is to bring to the table the people who have important knowl-
edge to inform the planning of the potential enterprise. Inclusion of executive
leadership plus a mix of board and staff is important because it combines the



Trim Size: 7in x 9.25in Renz852965 c12.tex V3 - 07/11/2016 9:39 A.M. Page 354

�

� �

�

354 The Jossey-Bass Handbook of Nonprofit Leadership and Management

strategic leadership and perspective of the board and senior executive(s) with
the operational and tactical organizational knowledge of staff. The exact mix
will vary by organization and opportunity. Regardless, board members provide
a valuable perspective and should be included in the planning process; often
board members bring knowledge, skill sets, and experiences that staff do not
possess. In addition to board and staff, some organizations also invite selected
key stakeholders to participate on the planning team. These stakeholders may
be previous board members, past clients, or close collaborators. It should be
noted that involving individuals outside the organization may require additional
norming processes to ensure the team comes together and is “pulling” in the
same direction.

After the planning team is created, the plan-to-plan shifts focus to aligning
the intentions of all the members. The first step in this process is developing a
goal. The goal of the planning process will be defined by the purpose of the pro-
posed social enterprise. For example, if the process is the result of a collaborator
approaching your organization with a social enterprise idea, the planning pro-
cess goal would be to assess the viability of the idea. Alternatively, if the process is
the result of a strategic plan strategy that directs the organization to create a new
earned-income enterprise, the planning process goal would be to develop enter-
prise options and then proceed to viability assessment. The key purpose of the
goal definition is to provide a standardbywhichplanningprogress canbe assessed
and to help ensure all team members are working toward a common purpose.

Based on the planning goal, the planning team should establish milestones
and time lines for the planning process. The planning process as a whole should
have a finite end point. One pitfall many nonprofits encounter as they plan a
social enterprise is perpetual planning. Seeking a level of certainty not feasible,
some nonprofits continue to plan with no end date. Planning team fatigue even-
tually sets in and the process fizzles with no outcome. The long-term impact of
these endless processes is evident when the organization begins to plan again.
Team members and other stakeholders will be reticent to engage in a process
they fear will have no end.

In order to avoid this trap, establish decision-making deadlines at the begin-
ning. The deadlines should include the timing of a final decision on whether or
not to pursue the enterprise, as well as intermediate deadlines for completion of
stages such as the situational analysis. When considering time lines, it is impor-
tant to achieve a balance between enough time to complete your work and time
frames short enough to maintain planning momentum. No rule of thumb exists
on how long an enterprise planning process should last. However, your plan will
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be built on certain assumptions and if your processes extend for too long those
assumptions may change.

Finally, the plan to plan addresses the frequency of team meetings. The
number of team meetings is not as important as how the meeting time is spent.
Research should be conducted and summarized outside of meetings. This allows
meeting time to focus on interpretation and analysis of the data. After broad
enterprise strategies are developed, it may be useful to break the full team into
a set of smaller sub-project work teams. These work teams (composed of fewer
members) will investigate specific areas of a strategy and bring information back
to the full planning team for further analysis and planning. The work teammodel
may be useful for making effective use of specialized skill sets of individual plan-
ning team members.

Organizational and Environmental Assessments

The foundation of successful planning is research. Research enables nonprofit
leaders to have a full understanding of the organization’s capacities, effectiveness,
and efficiencies. In an organizational context, research is often referred to as
assessment. During a social enterprise planning process, assessment has dual foci:
internal and external. Because themotivations for each are unique I will deal with
them separately.

Internal Assessment. Internal assessment, sometimes taking the form of an
organizational audit, is designed to identify organizational capacity and assets
and identify organizational weaknesses. Operating a social enterprise requires
specific capacities, capacities unique from traditional nonprofit activity. It is
important that these capacity needs be clearly identified at the outset of this
process. Then the organizational assessment should take care to assess whether
the necessary organizational capacities and systems are in place to support the
enterprise.

There are a multitude of assessment tools available to nonprofit organi-
zations, and some will be more relevant or useful than others (for an overall
discussion of various tools available for organization capacity assessment, see
Bartczak, 2005). Assessment value needs to be judged on the basis of the infor-
mation the organization needs to know in order to evaluate its capacity for the
specific enterprise in question. Some types of enterprise call for very specific
capacity, others do not. General assessments, such as the McKinsey Capac-
ity Assessment (Bartczak, 2005), focus on an overall set of organizational capacity
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elements. The McKinsey assessment provides a vehicle for an organization’s
leaders to assess seven general categories:

1. Organization mission and vision (aspirations)
2. Strategy
3. Organizational skills
4. Human resources
5. Systems and infrastructure
6. Organizational structure
7. Culture

Tailoring an assessment such as McKinsey to a social enterprise process often
requires a nonprofit leader to add additional assessment areas. However, every
process should provide a systematic basis by which to assess each of the following
capacity elements:

• Financial management: Social enterprise management requires cost account-
ing, break-even analysis, and revenue projections. Running a social enterprise
involves accounting for transaction revenues. Unlike grants and donations,
transaction revenues are collected directly from the client (or a third party in
some cases). Consequently, your assessment should examine whether or not
staff members are knowledgeable about transaction receivables management,
break-even analysis, and unit cost analysis (see the chapters of Part Four of
this Handbook, especially Chapter Twenty-One, for a substantive discussion of
these and related processes).

• Customer relationships: Traditional nonprofit management has a focus on qual-
ity that at least equals that of a for-profit business. However, equal does not
mean the same. The relationship with and behavior of a client who seeks
services from a soup kitchen is different from the relationship and behav-
ior of a free-market customer who may purchase services. The free-market
customer presumably has options from which to choose, and this creates a
need for the supplier (that is, the enterprise) to develop a relationship with
the customer. The assessment process for a nonprofit considering a social
enterprise must evaluate existing capacities for customer relationship man-
agement. In addition, it will be very important to determine staff’s ability
to engage in market research and analysis (for example, to collect and syn-
thesize information about customer characteristics; see Chapter Thirteen of
this volume for in-depth discussion on markets, market research, and market
decision making).
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• Human resources: The human resource functions of a nonprofit focus on
recruiting, retaining, and motivating qualified personnel, board members,
and volunteers. Comparable to the comments regarding the financial
management and customer relationship topics, social enterprise makes
demands relevant to the field of human resources. Enterprise planners
should consider the ability of human resource personnel and systems to
attract new employees for the enterprise with backgrounds in transactional
businesses. For example, a social enterprise program director should have
some background in financial management and marketing, and the agency’s
human resources systems will have to become proficient in adapting the
human resource system to meet the needs for people with these (potentially)
new capabilities. (See the chapters in Part Five of this Handbook for substantive
discussion of the functions and capacities of human resource systems.)

• Strategic leadership: Even as it implements a social enterprise, mission must
be the primary focus of a nonprofit organization. Nonetheless, the elevated
importance of transactional revenues in the social enterprise process demands
that members of the nonprofit’s executive leadership team (executive and key
board leaders) have some capacity in this area. Related to this, at least some
members of this group should have knowledge of and experience in provid-
ing oversight of commercial activities of the type that would be central to the
proposed enterprise.

These four capacity areas do not constitute an exhaustive list. Other
areas of concern will relate to the focus of the proposed enterprise. For
example, will the enterprise operate in an area governed by professional
regulatory or licensure authorities (for example, admission to practice law or
medicine)? It is essential to identify the additional areas of capacity that are
likely to be relevant to your enterprise and implement relevant assessments in
these areas.

External Assessment. An external organizational assessment for a social enter-
prise does not vary dramatically from external assessments any nonprofit would
conduct, although a new enterprise idea may require a nonprofit to go back and
redefine its relevant “external environment.” During an external assessment the
planning team will collect data on competitors (often similar service providers),
pricing models and practices, client characteristics, key stakeholder perspectives,
and other factors (such as legislation) that are relevant to the venture. The goal
of the external assessment is to identify and understand the implications of the
opportunities and threats in the new enterprise environment. In order to develop
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a successful strategy, the planning team must be apprised of environmental
influences that will support or mitigate performance of the new venture.

Following the completion of both assessments, the planning team will
analyze the information by using practices similar to those Bryson discusses in
Chapter Nine. Many nonprofits will use processes such as SWOT (strengths,
weaknesses, opportunities, and threats) analyses for the analysis process. Such
analyses provide the initial sense of the implications for enterprise viability or
acceptability, and development of this information into strategic decisions is the
essence of the next stage of the enterprise planning process. The most promis-
ing venture ideas will capitalize on synergies between existing organizational
capacities and environmental opportunities. Of course, the real world rarely
affords us such utopian scenarios. More likely, analysis will reveal a couple of
options where some capacity exists and potential threats are minimized. The
next stage of planning, strategy formulation, takes these ideas and develops
plans to move forward.

Strategy Formulation

Strategy formulation is the stage during which key strategic choices are
made—choices about which options to pursue and how best to organize and
pursue them. In the context of enterprise planning, this is the point in the pro-
cess at which the nonprofit’s decision makers weight the relative merits of the
enterprise options and determine whether or how to proceed. In the previous
stage the planning team identified a couple of possible broad directions or
opportunities. During strategy formulation the planning team develops broad
programmatic maps to guide the new enterprise.

Other chapters in this book explain in significant depth the key facets of strat-
egy development, so little space will be allocated to those topics in this chapter.
For example:

• The legal and regulatory implications of social enterprise options are
discussed in Chapter Two

• The processes for strategy development and strategy decision making are dis-
cussed in two chapters in Part Two of this book, Chapter Eight on strategic
management (by William Brown) and Chapter Nine on the strategy cycle
(by John M. Bryson);

• The processes by which nonprofit leaders examine and make decisions about
market opportunities (including issues of market positioning and pricing
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issues) are explained in detail by Brenda Gainer (Chapter Thirteen), and key
questions associated with portfolio analysis and enterprise development also
are explored in a special section of Jeanne Bell and Shannon Ellis’s chapter
on financial leadership (Chapter Seventeen).

• The overall topic of social entrepreneurship and the range of entrepreneur-
ship options that exists for nonprofit organizations are discussed by Matthew
Nash in Chapter Eleven.

Financial Implications Planning

The next stage in the enterprise planning process involves aligning the financial
dimensions of the enterprise with the strategic choices to be made. Far too many
nonprofits adopt courses of action without ever making any systematic assess-
ment of the financial implications of their choices—choices about where and
how revenues are generated, and choices about where and how these resources
are managed. The results of ignoring these financial aspects of our choices can
range from underperformance on important mission-centric projects to an out-
right diversion of resources from mission to a relatively less-valued activity. This
stage of the planning process calls for the nonprofit’s leaders to examine and
prepare to make decisions regarding three key areas:

• Financing the start-up of the social enterprise, including determination of the
amount of money needed to effectively start and capitalize the initial phases of
operation of the new enterprise and also assessing the costs and implications
of securing these essential financial resources from various sources (banks,
key donors, foundations, government funders, etc.)

• Financing the ongoing operations of the enterprise, including covering all
ongoing operating costs, securing sources of additional operating capital,
managing the costs of ongoing operations, and servicing the debt as you
repay the sources of the start-up financing

• Documenting and accounting for the financial operations of the enterprise
and ensuring the necessary levels of accountability and transparency for both
the social enterprise and its relationship (overlap and separation) with the
host nonprofit

The actual methods by which these assessments, plans, and decisions are
made are explained in Part Four of this book. The essential point I wish to
make in this chapter is that these all are important elements of the initial social
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enterprise planning process, and there are critical decisions to be made—
decisions that can have lasting implications for both the social enterprise and the
larger nonprofit organization that is the host or parent entity for the enterprise.

Financial discussions can be difficult for nonprofit leaders. Because mission
is (and must be) the central focus for a nonprofit organization’s executives,
financial discussions often end up being of secondary concern (if they even
receive that much consideration). However, when it comes to social enter-
prises, ignoring financial matters can have disastrous results. At worst, social
enterprise financial problems can end up undermining all that the organization
is doing to maximize mission accomplishment! I previously related the story of
a nonprofit organization that decided to make salad dressing and the terrible
costs the organization incurred because it failed to account for indirect costs and
inaccurately understood its direct costs. Such mistakes underscore the need for
nonprofits to ensure careful financial planning as they evaluate prospective social
enterprises. This is especially true when the social enterprise is expected to be a
profit generator.

A critical financial concern for a new social enterprise and its host organiza-
tion is that of “capital structure.” A nonprofit’s capital structure is the mix and
distribution of an organization’s assets, liabilities, and net assets (Miller, 2003);
a nonprofit’s capital structure can create significant problems with a nonprofit’s
ability to develop a viable social enterprise. Capital structure essentially defines
the ability of a nonprofit to undertake new projects and absorb risks (both con-
ventional projects and potential enterprises). Stated plainly, organizations with
more liquidity have more flexible capital structures that are going to be more
flexible in accommodating the financial dimensions of a new social enterprise.
Analysis of capital structure helps the planning team appraise fixed assets avail-
able for the new enterprise (and if there is no one on the planning team with the
ability to assess this aspect of the nonprofit’s capacity, the organization should
secure external talent to ensure that this can be done). Significant insights into
this aspect of financial planning and management are also discussed by Bowman
in Chapter Twenty-One of this Handbook.

In the enterprise planning process, it is essential to acknowledge that all new
ventures require start-up capital. Social enterprise planningmust plan for start-up
funding, including attention to the amount needed to initiate the venture and to
the debt service necessary to recover start-up costs. Flexible budgets (which map
multiple scenarios) and break-even analysis can provide organization leaders with
insights that inform necessary cash-reserve decisions. Armed with this informa-
tion, the planning team can identify potential funders for their new enterprise.
When it comes to nonprofit social enterprises, the most common start-up fun-
ders tend to be the nonprofit hosts themselves (using cash reserves), individual



Trim Size: 7in x 9.25in Renz852965 c12.tex V3 - 07/11/2016 9:39 A.M. Page 361

�

� �

�

Social Enterprise and Nonprofit Ventures 361

donors, and charitable foundations. On a less frequent basis, nonprofits may find
start-up support from government grants or banks.

Strategy Implementation Plan

Moving from strategy development and financial implications to strategy imple-
mentation planning can be much more involved than many nonprofits expect.
At this stage, the process moves from one of assessment to one of decision
and—assuming that the decision to proceed is affirmative—to the creation of
the actual operational or business plan that will take the information from the
earlier stages of the planning and integrate it into an operational document.
The process of evaluating the feasibility of an enterprise strategy and, ultimately,
creating the implementation plan requires decisions on the key issues that have
been examined throughout the process, including the following:

• What services will you provide? This is an obvious question, but one that
requires detail and specificity. In addition to describing the services, you
must also outline the service delivery pattern. At what times of the day will
you provide the services? Will the services be provided on site or at a remote
location?

• To whom will you sell this? Who is the target market for the program?
Understanding the demographics of the target market will inform marketing
strategies, pricing, and service delivery. For example, if you will be providing
clinical services, your price will be influenced by reimbursement schedules
of third-party payers. In addition, it is important to clarify whether the target
market demands the services or whether you are providing services that will
require you to create awareness. The two scenarios will require differing
marketing approaches.
• How will these services be delivered and sold? Is this place-based,

Internet-based, or some combination? Where will the actual business be
located and what kinds of facilities will be needed?

• How will the program be structured? Will the venture be a program of the
existing organization or will the venture be a separate subsidiary?

• Who will manage and who will staff the enterprise? This decision is
grounded in the internal assessment. How many people will you need, and
will you hire new staff or use (or redeploy) existing staff? Implicit in this
discussion is the issue of capacity. If you use existing staff, what additional
capacities will you need to develop? If you hire new staff, what will you
pay them (for example, comparable to nonprofit salaries or to for-profit
market rates)?
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• What are the financial plans for the enterprise? For example, what are the
revenue projections for the first three years? What is your profit estimate
for the first three years? When will the enterprise break even? How much
money do you need, and why? How will the money be repaid?

In order to develop the strategy implementation plan, the planning team
may need to involve other key staff members (if they are not already on the plan-
ning team). Knowledgeable input from key staff is critical in this process.

The strategy implementation plan often is created in the form of a business
plan for the new social enterprise. Business plans are documents that bring all
of this information together and present it in a well-organized and complete
manner—one single place that leaders and managers can use as the key refer-
ence point as they proceed with the implementation process. There are many
formats for business plans, and the Internet resource site for this Handbook pro-
vides examples and a number of resources and links. A typical business plan will
include the following specific information (drawn from Massarsky, 2005; the fol-
lowing list could serve as the table of contents for such a document):

• Executive summary
• Description of the business (including a mission statement)
• Industry and market analysis (including forecast of demand)
• Marketing plan
• Governance and management plan
• Operations plan (including staffing)
• Financial plan (including projections and forecasts)
• Risk assessment and contingency plan
• Appendix (supporting documents)

A number of books and guides have been written specifically for nonprofit
enterprises. These can be especially useful because they contain sections that are
not typically found in traditional for-profit business plans, such as a description
of the mission of the nonprofit, its purpose and goals for the social enterprise,
and the operational, financial, and legal relationships between the nonprofit and
the new enterprise (Massarsky, 2005).

Evaluation

Similar to any planning process, the enterprise planning process should
include a process for evaluation and refinement of plans and operations. It is
important to note that evaluation plans should be developed before the social
enterprise planning process concludes. In addition to program metrics, metrics
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of enterprise financial performance alsomust be included (examples of financial
metrics are profit and loss, marginal costs, and unit costs for both outputs and
outcomes). Program evaluation is addressed in depth by John Clayton Thomas
in Chapter Sixteen of this volume, with important guidance regarding processes
that are appropriate to enterprise evaluation. The reader is encouraged to incor-
porate this information as they develop the evaluation part of the enterprise plan.

Moving Forward

Social enterprise continues to be a source of both excitement and intimidation to
nonprofit leaders as they explore themost useful ways to ensure that their organi-
zations remain viable and responsive for years to come. Implemented effectively
in appropriate contexts, social enterprise is another important strategy that the
nonprofit sector has to use to address the needs of its clients and communities.
Used less appropriately, social enterprise has the potential to derail an orga-
nization and undermine the trust it has earned. As discussed throughout this
chapter, social enterprise simply is one unique strategic option among many
strategic options.

Nonprofits should not begin their consideration of enterprise strategies
with the assumption that they “ought to” create a social enterprise. Legitimate
enterprise development requires thorough and thoughtful assessment and
deliberation and due diligence by nonprofit governing boards and executives.
The process begins with an accurate assessment of the organization’s mission
and critical issues, and a thorough understanding of markets, structure, and
culture is imperative to the successful development of a viable social enterprise.

The content of this chapter serves two purposes. First, the framework of
social enterprise is intended to be useful to academics and practitioners as they
pursue their equal yet diverse interests. For both groups, the discussion of mar-
kets, structure, and strategy is intended to help organize the diverse aspects of
social enterprise in a meaningful way that will enhance understanding. Second,
the chapter is designed to serve as a reference tool to guide thinking as practi-
tioners consider social enterprise options.

As we, academics and practitioners alike, continue to grow and develop
with the sector, we have much to learn and share regarding social enterprise.
Academics will continue to explore issues of structure, finance, markets, and
culture through carefully constructed research. Practitioners will also conduct
their own form of research and development as they explore enterprising new
ways to fulfill their missions and sustain their organizations. Together we can
add to the growing knowledge of the sector as we help ensure that nonprofits
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remain vital and viable as they provide the critical services their clients and
communities need.
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CHAPTER THIRTEEN

MARKETING FOR NONPROFIT
ORGANIZATIONS

Brenda Gainer

Marketing has long been defined as the science of exchange (Bagozzi, 1975).
In the for-profit sector, marketing is the management discipline that is

focused on developing and maintaining exchange relationships with customers.
In the nonprofit sector marketing pertains not only to customers or clients but
also to exchange relationships with a wide range of donors, funders, supporters,
users, suppliers, partners and adherents—as well as taxpayers and public opin-
ion. Although the facilitation of exchanges with many of these groups is called by
names other than “marketing” in nonprofit organizations (for example, fundrais-
ing, grant writing, volunteer and employee recruitment, program development,
communications, or public relations), the marketing paradigm articulates an
approach to value creation and exchange as being at the heart of an organiza-
tion’s interaction with and responsiveness to the individuals and institutions in
its environment.

The conceptual framework upon which strategic marketing is based asserts
that satisfying the needs and wants of key target groups through exchange
results in organizational “success” (the achievement of the organization’s
goals). Research in the private sector has demonstrated that higher levels of
organizational orientation toward the market are associated with performance
outcomes such as return on investment (Narver and Slater, 1990). Of course,
in the nonprofit sector organizational goals comprise many complex ambitions

366
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beyond the simple goal of profitability that is paramount in the for-profit sector.
Research on nonprofit organizations has shown that market orientation not only
predicts success in attracting financial resources but is also associated with other
important mission-based outcomes such as higher degrees of client satisfaction
(Gainer and Padanyi, 2002). This supports the notion that a focus on value
creation with respect to all the different stakeholder groups with which the
organization interacts is at the heart of realizing its ambitions.

Because marketing theory was developed in the private sector and focuses
directly on profitability derived from customers, controversy has existed for years
among marketing scholars about the “boundaries” of marketing and whether its
concepts and tools can be applied to the nonprofit sector (Parson, Maclaran,
and Tadajewski, 2008). Hutton (2001) has argued that the customer metaphor
is fundamentally incompatible with an organization charged with the mission of
social value creation. Nevertheless, prominent marketing scholars have argued
that the marketing paradigm is extremely relevant to conceptualizing the rela-
tionship of the nonprofit organization to its environment (Andreasen and Kotler,
2008; Sargeant and Wymer, 2007).

Despite the acceptance of marketing in nonprofit organizations, there often
remains a very limited view of what marketing entails. Marketing is often imple-
mented primarily in terms of a few key sub-fields such as sales, communications or
public relations and associated with information, education and persuasion pro-
cesses. As a result of this narrow conceptualization of marketing, the value that
a strategic marketing “mindset” can contribute at the leadership level to overall
organization performance and success is often less than it could be.

In the for-profit sector, marketing is associated with both resource attraction
and resource allocation—marketing is used to influence customers to buy
products and services (resource attraction) and it is also the functional area
that ultimately decides which products and services will be developed in order
to attract those sales (resource allocation). Perhaps because of this reciprocal
relationship between the resource attraction and resource allocation functions
of marketing in the private sector, acceptance of marketing as a component of
high-level strategic management and leadership in the nonprofit sector has been
controversial. There has been an assumption that organizations that respond to
“market forces” will drift away from a focus on their mission because they will
begin to allocate funds to the development of “market-driven” programs asso-
ciated with resource attraction in preference to “mission-driven” programs
associated with resource allocation.

However, even though conflict may occasionally arise in nonprofits over
decisions with respect to the “market” for resources and the “mission” associated
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with expenditures, these constructs are not dichotomous opposites nor mutually
exclusive. The adoption of a strategic marketing mindset in a nonprofit orga-
nization does not mean that financial considerations will take precedence over
operations or that devoting resources to marketing will erode spending on
programs. Instead the implementation of the marketing concept and the devel-
opment in the nonprofit sector of what has been called a “market orientation”
in the private sector will mean that the nonprofit organization becomes more
responsive to the wants and needs of the multiplicity of stakeholder groups with
which it interacts—as well as to society more generally (Sargeant, Foreman, and
Liao, 2002).

Key Concepts in Nonprofit Marketing

In the for-profit sector, marketing is the means through which firms engage in
transactions with customers that are based on an exchange of value. Successful
firms are those that are able to understand the needs andwants of their customers
better than their competitors. In the nonprofit sector, marketing is based on a
similar notion, although vastly more complicated in execution.

First, those who provide revenues to the firm are not often “customers” who
buy goods or services. Therefore, the value exchange is often nonmonetary—
though nonetheless valuable. For example, in exchange for financial contri-
butions, labor (paid and unpaid), political support or behavioral change, a
nonprofit organization may provide achievement, inclusion, sociability, status,
skills, social networks, advocacy, enactment of public policy and—extremely
difficult to measure but nonetheless very “real” in terms of value—better
communities and a better world.

Second, in nonprofit marketing, the idea of multiparty as opposed to dyadic,
or two-party, exchange is critical. There are many more constituencies with
which a nonprofit organization engages in exchange transactions than simply
“customers.” Those for whom programs are designed are not always those who
support the organization and even if earned revenues are substantial, resources
are almost always attracted from a variety of sources (Young, 2006). The key
concept here is that in each of the markets in which a nonprofit organization
transacts, the notion of value exchange applies—government funders are look-
ing for a means of implementing public policies while volunteers are looking
for skill development, social engagement, or a way to contribute meaningful
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activity to their community. If a nonprofit organization wants to be successful
in attracting resources, it will have to deliver sufficient value to the providers
of those resources—while providing value to the different constituencies that
“consume” those resources.

Of course, in practice, as an organization attempts to devote limited financial
and human resources to the creation of value for all of the various constituencies
that form the context in which it is embedded, conflict may emerge. A strategic
marketing approach will not dictate that resources go to the market as opposed
to the mission but it will provide a logical and defensible framework for analysis
and planning that can lead to the most efficient and effective use of resources to
build organizational success, defined as the organization’s ability to achieve its
mission over the long term. A marketing approach is based on the recognition
that nonprofit organizations must be responsive to many different constituen-
cies, understand the unique needs and wants of each, and take steps to create
the tangible and intangible value that will form the basis of stable, sustainable,
long-term exchange relationships.

The long-term quality of the relationship between an organization and its
exchange partners is coming to be recognized as more important than using
marketing techniques and tools to trigger isolated transactions (Conway, 1997).
It is becoming increasingly important to consider the lifetime value of a client in
the nonprofit sector because long-term relationships are associated with lower
costs over time (Brennan and Brady, 1999). It is particularly difficult to con-
tinue investing in long-term relationships when organizations have revenues that
are unpredictable from year to year and, moreover, are under substantial pres-
sure to spend as much money as possible on programs and services and not on
fundraising or recruitment or other kinds of administrative expenses. A market-
ing analysis based on value exchange would suggest, however, that investments in
long-term relationships pay off not only in terms of cutting costs that come from
losing clients after one transaction and then having to pay more later to attract
new ones, but also from the ability to move long-term relationships to higher
levels of value exchange.

A strategic approach to marketing goes beyond a focus on the relationships
between an individual organization and the many client groups to which it
directly offers services or advocacy or from whom it gathers financial and other
resources. Nonprofit organizations are embedded in large market systems that
operate the same way that for-profit market systems work. Market systems consist
of many producers or programs and services and many potential clients who
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“consume” the programs and services in different ways—as well as many indirect
players and forces such as regulators, suppliers, umbrella groups, credentials,
qualifications, reputations, and others. Market systems can be based on a system
of production (settlement programs for new immigrants, symphony concerts,
opposition to an oil pipeline) or can cut across producers (such as the mar-
ket for volunteer labor or fundraising). Understanding the totality of the market
systems in which an organization participates will determine how well it is able
to innovate, adopt new technologies and ideas, obtain financial support and
achieve its goals (Giesler, 2015).

In the next section I examine the three direct components of the mar-
ket systems in which nonprofit organizations are embedded and introduce
concepts and theories that underpin a strategic approach to nonprofit mar-
kets and marketing. The three elements of this framework are the clients or
customers for whom the organization develops programs and services, the
“competitors” or rival organizations appealing to clients, and the particular
competencies or strengths of the marketing organization in terms of producing
its programs or services. In the final section of the chapter, I examine the four
main types of decisions that an organization must make in order to develop
the “marketing mix” that it will use to participate in a marketing system.
In this section some of the key models, tools, and techniques of marketing are
presented and adapted for nonprofit organizations and systems.

A Strategic Approach to Marketing

Figure 13.1 outlines a step-by-step hierarchy of decisions that must be made
about which groups to serve or to target given the competitive situation,
the human and financial resources that are available, and the organization’s
particular competencies and expertise. Once these strategic choices have been
made, an organization can develop a marketing mix of appropriate programs
and services, communications, pricing and delivery systems that will maximize
its potential to achieve its mission. All of the inputs to the decision processes
mapped in this chart should be based on analysis of concrete data.

It should be noted that the analytical process outlined in Figure 13.1 can be
used to develop marketing strategies that will be applied to each “market system”
in which a nonprofit organization is embedded—for example, a segmentation
strategy, the first decision point at the top of the chart, will be different for the
fundraising market than for the client services market.
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FIGURE 13.1. The Strategic Marketing Process
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The Role of Data Analysis in Decision Making

Formal market research in nonprofit enterprises is quite rare and usually limited
to the larger fundraising organizations (universities, colleges, hospitals, and some
of the large medical research and service organizations). The cost of research
is often prohibitive, but there are other reasons that nonprofits are reluctant to
undertake research. One is that many nonprofit organizations are convinced that
they already understand their markets and what they need, a notion that results
from the fact that many nonprofits offer services provided by highly trained and
specialized professionals such as social workers, psychologists, educators, artists,
scientists, ormedical personnel.Market studiesmay appear unwarranted because
the service deliverer seems to be in a better position than the user to specify
the appropriate service or program. The service deliverer may see it as a duty to
prescribe what services the other party should receive. Other reasons that many
nonprofit organizations fail to see value in research is that they often operate on
a small scale and know the individuals with whom they interact personally, and
they often deal with end-users directly, as opposed to through intermediaries.
However, organizations that make an organized effort to collect and analyze data
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to answer specific questions with regard to resource allocation and attraction will
not only be more effective in their markets but also be more accountable to their
stakeholders as a result of evidence-based decision making.

“Big data” is a new term that pertains to the growing proliferation of data
generated by digital technology in many areas of human endeavor (for example,
science and the environment, business and finance, health and hospitals). The
nonprofit sector is far behind the business and public sectors in using big data
to help manage their operations. There are several reasons for this: data per-
taining to social issues are relatively unstructured, can lack variety, and may be
unreliable; there is little sharing of data about social issues between agencies
or with the public as relevant data are often buried in administrative systems;
effective data governance systems are lacking; and finally, the data can often be
misinterpreted or even manipulated when it comes to public issues and thus
be misleading and/or lead to unintended consequences (Desouza and Smith,
2014). Large intersectoral collaborative networks formed around complex social
problems such as poverty, homelessness, or human migration may be the first to
use big data, partly because the owners and analysts of the data will come from
the public or for-profit sectors. It remains to be seen, however, what contribution
big data can make to addressing the “wicked” questions individual organizations
face as they grapple with messy and complex social issues.

However, as for-profit business moves toward big data to support marketing
decision making, new and small-scale techniques are emerging in the social sec-
tor that allow individual and relatively small organizations to collect their own
data relatively quickly, cheaply, and effectively. Recently, Acumen, an organiza-
tion interested in social impact measurement, has developed a direct approach
to data collection that they call “lean data.” The lean data approach is based on a
shift away from surveys that collect data for reporting to and enabling compliance
with outside agencies, funders, investors, and regulators. Instead it is designed to
provide value to the organization itself. It is affordable and easily managed by
nonexperts because it is based on familiar mobile phone technology and simple
customer feedback instruments. As opposed to simplymeasuring outcomes “after
the fact,” the lean data approach can also be used to helpmarketers decide about
program and product development, understand clients’ and customers’ needs
better, and test hypotheses about the behavioral outcomes of various approaches.
This approach can be adopted by almost any nonprofit organization, regardless
of size or expertise in data analysis (Dichter, Adams, and Ebrahim, 2016).

Regardless of how simple or small the investigation, it is increasingly impor-
tant that nonprofit organizations undertake some form of data-based analysis
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before making decisions about their programs. On the management side, the
collection and analysis of reliable data can combat organizational myopia that
stems from being too close to an issue and, more important, to a particular orga-
nizational culture that has defined the external environment in a particular way.
Data analysis is a way to engage in “critical thinking” about an issue and the
people involved with it; it allows managers and leaders to look at questions from
different perspectives and reframe issues. It has been suggested that because
clients and funders are separate constituencies in nonprofit organizations, there
is no direct feedback loop as exists in the business sector to ensure good service
(Connor, 1999). Moreover, when nonprofit clients are ill-served, their remedies
may be few and frail. Clients of many social or community service organizations
are more likely to be disadvantaged and vulnerable, to have less opportunity to
switch to other providers, and to be more afraid of complaining than in for-profit
marketing situations. Anonymous, confidential, and simple data collection can
give these important stakeholders opportunities to provide information that
should be part of every nonprofit organization’s decision processes.

Segmentation and Target Marketing

Target marketing is the process whereby decisions are made about which groups
an organization will choose to serve within specific market systems. For example,
in the market for donations, an organization may divide individual donors into
several groups, each of which responds differently to a nonprofit organization’s
appeals, such as board members, current or former clients (such as students,
audience members, patients), people who may be affected personally by the
cause in the future, prominent and known philanthropists, and well-to-do
members of the community who are aging and perhaps considering legacy gifts.
Moreover, because organizational resources are limited and may not allow a
nonprofit to target all of these segments at once, decisions need to be made
about which market segments best fit the organization’s objectives and abilities,
and then about how to tailor marketing programs to create the most value for
each of the chosen segments. All of these decisions about whether and how to
segment a market need to be made for each of the separate constituencies or
market systems within which a nonprofit organization acts (Rupp, Karn, and
Helmig, 2014).

Choosing to “target” certain groups while ignoring others may seem a ques-
tionable, if not unacceptable, approach in the nonprofit sector. Choosing some
segments means that an organization will focus on some people and that may
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mean not serving or communicating with others. In a field in which turning no
one away or achieving mass social change is often a cherished norm, neglect-
ing some possible clients as a matter of policy can seem to degrade fundamental
organizational values.

However, the case for target marketing is both strong and responsible. In
an environment in which human needs are escalating while resources are con-
strained and shrinking, no organization can reach all possible constituencies.
The question then is not whether the enterprise will constrain its domain but
how. Market segmentation allows nonprofit organizations to control whom they
serve by choosing where they will be most effective, based on their competen-
cies, or where it is most important for them to act, or according to organizational
mandate or mission, and then to spend limited resources efficiently, rather than
letting the limits of their funding arbitrarily decide which markets they cannot
serve when they run out of funds. Segmentation helps an organization focus its
resources on the clienteles that best fit its mission, capabilities, and aspirations.

The first step in segmentation is to divide themarket intomeaningful groups.
Segments are considered meaningful when they are “homogeneous within,
heterogeneous without.” This means that the people or organizations within a
segment are considered to behave the same way in response to particular
marketing programs and to behave differently from people in other segments.
There are a number of variables that may be used to define segments. The
most conventional segmentation criterion is socio-demographic, a term coined
to represent a wide variety of easily observable characteristics (for example,
geographic residency; “social class” as measured by education, profession, or
income; or age). These variables are convenient because available data are
most often arrayed along these lines, and they can serve as useful surrogates for
deeper psychological and behavioral motivations that marketers cannot always
access. For example, fundraisers are becoming more and more interested in
segmenting on the basis of age since research indicates that Generation Y donors
behave differently than older ones; they are motivated much more by “sharing”
as opposed to “giving” and are therefore more likely to respond to appeals based
on social network ties and that emphasize pleasure as opposed to duty, whichmay
be more relevant to older segments (Urbain, Gonzalez, and Le Gall-Ely, 2013).

However, despite the convenience of using socio-demographic segmen-
tation, it does not always stand as an effective surrogate for behavior. Other
data, although more difficult to collect and interpret, can often provide a more
nuanced approach to segmentation. Psychographics, based on information
about lifestyles, values, attitudes, and opinions, can be particularly important
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in segmenting for social marketing efforts designed to change attitudes and
behaviors. Personality variables such as empathy and self-esteem have been sug-
gested as useful segmentation variables for recruiting volunteers (Wymer, 1997).
Benefit segmentation is efficacious because, being rooted in the fundamental
notion of market exchange, it not only identifies homogeneous client clusters
but also is suggestive of the most relevant offer for each. Benefit segmentation
is useful in volunteer marketing and is also used to good effect in fundraising.
Behavioral segmentation (for example, heavy versus light users) is relevant to
many causes; heavy users are especially propitious targets. Fundraisers have now
begun to segment their markets on the basic of financial value, calculating the
worth of a potential target group over the course of a long-term relationship
(Rupp, Kern, and Helmig, 2014).

Once potential segmentation criteria have been formulated for a particular
market, the marketer must calculate whether the value of using these specific cri-
teria is worthwhile. For example, if some potential donors aremoved by sympathy
for people who have a given disease while others react to a warning that they may
contract it, a segmentation scheme that identifies that these groups respond pos-
itively to different messages and develops two different marketing programs to
solicit donations may be warranted. In a case such as this, the decision will be
made on the basis of whether the expected reward from appeals tailored more
specifically to the needs of individual groups will outweigh the costs associated
with developing multiple campaigns.

In choosing which segments to target, several criteria come into play. The
first, of course, is whether a particular segment fits the mission of the enterprise.
Just because a particular segment is easiest to reach, for example, may not mean
it will be the most important group to target. A second criterion is whether the
segment aligns with the organization’s capabilities. In appraising the goodness of
fit of a potential target market with an organization’s capabilities, organizations
must be careful not to overvalue their own capabilities and underestimate the
strengths and competencies of competitors.

A third criterion is whether the segment is sufficiently large to justify a special
marketing treatment. Arriving at an answer to this question can be complicated
in the nonprofit sector. In a commercial firm, the projected value of a superior
return from an investment in a unique marketing program is usually the only
arbiter of acceptable segment size. In a charitable enterprise, financial consider-
ations may be overridden. This may be acceptable if the organization is able to
cross-subsidize special programs through revenues from more “profitable” seg-
ments, but not if the loss associated with serving the small segments endangers
the survival of the organization.
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A final consideration in target selection is whether particular segments can
be accessed by special marketing programs. Often targets are difficult to estimate
and the members are hard to reach through specialized marketing programs.
Ideally, the idea of targeting specificmarkets is to use a narrow approach in which
only the specified clients are reached by specialized media, messages, pricing,
and so forth—it is through targeting specific segments that the cost savings are
realized that make segmentation so efficient. However, if a segment is not easily
reachable, it is often necessary, and more economical, to use a “mass market”
approach, which leaves it tomembers of the target population to choose to “come
into the market” through a process of self-selection. Social media now achieve
some of the benefits of both strategies; it is a cheap way to distribute messages to
many people, but the messages are somewhat restricted to those who participate
in particular social networks. It can be suitable for large target markets for whom
personal contact is not required and the message can be tailored to appeal to
specific groups. For important small target markets where personal contact is
paramount, other methods of reaching the target will be necessary.

Competition, Positioning, and Branding

Competition is an idea that is often troubling in the nonprofit sector. Adherents
of economic theories of the nonprofit sector who consider these organizations to
have developed out of market failure argue that nonprofit organizations respond
to need and do not compete. Often there is a philosophical aversion to the idea
of competition on the part of those who work in the nonprofit sector, who would
prefer to think of the sector as being engaged in cooperative, as opposed to
competitive, behavior.

Nevertheless, competition is a reality in the nonprofit sector (Oster, 1995). In
many countries the number of nonprofit organizations has exploded, and many
of themhave been founded specifically because they intend to provide alternative
programs or philosophies to the offerings of existing organizations in the same
market system. Moreover, many nonprofit organizations are trying to influence
attitudes and behavior, and their target markets always have choices about how
they think and behave—even if it means continuing with their old habits and
patterns. In this sense, even “doing nothing” can be considered “competition.”

Positioning refers to the place that an agency occupies in the minds of the
individuals in its target market (Trout and Rivkin, 1997). It is always related to
how an organization and its offerings are evaluated in terms of a known set of
alternatives (or competition). The first step in developing a positioning strategy
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FIGURE 13.2. Positioning Map for Hypothetical
Immigrant-Serving Agencies
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involves understanding the dimensions that the target market uses to compare
organizations and alternatives, and the second seeks to place the alternatives,
relative to each other, in a “space” defined by those dimensions. For example, if
potential clients evaluate immigrant-serving organizations along the dimensions
of “multiple service offerings” and “effectiveness in service outcomes,” they would
place different settlement organizations in different positions on a grid formed
with the two dimensions as axes (see Figure 13.2).

One of the troubling realities of positioning in the nonprofit sector is that
the multiple constituencies with which organizations interact often evaluate
both the dimensions that they use to compare agencies and the position of
individual agencies along those dimensions differently. For example, wealthy
potential donors may compare arts organizations in terms of the service and
opportunities for recognition that they provide to their major patrons, while
government granting agencies that support artistic work may compare the same
organizations on different dimensions, such as originality or creativity. It may
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also happen that different market constituencies use the same dimensions but
evaluate competitors differently. For example, both clients and foundation
officials may evaluate and compare social service agencies in terms of their effec-
tiveness. However, clients may evaluate a particular agency as highly effective in
personal terms, while a funder may rate the same agency as low on effectiveness
because they don’t see large-scale change in a community. The key point is
that positioning refers to the dimensions and the relative positions along those
dimensions that are in the minds of each clientele with which the marketing
organization interacts. A nonprofit organization that serves several clienteles
(for example, donors, users, government grantors) will develop a unique
positioning map for each market system, and this in turn will dictate a unique
marketing strategy for each separate clientele.

Of course, the grids cannot be mapped unless the perceptions of the tar-
get markets are known, and the best way to collect this information is through
some form of concrete data analysis. However, even a dispassionate and objective
“back of the envelope” grid can be mapped without expensive data if managers
are willing to talk to their potential audiences and listen to what they say about
the evaluative dimensions that matter to them and how they see the alternatives
before them in terms of these dimensions.

Once an organization has determined its positioning, the next step is to
develop a positioning strategy. Positioning is based on the key marketing idea
of differentiation—in other words, an organization is positioned on the grid on
the basis of how it differs from its competitors on the dimensions of interest. The
important thing to notice about Figure 13.2 is that, even if an organization has
given no thought to positioning and is not interested in the process, it is still
positioned on the grid in the minds of its target market!

An organization may choose to maintain its current position by continu-
ing to emphasize those factors that differentiate it in positive ways, or it may
choose to emphasize characteristics that would differentiate it in more positive
ways by using elements of the marketing mix to move to a more advantageous
position on the grid. In either case, it is important to keep in mind that not all
competitors should plan to locate themselves in the same position on the grid
(different segments will be located in different places in accordance to their par-
ticular preferences). The trick is to find a market group of sufficient size, that
wants a particular combination of attributes the organization has the capacity
to provide—and is able to provide them better (faster, cheaper, with better out-
comes) than other organizations. If an organization can do something better
than a competitor, it will not be in the same place as a competitor on the grid—
it will be in a better one.
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In Figure 13.2 the shaded circles represent the size of market segments and
their preferences. We can see Organization A is well positioned and Organiza-
tion B is not. What should Organization A’s strategy be? It should continue to
emphasize the fact that it offers “one-stop shopping” (multiple services) and that
it is effective in delivering desired outcomes. What should Organization B’s strat-
egy be? This organization has two choices: it must definitely improve the public
perception of its effectiveness, but instead of adding more programs and services
in order to move up and serve the segment located in the upper right quadrant,
where it would have to compete directly with Organization A, it would be better
off to target the segment in the lower right quadrant interested in, say, effective
language training but who are not particularly looking for job training, child
counseling, or computer training. It should also be noted that there may be sev-
eral ways that it could “move” to the right on the grid and target the segment
we see there. It may be that this organization is, in fact, highly effective but that
is not well known. In that case a communications or advertising strategy would
be effective in “moving” the organization to the right. If, on the other hand, the
organization has not had a record of high achievement in language training, it
will need to change or improve its programs in order to increase the perception
of its effectiveness in this area.

Branding in the Nonprofit Sector

An important marketing idea related to positioning is branding. A brand is a
shortcut means of identifying an organization, program, or cause in a way that
differentiates it from alternatives. It is much more than a logo, a tagline, or a
document that outlines a set of desired organizational characteristics. A brand
is a psychological construct held in the minds of those aware of it. It embod-
ies a set of characteristics that external communities believe will be delivered
consistently. It can convey the organization’s position in the market, build trust
between the organization and its clienteles, raise an organization’s profile and
provide insulation from competition (Ritchie, Swami, and Weinberg, 1999).

In the nonprofit sector, branding was considered for many years to be an
expensive extra, and it is true that the typical approach to branding in the non-
profit sector could absorb considerable financial resources as new logos and
taglines were developed and advertised with little obvious return. Because this
work was often instigated and managed by only one department, usually the
fundraising department, there was little buy-in across the organization and cer-
tainly no sense that all functional areas needed to support the brand and possibly
even change service delivery modes and program elements to be consistent with
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the brand image. It was often seen as a notion that pertained to “market-driven”
organizations and had no relevance to organizations dedicated to social change.
The branding process in many organizations led to skepticism and even resis-
tance. This was exacerbated by the problems that developed in global or large
national organizations with multiple branches with a high degree of local auton-
omy. It can be very difficult to standardize not only advertising materials, but also
organizational cultures and decision making around the values inherent in the
brand (Quelch and Laidler-Kylander, 2006).

Despite these difficulties, nonprofit branding is experiencing a renewal in
nonprofit organizations as they come to realize that a brand is a psychological
construct that is based on trust—and that an organization is likely to be “brand-
ed” in the public’s mind whether the organization has taken a direct hand in that
process or not. Recently it has been argued that a new, explicitly nonprofit, brand-
ing paradigm is emerging, which views the development of a nonprofit brand as a
strategic effort to create greater social impact through sparking public discourse
on issues and to build support for an explicit theory of change, both externally
and internally (Kylander and Stone, 2012). Kylander and Stone characterized this
new brand paradigm as the “Nonprofit Brand IDEA,” which incorporates four
elements relevant to the nonprofit sector, specifically integrity (social mission),
democracy (a participatory process), ethics (shared values within an organization
and among its stakeholders), and affinity (key partnerships with those who buy
into the theory of change).

Managing the Marketing Mix

Having chosen target markets through a thoughtful approach to segmentation
and determined a positioning strategy on the basis of dispassionate competitive
analysis, the marketing organization is in a position to use the four major tactical
elements of the marketing mix to facilitate exchange relationships with its cho-
sen targets by offering them better “value” than alternatives. Value is the ratio of
benefits to costs, and in the nonprofit sector this, of course, includes not only
material benefits and financial costs but also intangible benefits (for example,
experience, status, social networks) and costs (time, inconvenience, hard work).
In other words, value is a perceptual construct, not simply an economic one.

Marketers, in an excessive devotion to alliteration, sometimes define the
elements of the marketing mix as the “four Ps”: product, place, price, and pro-
motion. None of these is a very exact term. In the nonprofit sector, the product
construct is the element of the marketing mix that refers to services, programs,



Trim Size: 7in x 9.25in Renz852965 c13.tex V3 - 07/11/2016 9:40 A.M. Page 381

�

� �

�

Marketing for Nonprofit Organizations 381

advocacy, or ideas for which the organization wants to find users or supporters.
Place refers to choices about distribution channels; price refers to all of the costs,
tangible and intangible, that are considered by potential exchange partners; and
promotion extends well beyond advertising to include all marketing communica-
tions (paid and earned, planned and unplanned).

Product Marketing in the Nonprofit Sector

The marketing of physical products, while it occurs in the nonprofit sector, is
relatively uncommon. Instead most nonprofit organizations are engaged in ser-
vice marketing and/or social marketing (behaviors and ideas). Physical products
such as items in a thrift store, baked goods in a sheltered kitchen, or merchan-
dise offered to those who buy membership is relatively easy for potential clients
to evaluate. The same is not true of services such as literacy programs or home
care for senior citizens, and it is even more difficult for potential supporters to
evaluate such intangibles as anti-racism, a political candidate, or recycling.

Programs, Services, Behaviors, and Ideas

Some of the key differences between marketing products and marketing services
are documented in the marketing literature. Services, for example, are generally
considered to be harder for users to evaluate and harder for producers to con-
trol, in terms of standardization of quality, and impossible to inventory. Recently,
scholars have also defined some of the key features that distinguish social market-
ing from product and service marketing: social marketing is often controversial
(safe sex, gay and lesbian rights, the banning of “obscene” art), it is often deeply
embedded in individuals’ lives, cultures, and psyches (racial prejudice, overeat-
ing, corporal punishment of children), and it often involves target markets that
are entire populations (changing to the metric system) or subsets of populations
that are pitted against each other (ownership of handguns, support of political
parties) (Andreasen, 2006; Kotler and Lee, 2007).

All of this suggests that the markets in which most nonprofit organizations
typically engage are the most complex and challenging in which to succeed.
Further challenges to making effective decisions about program marketing
are posed by the internal circumstances of most nonprofit organizations. First,
because competition is often considered to be weak or nonexistent, it is difficult
to make a case for spending resources to collect data about market preferences
or about new programs or services. In addition, where a case can be made
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for upgrading, downgrading, or eliminating a program, internal deliberations
can be complicated by the attachment of founders, directors, funders, staff, or
volunteers to preserving or protecting certain programs at the expense of other
priorities. Underlying all of these obstacles to timely and rational planning of the
“product line” is the absence of a market mechanism to arbitrate disagreements
as to the proper adding, dropping, or changing of nonprofit programs. This
can lead to extreme waste of resources, as sentiment about heritage programs
can outweigh a focus on overall organizational effectiveness in terms of goal
attainment. Most nonprofit organizations, especially larger ones but even small
ones to some extent, are an assemblage of enterprises. Such organizations
confront decisions not unlike those of a corporation that must determine which
product lines to promote, maintain, or drop.

Portfolio analysis is a formal analytical process that is useful in allocating lim-
ited resources formaximumeffectiveness in a nonprofit organization. Essentially,
portfolio analysis identifies the main programs of an organization, establishes a
set of criteria for judging the relative importance of these units, and evaluates
each program against those criteria. Matrix models are often used to conceptu-
alize andmanage the decision processes inherent in portfolio analysis. Individual
criteria can be clustered to produce a summary evaluation of the contribution of
each program to the organization’s goals on two or three key dimensions. In a
nonprofit situation, one of the dimensions used to evaluate a particular program
is “contribution to (or centrality of) mission,” and others may be such factors as
the size and growth of the market it serves, its quality and reputation, community
need, contribution to revenue or the likelihood of breaking even. The summary
appraisals are often mapped visually in a grid that yields a convenient visual rep-
resentation (MacMillan 1983) or fitted into a table in which “scores” are assigned
to each program on each dimension and then summed.

The Product Life Cycle

Programs, services, and policies need to be continually reappraised over the
course of their lives as the environment in which they are developed changes.
Important changes that affect nonprofit sector “products” are the entry of new
services or service providers, the emergence of new community needs, and
the loss of a major source of funding. A tool that has been useful in terms of
understanding and managing the lifecycles of nonprofit causes, organizations,
and specific programs and services is the product life cycle, based on the
similarity of a marketplace to an ecological environment. The product life cycle
(PLC) is visually represented as an “S” shaped curve mapped against two axes:
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in a nonprofit context the curving line represents the number of “exchanges”
(usage occasions, changes in behavior, and so forth) that take place as a program
or service or organization engages in market relationships over time. Verbal
models divide this evolution into stages of introduction, growth, maturity, and
decline, and the curve rises rapidly in the introductory and growth stages but
flattens dramatically in the mature stage of the life cycle.

Each phase of the PLC not only describes changes in both clients and com-
petitors at different stages of evolution but also prescribes useful changes in
marketing strategies to maximize the number of marketing exchanges at each
phase. As shifts in the awareness, demand, and behavior of clients and the pres-
sures of competitors emerge over time, nonprofit organizations need to change
the elements of their marketing mix in order to achieve maximum effectiveness
in terms of mission achievement. One of the most important insights from the
PLC for nonprofits is that an organization that is offering a relatively new pro-
grammay grow quickly in the early stage with little investment in communications
or strategic positioning. However, as its success attracts more clients and competi-
tors into the market system and the market reaches maturity, nonprofits will have
to devote more resources to competing for clients and funding, and can expect
the ratio of revenues to costs to decline substantially. In the for-profit sector this
would lead to a “shake out” in which some firms collapse and leave the market; in
the nonprofit sector this may suggest that mergers or partnerships are indicated
(Gainer, 1989).

Adoption and Diffusion

In guiding products through their life cycles, particularly the education and advo-
cacy programs characteristic of social marketing, nonprofit organizations can
also take advantage of what is known about how innovations are adopted and then
diffused throughout populations. Sociologists have discovered that new ways of
thinking and behaving are accepted by certain groups of people within a popula-
tion first, and that subsequent groups join in only after these initial “innovators”
have gone ahead. This diffusion process is represented visually by a “bell curve”
diagram, with “time” represented on the horizontal axis. Innovators or opinion
leaders are represented by the small tail on the left, followed, as time passes, by
a larger group of people known as “early adopters.” As the curve rises toward its
peak, more and more people adopt the behavior or ideas, eventually constitut-
ing the majority of the population. As the curve slopes downward again, the late
adopters, and finally the laggards, are converted.
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The implications of a model like this for nonprofit organizations are clear.
One of the aspects of diffusion is that special interest should be directed toward
finding and persuading those who are likely to be active and influential at the out-
set of the life cycle of a new idea or behavior. Rogers (1995) has suggested that
compared to those who “get on board” later, early adopters in a social system tend
to be younger, of higher social status, financially better off, more plugged into
impersonal and cosmopolitan information sources, and in closer contact with the
origins of new ideas. The model not only suggests that it is important to reach
these people early in the process of developing new programs or behavior but
also that it is a waste of organizational resources to target people who are more
likely to be in the majority or late adopter categories—even if these are the peo-
ple who ultimately are particularly important to reach. Even if the target market
most closely aligned with organizational mission is older, more conservative, and
of lower socioeconomic status, it is unlikely that a new idea or behavior will be
adopted by this group until it has become more widely diffused in the general
population. Nonprofit organizations often have a tendency to begin a program
by targeting those who need it most. Although this can appeal to funders and
board members, it can be a waste of organizational resources if the new ideas or
behavior are not widely accepted by society at large.

Pricing in the Nonprofit Sector

Too often in nonprofit organizations, prices (including a decision to deliver
goods or services at no fee, as in, say, a food bank or a crisis center) are set in
arbitrary and casual ways. Moreover, prices are often set on the basis of attitudes
or beliefs such as that services of a nonprofit organizations should always be
delivered free or that the target market cannot afford to pay anything, when this
is not necessarily the case. Many nonprofit organizations need to revisit their
pricing policies on the basis of objective research into the needs and means of
the target markets and decide whether they are accepting an unnecessary loss of
revenue and, as a result, perhaps accepting a diminution of available benefits to
their clients. Moreover, as more and more nonprofits address the revenue crises
they face through activities associated with social enterprise, they are going to be
setting prices in a competitive marketplace. For these reasons, pricing decisions
in the nonprofit sector need to be made in a logical and analytical manner.

Understanding Nonfinancial Costs: A “Value” Approach to Pricing. Before
describing useful approaches to setting monetary prices, it is worthwhile con-
sidering that the “price” of using a service or accepting an idea or adopting a
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behavior will include nonfinancial costs. Such nonfinancial costs might include
awkwardness or embarrassment, time costs such as missing work or having to
travel to remote and difficult locations, ancillary financial costs such as having
to pay for parking or childcare, or psychological costs associated with giving up
familiar or pleasurable habits.

A marketing perspective would put forward the idea that before putting
resources into promoting a service or a behavior, one should search out oppor-
tunities to reduce each of these nonfinancial costs. A “value” approach to pricing
would suggest that customers compare the benefits they receive for the costs they
incur. Lowering the costs to the clientele, including nonfinancial costs, can thus
increase the value of the offering substantially. Increasing the value of a product
by cutting social, psychological, and time costs may be particularly important in
a situation in which the organization is about to start charging for a service that
has previously been free.

Pricing Objective. If an organization has made the decision to set a financial
price for the first time or to revisit existing pricing policies, one of the first con-
siderations is to get a clear sense of the organization’s pricing objectives. There
are a number of pricing objectives; for enterprises that are designed to raise
money to cross-subsidizemission-based programs (such asmuseum shops), profit
maximization may be the dominant goal. In other cases the goal may be cost
recovery—in other words, instead of aiming for profits that can be used to subsi-
dize other programs or services, the goal is to be able to offer services or programs
so that their costs are covered by the people who use them. Cost recovery is used
in situations in which an organization does not have the capacity or the desire to
raise funds for certain programs from grants or donations. Setting prices accord-
ing to “ability to pay” is also a scheme used by many nonprofits that use sliding
scales based on income; objectives here are cost recovery but also social justice.
Other considerations that may lead some nonprofits to modify pricing schemes
that otherwise would focus solely on the basis of profitmaximization or cost recov-
ery are considerations such as not wanting to discourage use; not to be considered
elitist or exclusive; not thought insensitive; or incur charges of unfair competition
from private sector suppliers of similar services.

Pricing Strategies. Cost-based pricing. One of the easiest pricing strategies to
understand and implement is cost-based pricing. The only complication in
calculating the costs of services or programs is when an organization has a
portfolio of multiple programs and decisions need to be made about the
allocation of costs that are incurred jointly to individual programs (such as the
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rent paid for common facilities or the executive director’s salary). As when
diverse products come out of a single factory, an organization needs to arrive
at a basis for allocating charges that seems rational under the circumstances
(see Chapter Twenty-One and associated resources on the Handbook Internet
website for information about cost allocation methods). Once a method of cost
allocation has been developed, it is a simple matter to calculate the total cost of
providing a particular program within an organization.

However, setting the price to charge each client who accesses that program is
amore complicatedmatter. One of themost crucial pieces of information needed
for this decision is a break-even analysis. This analysis takes into account how
many “units” would have to be “sold” at a given price in order to cover all costs
to produce it. One begins by separating expenses that vary with the number of
clients (variable costs) from costs that are fixed regardless of how many people
access the service or program (fixed costs).

For example, if we think of a language class for new immigrants, it is clear
that printing costs for handout materials will vary according to how many people
sign up for the class (these are variable costs), whereas the cost for the instruc-
tor’s salary and the cost for the classroom space and heat and light are the same
regardless of how many people are in the class (these are fixed costs).

A second important pricing concept is that of “contribution per unit.” To
develop a concrete example, consider that the class described above has variable
printing costs of $200 per person for handouts and fixed costs of $1,750 for the
teacher and $750 allocated for the room, light, and heat. The contribution per
unit will be calculated by comparing the expected revenue per student (say we
are considering a price of $250) and the variable cost per student (which is $200
for printing). The difference between these two amounts is how much we get
from each student that will go to covering the fixed costs. Here our contribution
per student is $50.

When using cost-based pricing, both the break-even volume (howmany users
we need to cover all of the fixed and variable costs) and the contribution per unit
(how much each individual contributes to the fixed costs) must be considered.
If it appears that the price that needs to be charged to recover the full costs is
out of reach of the majority of users for whom the service is designed, then a
decision can be made to reduce the variable costs (use cheaper accommodation,
eliminate lunches, and so on) or to charge less than “cost” and subsidize the costs
through grants or donations.

Demand-based pricing. Note that whereas the organization began with costs
to calculate the break-even price, it then led to considerations about how
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prospective clients would respond to that price. This example demonstrates
that it is critically important to understand the concept of break-even in order
to plan fundraising or grant writing efforts, and that it is equally important to
understand that cost analysis is linked to demand analysis when actually setting
prices. A useful concept in analyzing demand is that of elasticity. Price elasticity
is the responsiveness of demand to changes in price. When a large change in
price causes little change in demand, demand is said to be “price inelastic.”
When a small change in price causes big changes in demand, the demand curve
is said to be “elastic” at that point. In general, inelastic demand means that an
organization can increase revenues by raising prices, whereas elastic demand
means that it is best to avoid price increases and, if the goal is to expand the
number of users of a product or service, to lower prices. Clearly, knowledge of
the elasticity of demand can be helpful in deciding whether to initiate user fees
and at what level to set them.

Elasticity of demandmay vary dramatically acrossmarket segments. That vari-
ability invites different prices for different segments. The differential pricing of
seats in a theater, the offering of lower-priced services for students or seniors, and
the subsidization of some children in a camp all represent pricing schemes that
recognize and respond to differing demand elasticities. Of course, differential
pricing involves ethical as well as economic decision making, which nonprofit
leaders must recognize, resolve, and defend.

Demand-based pricing requires that the price-setting organization knows or
is able to estimate accurately the value of the offer as perceived by the “buyer.”
This has important implications for nonprofit leaders. Those who are insulated
from their markets may substitute their own beliefs about their clients for facts
and thereby invent inaccurate pricing data. This can lead nonprofit organizations
to price their services too low based on beliefs about clients considering nonprofit
programs to be “second rate” or on beliefs about what clients will want to or be
able to pay.

Competitive pricing. Pressed to keep up with the demand for services, non-
profit organizations often react as though they have no competition and dismiss
competitive analysis as irrelevant. Yet the intended clienteles of most nonprofit
enterprises do have alternatives for their patronage. End-users often define
relevant competitors as those that offer similar benefits, rather than just similar-
looking products or services delivered by similar-looking nonprofit agencies.
Appraising competition can be useful in several ways. First, it will help identify
the ceiling—the highest price that can be charged. Studying competitors’ prices,
both monetary and nonmonetary, can also reveal ways in which service deliverers
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can offer better products at lower prices. However, nonprofit managers must also
consider the ethical implications of competitive pricing. Sometimes competitors,
particularly in the private sector, are able to offer low prices through extremely
low wage policies or by hiring less qualified service deliverers than nonprofit
agencies are comfortable with. Moreover, private-sector firms in high-demand
markets may choose to serve only those segments with high-profit potential,
whereas nonprofit agencies may feel ethically bound to make their services
available to those market segments with more limited means. However, for-profit
companies may feel that nonprofits are unfairly undercutting their prices
because they are not subject to the same tax demands as for-profit companies.
Thus, competitive analysis is a useful and essential input to the pricing process,
but it must be employed in conjunction with costs, market demand, and social
and ethical considerations.

Designing Marketing Channels

Decisions about how best to distribute an offering to a market can have a major
effect on the fortunes of the offering itself. In some respects, the choice of chan-
nels can be more critical in the third sector than in the private sector. When the
product is a service, it is often consumed at the same time and place that it is pro-
duced, thereby putting the nonprofit employee in direct contact with end-users.
Religious, psychological, health, and educational services tend to be of that sort.
The buyer-seller contact may be inherently sensitive and intrusive, making the
quality of the channel offering unusually critical to a satisfactory outcome and
requiring that the nonprofit marketer is a client-oriented channel manager. It
follows from this that the first step in channel design should be to analyze the
requirements of the end-user and a basic building block in building a market
channel is the user’s specification of acceptable performance.

In designing service facilities, management may find it useful to invoke a cat-
egorization common in retailing: that of convenience, shopping, and specialty
goods. Convenience products are those that the shopper will not exert much
effort to investigate; at the other extreme, specialty goods are those that call forth
considerable effort. Shopping goods lie somewhere in between. These defini-
tions, derived from clients, have implications for logistics: convenience products
must be readily accessible, while specialty products can be successfully distributed
through few and more remote channels. Thus, social marketing messages that
advocate changes in behavior will not be sought out by the target market and
must be readily accessible and ubiquitous in order to reach the target because
people will not seek out this information or put effort into finding it. Yet, an
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organization that provides specialized home care for a unique market segment
can probably expect that their services will be sought out.

When alternative suppliers are absent, as they often are in the nonprofit
sector, suppliers are inclined to design distribution systems that suit their conve-
niencemore than the end-user’s in order to save costs. Nevertheless, the organiza-
tion has to balance the client’s desire for convenience with the service deliverer’s
need for operating efficiency. There are several ways to manage this trade-off
(Lovelock andWeinberg 1989). One is to decentralize the client contact function
while centralizing the technical operations—this is the Red Cross model of blood
collection in which blood is collected where it is convenient to the donors but
processed centrally. This model is also used by international and national char-
ities that centralize direct mail fundraising, for example, but have many local
and regional offices that provide “high touch” engagement of volunteers who
raise funds through special events and social networks. A third variation of this
solution is to offer more limited services at branches than at the main site, and
a fourth is to join with other providers of compatible products to offer a larger
meaningful assortment at a local site—information agencies or entertainment
ticket agencies are examples of this channel strategy.

Related to a channel’s accessibility is the question of the kind and quality of
the experience it will deliver. In the past, museums and hospitals have attracted
critical comment for their forbidding atmosphere. In contrast, an immigrant set-
tlement agency may record its answering message in many different languages in
order to communicate a multilingual and multicultural atmosphere for callers
contacting the agency for the first time.

Finally, although there are often advantages for the short, controlled
distribution channels that are characteristic of most nonprofit organizations,
it is sometimes necessary or advisable to use channel intermediaries. These
channels may be cheaper, more quickly activated, more expert, or more acces-
sible to end-users. Nonprofit organizations also use channel collaborators in
order to achieve their goals. To illustrate, advocacy alone may persuade some
smokers that they should quit, but their behavior is more likely to change if it is
validated by medical judgments, mandated by laws, and supported by workplace
regulations. No organization acting alone can deliver all of these components,
but out of such imperatives come marketing partnerships among hospitals,
cancer societies, medical associations, school boards, industry associations, and
government department.

Where there are interinstitutional relationships, however, there will also
be conflict. Even institutions that want to collaborate will bring to the table, in
addition to complementary knowledge and skills, potentially competing values,
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goals, and priorities. Because charitable enterprises are highly value-driven,
imprinted with founders’ visions, protective of their turf, and in competition
for scarce funds, they are just as likely as business firms to experience conflict
in the distribution chain. Third-sector organizations need to be assiduous about
forming partnerships that work to the advantage of the distribution system
as a whole, including the end-user, and recognizing the need for continuous
attention to the power relationships and their management that a complex
channel requires. In the field of early intervention services for children with
disabilities, for example, it has been suggested that neutral brokers may help
parents or caregivers access the best services by resolving some of the channel
conflict that clients may lack the power to resolve on their own (Fugate, 2000).

Marketing Communications

The marketing communications program must flow logically from, and fit
consistently with, the other elements of the overall strategic approach to an
organization’s multiple markets. Additionally, as we see rapid changes in the
fragmentation of media with more specific media usage and a huge growth in
online usage, it is increasingly important to integratemarketing communications
across all the different media and contact points through which the various
clienteles of interest interact with a nonprofit organization.

Marketing communications in contemporary organizations consist of three
types of messages. Planned messages are the most obvious—the traditional
form of controlled communications comprising advertising, public relations,
direct response marketing, licensing, websites and Internet marketing. However,
communication does not only consist of messages that organizations send
out to their audiences, but also what messages are actually received by target
markets of interest. Recently it has come to be understood that unplanned (and
uncontrolled) messages play an equally important part in terms of organiza-
tional communications. Employee behavior, media stories and investigations,
chat groups and social network sites, government investigations, blogs, and
Twitter all convey information about an organization, its programs and services,
its policies and advocacy, and its brand. And there is a third, “unconsidered”
aspect of communications as well—factors such as service, facilities, and the
other elements of the marketing mix such as pricing, distribution channels,
and programs, and services communicate volumes about an organization and
its brand. These unconsidered elements of marketing communications are,
in fact, controllable and serve to underline the point that not only do the
formal elements of the communications mix (such as advertising and direct
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mail and public relations) need to be integrated, but that all of the messages
through which an organization communicates to its target markets need to be
considered, planned, and controlled in so far as possible.

Simply coordinating the look of marketing communications does nothing to
integrate the fragmented messages that contemporary clients receive, however.
To truly “brand” an organization so that it represents a clear, differentiated, and
trusted place in clients’ minds, the messages that they receive must be integrated
and consistently delivered—and not only across the different media an organi-
zation uses to get its messages out but also across all the different aspects of the
organization with which clients interact.

The traditional elements of the marketing communications mix used
by for-profit organizations are advertising, publicity, public relations, direct
response, sales promotions, and personal selling. Increasingly, new media,
especially the Internet, and sponsorships and events are coming to be seen
as important channels of communication as well. More and more marketing
communications take place in the street or online, as opposed to in the home
through advertising, mail, telephone, and news media. This shift represents not
only the emergence of new communications technology but also the emergence
of a new trend in marketing communications, namely participation. As people
become less and less inclined to simply “receive” marketing communications
and more engaged in participating in the creation of communications through
events and social media, nonprofit organizations need to recognize that,
although marketing communication still occurs through commercial channels,
it is also delivered through cultural and community contexts (Hanna and
Middleton, 2008). For example, research indicates that a “social network effect”
results in a different set of giving determinants; online donors give for different
reasons and to different causes than those who give through traditional media
(Saxton and Wang, 2014).

This is both good news and bad news for the third sector. On the one hand, it
means that unplanned and uncontrolled communications abound about organi-
zations that have traditionally already been subject to a very high degree of public
scrutiny and misinformation. On the other hand, it means that a sector, deprived
of the resources necessary to undertake expensive, advertising campaigns and
media buys, can, through strategic communications planning, capitalize
on one of its greatest assets—the engagement and participation of citizens
embedded in the social networks that constitute communities. Social networks
coupled with social communications technology appear to be leading to a new
resource for nonprofit organizations: that of “social media capital” (Saxton and
Chao, 2014).
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Summary

Marketing is themanagement discipline charged with facilitating exchanges with
key constituencies. The marketing concept posits that organizational success is
achieved through satisfying the needs and wants of exchange partners better
than competitors do. In large nonprofits, particularly in those that deliver ser-
vices in return for payment or create programs that attract large donations, we
have seen the adoption of sophisticated marketing systems and thinking across
organizational departments and levels, sometimes characterized as a “market ori-
entation.” Inmany other organizations, particularly those that aremost reliant on
grant income (transfer payments), the importance of external constituencies is
much less evident to leaders, andmarketing is still considered to be limited to the
fields of communications and public relations. A value-based approach to clients
(both providers and users of resources), a strategic approach to competitors, and
an analytical approach to organizational programs, services, and competencies
is lacking in many nonprofits. Moreover, in some nonprofit organizations, a fear
persists that a “marketing approach” to decision making will derail an organiza-
tion from its mission.

In part this is becausemarketing theory as applied to the for-profit sector dic-
tates that the marketing department has control over all of the “four Ps,” whereas
this notion is rejected almost universally in the nonprofit sector. In fact, in many
organizations there is a “dual leadership” function that is designed precisely to
separate decision making that pertains to operations and programs from that
which pertains to income development. In some arts organizations, this is for-
malized by having two “equal” leaders at the top of an organizational hierarchy
(Reid and Karambayya, 2009), whereas in other nonprofit settings the duality
may reside in one senior leader who takes advice on programs from different
experts than those who offer marketing advice. For example, in a live performing
arts company, the repertoire is largely chosen by the artistic director; in a family
service agency, the programs to be mounted are primarily determined by pro-
fessional social workers or psychologists; in a university, the curriculum is mostly
shaped by the faculty; in a public arts gallery, decisions about acquisitions lie pri-
marily with curators; and in a hospital, the type and quality of care are governed
largely by physicians, nurses, and other health care workers.

These customary organizational arrangements are highly significant for
nonprofit marketing. They testify to the fact that in many parts of the nonprofit
sector, key decisions about the most pivotal parts of the “marketing mix”
are made by experts who, in their training and their experience, have little
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exposure to or regard for marketing. Whereas the primary purpose of for-profit
organizations is to make money for their owners or shareholders, and thus it is
appropriate for marketing managers to have control over much of the produc-
tion of these organizations, the primary purpose of nonprofit organizations is to
serve the public good through the production of goods, services, and ideas that
are generated on the basis of expert knowledge and not necessarily on the basis
of demand.

However, while marketing experts in the nonprofit sector must understand
and accept that “subject matter” expertise is critical to achieving the mission of
nonprofit organizations, it is equally important for others to recognize that facil-
itating mutually advantageous exchanges between the organization and its envi-
ronments is critical. Nonprofit organizations achieve their mission not merely
through producing services and advocacy but also by ensuring that this produc-
tion is adequately funded and that their services and ideas reach those for whom
they are produced.

Marketing is the aspect of management in nonprofit organizations that
is most often to be found advocating for responsiveness to external clienteles
and environments. For-profit organizations have unambiguous feedback from
a conventional market mechanism, but nonprofit organizations must find
other ways to ensure that they respond effectively to clients’ wants and needs.
Marketing facilitates this responsiveness, not by developing programs and ideas
that are within the domain of subject-matter experts, but by monitoring the
environment, undertaking market research, communicating changing wants
and needs of key client groups, participating in portfolio analysis, suggesting
suitable segmentation schemes and target markets, creating and maintaining
a consistent brand internally and externally, establishing differentiation, and
most important, by fostering the relationships that are crucial to the long-term
survival of the organization. It is particularly important to recognize that,
although many of these relationships may provide financial resources that con-
tribute to sustainability, many others provide equally important “nonfinancial”
support—attitudinal and behavioral change, public trust, political pressure, or
volunteer commitment and engagement.

Progressive nonprofit organizations realize that in an era of increasing
emphasis on notions of transparency, accountability, participation, engagement,
equity, and democracy, a more systematic and strategic approach to both
understanding and responding to the needs of the multiple constituencies with
an interest in the organization is necessary. Organizations need to pay more
than lip service to the notion of including the needs of key constituencies,
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both internal and external, in their decision making and activities and to
the need for increasing participation in and engagement with civil society
organizations. Marketing is the discipline of management that is charged with
“boundary spanning” activities and bringing the perspectives and ideas of
external constituencies inside the nonprofit organization. Incorporating the
insights and analysis of marketing into decision making at all levels of the
nonprofit organization is thus a critical aspect of a new third-sector leadership
that is focused not only on increasing the resource base and visibility of the third
sector but also on enhancing its role in building connected communities and
an active and engaged citizenry.
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CHAPTER FOURTEEN

ADVOCACY, LOBBYING,
AND SOCIAL CHANGE

Marcia A. Avner

Nonprofit advocates and lobbyists have been involved in nearly every major public policy
accomplishment in the country—from civil rights to environmental protection to health
care. These are not abstract issues. Tens of thousands of lives have been saved by
passing laws that improve car safety and reduce drunk driving. Hunger and disease for
millions of children have been reduced by passing laws that advance public health as well
as food and nutrition programs. . . . In other words, nonprofit advocacy is an honorable
tradition, a peon to our American heritage, the First Amendment, and free speech.

GARY BASS, OMB WATCH (2009), “ADVOCACY IN THE PUBLIC INTEREST”

Charities make an enormous contribution to our national life, and a good
share of that is accomplished through direct services. The challenges that we

face, in our communities and as a nation, call for continued support for needed
services, and they call for more: they call for policy solutions that address root
problems and the growing promise of new opportunities. As nonprofits increase
their recognition that policy matters, they fulfill a need identified by the late Bob
Smucker, a pioneer in nonprofit advocacy, who asserted that “the right of citizens
to petition their government is basic to our democracy, and charities are one
of the most effective vehicles for allowing citizen participation to shape public
policy. Our democratic system can only be strengthened by charities and their
volunteers telling public officials about the needs as they see them—firsthand”
(2005, p. 231).
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Emmett Carson, CEO of the Silicon Valley Community Foundation, under-
scored these ideas in a 2013 keynote address at ameeting of nonprofit leaders and
philanthropists hosted by Independent Sector, saying that “Our advocacy is essen-
tial to a well-functioning democratic process.” Carson writes, in Power in Policy:

Only public policy engagement can affect the laws that determine
how people will be treated, what services will be provided, what behav-
iors are acceptable, and the incentives and disincentives to compel
compliance. . . . Status quo mission statements often focus on providing
direct human services and do not include a philosophy for social change.
Such mission statements are an implicit endorsement that the current
socio-economic system of providing opportunity is essentially fair at allo-
cating scarce resources. Status quo mission statements hold the view that
there is no need for a fundamental reordering of any aspect of the exist-
ing system. The status quo is not enough. If we are to realize the promise
of a democratic society, we need to meet the enormous challenges in our
economy, our environment, our infrastructure. (Arons, 2007)

Carson also asserts: “Democratic society is healthier when the public is
exposed to and engaged in debating the kind of society in which we want to live
and our mutual obligations to each other.”

This chapter introduces the topic of nonprofit advocacy and civic engage-
ment and provides readers an understanding of what constitutes public policy
advocacy, why nonprofits are uniquely positioned to be effective advocates, the
potential benefits, and how to make this an integral part of a nonprofit’s strat-
egy for meeting mission. We urge nonprofits to recognize the importance of
their role in public life in addressing the economic and social challenges of our
times by including advocacy and civic engagement in their missions. In an era
of income inequality, needed reforms in the criminal justice system, threats to
voting rights and human rights, and major debate about the role of govern-
ment in health care, education, social services, housing, climate change, jobs,
wages, and other keystones of our society, nonprofits have a responsibility to
be involved.

Nonprofits are in the unique position to both serve as experienced experts,
advocating for policies that they believe will benefit the people they serve and
vehicles for engaging the community in the public dialogue about issues. It is a
fundamental tenet of our democracy that people who are affected by decisions
should have a voice in those decisions. Nonprofits can and should make sure that
our organizations and the people in our communities meet that civic obligation.
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Why Should Nonprofits Advocate?

Nonprofits have the potential to create public policy changes that have a pro-
found impact on peoples’ lives. Imagine the power and the reach of the nonprofit
sector, given the experience, expertise, intellect, and commitment of boards,
staff, volunteers, participants, and donors! Nonprofits connect to essentially all
members of our society. More and more nonprofits recognize that the combina-
tion of knowledge, community involvement, and a broad base of support position
this sector to lead the way in shaping policy strategies that address our local, state,
and national problems in sound and responsible ways.

How Do We Know That Nonprofits Make a Difference?

There is a long history of nonprofit achievement in shaping policy. In a short
period of time, starting at the local level, nonprofits dedicated to preventing
cancer, lung disease, heart disease, and unhealthy workplaces have built a
“smoke free” movement that has achieved nationwide changes in indoor envi-
ronments. These organizations’ advocacy efforts have led to changes in the laws
and, most important, changes in personal behavior and cultural norms. In an
additional example, through the efforts of a diverse group of nonprofits working
consistently over many decades, nonprofit advocacy has led to creative solutions
to family violence. We now address that violence with policies that mandate
anti-bullying programs in schools, protections for victims of abuse, services for
survivors, and sanctions and treatment for perpetrators. The Violence Against
Women Act would not have advanced without the determined work of countless
nonprofits and citizen advocates. Advocacy works. Community organizing and
engagement work.

What Do We Mean by Advocacy, Lobbying, Organizing?

Advocacy is general support for an idea or issue, and direct lobbying is a specific
form of advocacy. Nonprofit lobbying involves asking an elected official to take a
particular position on a specific legislative proposal. For instance, asserting that
“We have 7,000 homeless people a night in our city and we need more affordable
housing” is an advocacy position. Moving to the specific opportunity and asking
a state legislator “Will you vote yes on Senate Bill 6643, which ensures that all
publicly subsidized housing requires eligible tenants to pay less than 30 percent
of their income in rent,” is direct lobbying. Lobbying is asking for a particular
action on a discrete proposal. Organizing is the ability to understand who has an
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interest in the issues and positions that you champion and to engage those people
and institutions in working with you, in becoming part of your base of support.
Grassroots organizing, which engages people who are likely to be directly affected
by the decisions that are under consideration, builds the power and resources of
your organization and your community. Constituents in their communities have
unique access to elected officials, and when they are involved in your advocacy
and lobbying, they expand your impact through their relationships and numbers.
A nonprofit that advocates through organizing and lobbying can achieve change.

What is civic engagement ? This broad term applies to organizing efforts that
inform people about issues and create opportunities for them to have a voice on
issues that matter to them. It includes involving people in the electoral process.
For nonprofit organizations in the United States, this work must be scrupulously
nonpartisan. Within that constraint, nonprofits can lead and support voter reg-
istration, voter education, candidate education, and voter turnout.

An emergent trend in the nonprofit and philanthropic domains is to
integrate issue-based advocacy and lobbying with civic engagement to ensure
community voices have power in shaping policies and holding decision makers
accountable. Some groups refer to this as “Integrated Voter Engagement.”

FIGURE 14.1. The Advocacy Cycle

Build
Power to
Change
Policy

Legislative Policy
at All Levels

• Grassroots
• Lobbying
• Communications

Civic Engagement

• Voter Registration
• Voter Education
• Nonpartisan GOTV

Source: Grassroots Solutions. Used with permission.
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Others describe it as a “virtuous circle” that includes educating candidates and
elected officials on issues and positions using the experience and expertise in
the community, and then working to advance work on issues in legislative and
executive branch arenas (Figure 14.1). This chapter invites readers to consider
how this integrated approach builds and sustains community involvement in
important policy work.

So Why Don’t More Nonprofits Advocate, Lobby, and Promote Civic Engagement?

The call to advocacy is clear. Yet recent research on nonprofit participation in
advocacy and lobbying (Arons, 2002, 2007) makes clear that many 501(c)(3)
public charities, especially those dedicated to providing social and human ser-
vices, are not engaging in or maximizing their potential to fulfill their mission
because they are meeting needs but not addressing the reason that so many basic
needs exist.

Bob Smucker sheds light on the reluctance of some nonprofits to advocate
and lobby, noting:

The importance of government decisions on nonprofit programs and the
government funding of those programs argues strongly for the develop-
ment by nonprofits of lobbying skills and knowledge of the laws governing
nonprofit lobbying. However, managers of nonprofits and their boards
of directors have been slow to recognize and act on this point. Many still
doubt that lobbying is a proper and legal nonprofit activity. . . . The law is
absolutely clear about the legality of lobbying. . . . In 1976 legislation was
passed that clarified and vastly expanded the amount of lobbying non-
profits can conduct. Equally important, on August 31, 1990, the Internal
Revenue Service promulgated regulations that support both the spirit and
the intent of the 1976 law. Together the law and the regulations provide
more lobbying leeway than 99 percent of all nonprofits will ever need or
want. (2005, pp. 231–232)

Civic engagement is also an area where the lack of understanding of rules for
nonprofit electoral activity stymies nonprofits. A critical rule to guide nonprofits
in elections is that they may not do anything to influence the outcome of an
election by supporting any candidate or party. As nonprofits active in elections
for many decades report, engaging people because they and their community
need to be part of the process—without influencing HOW they should vote—is
relatively easy and valued by eligible voters who want to know how to participate
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and are tired of pressure from candidates and parties. People value information
from trusted community partners. They want to know how to register, know about
candidates, know when and where to vote, know how to navigate local election
rules and practices, and know how to protect their voting rights.

Even when a nonprofit organization’s leaders understand that lobbying is
legal and that it is, in fact, a responsible activity for nonprofits to undertake,
many are still uncertain about how to build an advocacy and lobbying effort. Put
doubts to rest. The following pages offer a practical understanding of how to plan
and act to impact public policy debates. We begin with the role of nonprofits in
advancing their cause through public policy advocacy.

The Role of Nonprofits in the Public Dialogue

Nonprofit public policy advocacy strategies are essential to mission accom-
plishment. Nonprofits in a diverse array of activity areas share a common
commitment to meeting the interests and needs of people and communities.
Their work on programs, services, and excellence in management are directed
to the changes they want to make in society. The work of nonprofits is different
from the work of political and business institutions, and nonprofits advance
goals, ideas, movements, and programs separate from governmental and market
priorities. Nonprofits bring values, information, and the voices of the community
to their work with government. Often nonprofits are a countervailing force to
the influence of the marketplace on governmental decisions at all jurisdictional
levels. Because of their unique and essential role in ensuring a full, informed
public dialogue, nonprofits need to fulfill their key role in decisions about
government programs, policies, and priorities.

Nonprofits often work with people at the individual and community level.
Public charities often have the most far-reaching, trusted, and comfortable of
relationships with people in their communities. Based on those ongoing and
respected relationships, nonprofits have the potential to encourage individuals
and groups to step up to their place in a healthy democracy. And nonprofits
provide public leaders with insights about community interests. These organiza-
tions hold government accountable to a broad public, present the diverse values
reflected in society, and advance issues that are not otherwise addressed. And
they are a vehicle through which many members of the society have a voice in
the policy and political process.

Public policy need not be mysterious. Nonprofits need to recognize that, at
the core, public policy embodies the decisions we make about how we will care for one
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another, our communities, and the land. Regardless of whether a particular organiza-
tion’s issues are addressed at the federal, state, or local level, nonprofits have the
opportunity and the responsibility to shape policies. Without policy work, non-
profits might never have seen an Americans with Disabilities Act provide access to
countless spaces and resources for people whom they may serve. Without public
policy work, nonprofits could not have shaped some responses to welfare reform
that enable people to get out of poverty, not just off welfare. Without public pol-
icy, nonprofit arts organizations would not have resources to play their role in
building quality of life and serving as economic engines in communities. Without
public policy, nonprofits would have lost their sector’s rights to lobby, to engage
in voter registration, benefit from tax exemptions, and secure what funding exists
for the programs and services they offer.

Their public policy work is essential to nonprofit mission, but it is also essen-
tial to policymakers. Elected officials must be generalists. Nonprofits bring to
them expertise and experience that is needed for a fully informed public policy
debate. Charities have information: research, data, stories, measures of support.
Since policy decisions will be made with or without nonprofit input, the choice
to enrich the policy dialogue with our knowledge and point of view becomes an
imperative.

It long has been the role of the sector to engage people in the decisions that
affect their lives; this is yet another dimension of a nonprofit’s role in a demo-
cratic society. Through nonprofit information and organizing efforts, individuals
who would otherwise be silent add their ideas, interests, and insights to the pol-
icy debate. Through nonprofit, nonpartisan political activity, people who are not
engaged in the public life of the community may become voters, participate in
community and public sector decision making, and exercise their potential to
work for their communities’ interests.

Nonprofit advocacy work is not abstract. It is a concrete component of an
organization’s work to identify and meet needs, protect community resources,
and ensure that individuals are using the power they have to be a voice on issues.
Collectively, nonprofits promote, protect, and support policies and reforms that
impact quality of life, community vitality, economic security, and justice.

Americans have a long-standing tradition of association and expression
on political issues . . . they largely organize their voices through a variety
of nonprofit organizations. In fact, nonprofit organizations are a familiar
institutional force in American politics on almost every side of every issue.
They promote the interests, values, and preferences of a diverse civic cul-
ture that includes the mainstream and minority, social service providers
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and their clients. . . . Along with elected officials and formal institutions of
government, nonprofits are part of the system of representation in Ameri-
can democracy. (Reid, 2006, p. 343–344)

What Constitutes Advocacy?

Advocacy is general support for an idea or issue. We are all advocates. As individ-
uals and as organizational leaders, managers and staff, we embrace causes and
work to persuade others to support our issues and our point of view.

Lobbying is a very specific form of advocacy. Lobbying is explicitly defined
by the IRS in its regulation of nonprofit organizations. Details about what con-
stitutes lobbying and how nonprofits report such activity are included later in
this chapter and in extensive online resources. Basically, lobbying involves you,
or those whom you organize and mobilize, asking elected officials or others who
can make policy decisions to act in a particular way on a specific policy proposal.
Although advocacy includes broad promotion, education, persuasion, and lob-
bying, lobbying is that limited component of advocacy that includes a request for
a particular action on a specific policy.

Organizing involves building, engaging, preparing, and mobilizing a base
of supporters. Included in organizing is the ability to understand who is likely to
support the issues and positions that you champion and to engage those people
and institutions in working with you on behalf of an issue. Grassroots organizing,
which engages people who are likely to be affected by the decisions that are on
the table, builds the power and resources of your organization. Constituents in
their community have unique access to elected officials and, when constituents
are involved in your advocacy and lobbying, they expand your impact through
their relationships and numbers. A nonprofit that advocates through organizing
and lobbying can achieve change.

Building and Contributing to Social Change Movements

While it is great to “win” on single specific issues, nonprofits have the knowledge,
leaders, power base, and regional and national networks to inspire, implement,
build, and sustain social change movements. In so doing, nonprofits shape the broad
political will to remedy societal problems. Social change movements have revolu-
tionized the way Americans understand and respond in values and policies to an
exceptional array of issues, including domestic violence, food safety, substance
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abuse, abuses of corporate power, human rights, poverty alleviation, public art,
medical care, early childhood education, and so much more. Individually and
collectively, movements work to change systems, rules, and regulations in ways
that improve conditions for programs and services that people count on in their
communities.

An Example

Imagine a nonprofit that provides shelter and programs for the homeless.
They are also advocates for more shelters to meet existing and future needs
and for increased units of affordable permanent housing. This nonprofit,
Coalition for the Homeless, engages in a wide range of activities. Staff works
with local university faculty to research the numbers of people experiencing
homelessness, the diverse reasons for individuals and families to be homeless,
the numbers and effectiveness of services for the homeless, and the unmet
needs in the community. In sharing that information and their concern that
more be done to alleviate homelessness, the coalition’s nonprofit advocates
communicate with all those connected with their organization, with allied orga-
nizations and coalitions, with the media, with Facebook friends, and probably
include what they know and are passionate about in most conversations. They
may have general discussions with elected officials about the problem as they
understand it.

In preparing to be effective advocates, the organization carries out a
well-planned organizing campaign. It identifies those who are already on board
with their work, those who have an interest in the success of the work, and those
who will be most directly affected by the proposed changes. In reaching out,
often on a one-to-one basis, they learn about the individual or organization’s
specific interests and capacity to support an advocacy campaign. As they target,
recruit, educate, prepare, and mobilize the supporters whom they can win over,
the nonprofit builds a powerful community base that can leverage change.

As they work for particular reforms or laws as part of the solution to the
problem of homelessness, their advocacy effort has a lobbying component.
Lobbying is the work that the organization does to prepare for the “ask”— the
request, for instance, to the head of the State House of Representative’s Housing
Committee to support a particular proposal. The lobbying component builds
on all of the advocacy that the coalition has done and is the step that focuses on
the effort to get decision makers to “Vote to stop the bill that cuts funding for
the homeless,” or “Vote ‘yes’ for House File 220 to fund three hundred units of
affordable housing at scattered sites in Santa Fe.”
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Because affordable housing is a nationwide need, nonprofit networks and
coalitions combine their efforts to do public education, organizing, and advo-
cacy. They work to build a movement, to raise public awareness and inspire broad
public support for making housing a priority in communities across the nation.
Countless groups working at the local level change attitudes and reach deeply
into the community. The work at the local level connects to similar efforts in
other places, often through nonprofit networks and national associations. As
values change, as the issue becomes a national priority, as increasing numbers
of political leaders and officials take up the issue to satisfy the needs of their
constituents and communities, an affordable housing movement expands and
elevates the issue in public and political life.

Nonprofits that have been effective in winning housing victories and build-
ing a movement at the national, state, and local levels keep their supporters
involved by sustaining their engagement. From policy advocacy in legislative are-
nas, they turn to civic engagement activities. Nonprofits and supporters of hous-
ing policy, for example, talk to potential voters about the importance of learning
and influencing candidates’ positions on housing issues and voting for those
whose interests match their own. They encourage people who care about the
issue to participate in the public life of their community, promoting housing in
many ways—from voting, to serving on task forces and boards, to participating
in media opportunities that advance the issue.

Civic engagement is one of many terms used to describe efforts to sustain and
expand participation in all forms of activities that relate to democratic society.
Some nonprofits increase civic engagement by convening groups to understand
an issue. For example, they hold “Eggs and Issues” breakfasts or community town
hall meetings to encourage people to understand and become involved in issues
of concern, from the placement of a stop light at a dangerous intersection to the
elements of national health care reform. Many nonprofits encourage the peo-
ple with whom they work to be active with advocacy groups that are working to
address an issue or to volunteer to serve on the citizen task forces and committees
that inform governmental activities.

For increasingly large numbers of nonprofits, nonpartisan votermobilization
builds on the organization’s trusted role in the community to encourage those eli-
gible to vote to learn the election process, register to vote, know about issues and
candidates, and vote. These activities have drawn many people into exercising
their proper role in democracy in the interests of themselves and their communi-
ties. Engaging nonprofit constituents in both issue advocacy and electoral activity
increases the impact of community and nonprofit voices.
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Nonprofit Activism and the Law1

Nonprofits have the opportunity and responsibility to engage in democracy-
supporting activities as discussed here. Nonprofit executives and board members
need to recognize that lobbying is legal and, within limits, encouraged.

In the United States, the Internal Revenue Service (IRS) regulates lobbying
activities. At this federal level, the oldest standard for lobbying limits has been the
1934 “insubstantial part test,” which states that “no substantial part of a charity’s
activities . . .may be carrying on propaganda or otherwise attempting to influence
legislation.” This dangerously vague standard frustrated and intimidated propo-
nents of nonprofit lobbying and led to successful pressure for the passage of the
1976 Lobby Law, which establishes a “bright line test” for the limits of permissi-
ble lobbying. (See Chapter Two of this Handbook for more on all facets of U.S.
nonprofit law.)

The IRS developed rules under the 1976 law that establish a clear expendi-
ture test for 501(c)(3) lobbying. This bright line test requires nonprofits to file
IRS Form 5768, known as the “h” election” because it refers to Section 501(h) in
the Internal Revenue Code. The “h” election provides a generous allowance for
lobbying activity, capped at $1 million in lobbying expenditures and calculated
as follows:

• Twenty percent of the first $500,000 of exempt purpose expenditures, plus
• Fifteen percent of the next $500,000 of exempt purpose expenditures, plus
• Ten percent of the next $500,000 of exempt purpose expenditures, plus
• Five percent of the remaining exempt purpose expenditures up to $1 million

More of the expenditures allowed under the “h” election may be used for
direct lobbying than for grassroots lobbying. Direct lobbying, in which the non-
profit and itsmembers ask legislators to vote or act in a particular way on a specific
issue, may be used for the full amount of the allowed expenditure. If the non-
profit reaches out to the broader public, which constitutes grassroots lobbying,
only 25 percent of the allowable expenditure may be dedicated to that work.

Many activities are not counted as lobbying, thus making the lobby limits
even more generous. Activities not counted as lobbying include:

• Contact with elected officials on executive branch officials on proposed regu-
lation (as opposed to legislation);

• Lobbying by volunteers (because no money is expended; only reimbursement
for travel or meals for volunteers is counted); and

• Response to written requests to testify before legislative bodies.
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Lobbying activity is reported as a component of a nonprofit’s Form 990 filing
with the IRS. Nonprofits that have taken the “h” election have a much simpler
expenditure report than those that choose not to use the “h” election. Those
not choosing the “h” election need to provide detailed descriptions of all lob-
bying activity. It is recommended that nonprofits that are comfortable with the
$1 million cap on the lobby limits file for the “h” election.

In spite of the clarity of the bright line expenditure test option, studies of
two thousand organizations were conducted by Jeff Berry and David Arons in
2003. They concluded that most view the rules as overly complex. For this reason,
the rules and reporting requirements have had a chilling effect on nonprofit
lobbying.

Individual nonprofit board and staff leaders need to take advantage of the
resources available to help them understand the rules that govern lobbying and
assure that their organizations choose to elect as appropriate, and then have in
place, the simple systems required for tracking time and expenditures that need
to be reported.

More detailed information about the lobby law itself and action steps for non-
profits that choose the “h” election are available on the Internet resource site for
this book. There readers will find samples of IRS form 5768, sample forms to
enable a nonprofit to track time and expenditures for lobbying activity, and sam-
ples of 990 reporting. Organizations that provide information, training, and work
for lobby law reform are easy to access from this resource site, as well.

Nonprofit Nonpartisan Election Activities and the Law

Nonprofits are prohibited from participating in partisan political activity, and
theymay not take any steps to influence the outcome of an election by supporting
individual candidates or parties. Nonetheless, nonprofits (while taking care to be
rigorously nonpartisan) have an important role to play in elections.

Nonprofit VOTE, a national online resource center for nonprofit nonparti-
san election activity, studied the impact of nonprofits in the 2012 U.S. elections
(2012). Their report, “Can Nonprofits Increase Voting Among Their Clients,
Constituents, and Staff” presents evidence that nonprofit service providers, using
personal contact with the people in their community, increased voter turnout
among low propensity voters. They reported that nonprofits had several impor-
tant impacts:

1. They reached clients and constituents who were more diverse, lower income,
and younger than other registered voters in the twenty-seven states studied.
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2. The eligible voters nonprofits contacted personally voted at a higher rate than
the average turnout for voters in their states.

3. Those traditionally underrepresented in the voting population increased
participation in voting significantly when nonprofits engaged them, and
this closed the usual gap in voter turnout based on race, ethnicity, income,
and age.

Checklist: Preparing Your Organization for Nonprofit
Advocacy Engagement

Nonprofit advocacy and nonpartisan voter engagement are legal. But what steps do
nonprofits need to take to do this work well? Here is a checklist of preparatory steps:

❑ Formalize the organization’s commitment to advocacy.
❑ Know the laws governing nonprofit lobbying and election activity.
❑ Develop a strategic plan for advocacy work.
❑ Identify capacity needs and plan to build the capacity needed.
❑ Be issue experts: conduct and prepare research and communications.
❑ Learn about policy arenas where you will be working.
❑ Target and recruit allies and partners.
❑ Study and prepare to respond to opponents.
❑ Build advocacy and organizing skills.

Build Advocacy Capacity

While it is easy to identify many nonprofits that have an ongoing commitment to
public policy advocacy and to celebrate their accomplishments, most small and
mid-sized nonprofits have engaged in little intentional planning for advocacy as
a key strategy. Nonprofit leaders, good stewards for their organizations, step for-
ward when there is an immediate threat of cuts in government funding, but they
don’t build the commitment, capacity, or skills to sustain their advocacy efforts.
To advance their ability to use advocacy as a tool for shaping change, nonprofits
would benefit from the following specific steps:

Make a Commitment. The board and staff of a nonprofit need to agree that
advocacy is a key component of their work. Organizations that do so often
design board-level policy committees or policy councils that include program
participants, sister organizations, and community leaders to ensure there is good
counsel and focused attention to policy work.
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Plan. Advocacy should be included in an overall strategic plan, or an advocacy
plan can be developed and integrated into the organization’s overall strate-
gic plan. Sample planning guides are available on this chapter’s section of the
Handbook’s Internet resource site. Among the core planning questions: Is our
organization making a short-term or long-term commitment to advocacy? What
are our near- and long-term policy goals? What systems do we need to develop
to support issue selection, timely decision making, and securing the resources
and skills needed for the work? Who will shape and implement the advocacy
plan and serve in the role of policy coordinator?

Build Capacity. The organization needs to identify needs and current capacity.
There are guides available to support nonprofits in assessing their capacity needs
(see the Internet resources). In addition to a strong strategic plan for advocacy,
nonprofits can rely on a growing field of publications to determine:

• The organization’s decision making processes;
• Criteria for issue selection;
• Processes and protocol in targeted executive and legislative arenas of influ-

ence at the local, state, or national level;
• Commitments of staff time and resources to advocacy at levels that are care-

fully matched to advocacy goals; and
• Communication systems for internal and external information dissemination.

Strengthen the Knowledge Base. Conduct research. Collect information. For-
mat the data and stories that your organization has built over time. Understand
where there are additional informational resources. Nonprofits add value to
the policy dialogue because of the experience and information that they bring
to the table. Be sure that you make a strong case for your position by having
user-friendly data and well-developed and presented stories.

Know the Arenas for Change. At all levels of government, Internet-based infor-
mation is available about how policies and budgets progress through a policy
process, time lines for action, and the roles and background of key decision mak-
ers. Often the elected officials who champion the issues that you are working on
and those elected in the areas that you serve can be your guides. Staff for indi-
vidual elected officials and for committees that work with your issues can provide
essential information about the process and the history of the issues. It is also use-
ful to understand the culture of the legislative arenas to recognize how to shape
your nonprofit’s work. In the highly polarized political landscape that dominates
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much of our national and state work, nonprofits can be nonpartisan bridge mak-
ers, bringing people together around issues that have broad reach.

Identify Partners. Many issues are important tomultiple nonprofits and the peo-
ple they serve. A nonprofit new to advocacy rarely has to discover and do this work
alone. It is often most productive to work with existing or emerging alliances and
coalitions with which your organization has a common agenda. It is useful to find
partners and mentors, and state or national organizations can be helpful match-
makers. The National Council of Nonprofits can identify state-level associations
of nonprofits; these associations can facilitate connections to like-minded organi-
zations. National organizations that focus on your issues can be especially helpful
with materials, model advocacy efforts, and identification of allies.

Understand the Opposition. Knowing who opposes your position and why
enables your nonprofit to prepare responses to other points of view. Elected
officials appreciate knowing what you know about all “sides” on an issue. In
addition, knowing the opposition’s case allows you to preempt their key messages
by addressing them in your own case statements.

Build Skills. Much nonprofit advocacy depends on relational skills, and non-
profits can gain training in the key components of advocacy, lobbying, and civic
engagement from state or national infrastructure organizations. State associa-
tions of nonprofits usually provide training and materials to their members and
others, and entities like the Bolder Advocacy Campaign at the Alliance for Jus-
tice, Independent Sector, the National Council of Nonprofits, and universities
with leadership programs all offer training and skill-building programs.

Framework for Advocacy: A Pragmatic Approach
to Advocacy and Lobbying

Checklist: Steps in Developing and Implementing a Lobbying Plan

The following are essential to do as you develop and prepare to implement your
lobbying plan.

❑ Understand the framework for an advocacy action plan presented as follows
and apply it to your issue and our planning process.

❑ Set your policy issue goals.
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❑ Prepare your key messages and materials.
❑ Include messages about your organization as well as your issues.
❑ Identify and prepare your key messengers: lobbyists and organizational

spokespersons.

Once nonprofits understand that advocacy is part of their work and have
made a commitment to implement advocacy strategies, it is important to under-
stand how to act on policy issues. Whether the objective is to propose a new
policy, to join efforts to pass legislation, or to stop a proposal deemed harmful,
nonprofits can be rapid responders to immediate needs and can build effective
advocacy and lobbying strategies with a pragmatic and systematic approach.

The Advocacy Triangle presented in Figure 14.2 poses four key questions
that a nonprofit should be able to address with a high level of specificity:

1. What is the problem or opportunity?
2. What do you want to have happen?
3. Who decides?
4. How do you influence them?

Once the nonprofit decides on what it wants to happen and how to talk
about it, there are three core tactics to be considered: direct lobbying, grassroots
organizing, and media advocacy.

Set Goals: What Do You Want to Happen?

Advocacy and lobbying are heavily influenced by external factors that the non-
profit cannot control. While nonprofits do this work to create sound policies by

FIGURE 14.2. Advocacy Triangle

Advocacy Goals
and Key Messages

Lobbying

Media Grassroots
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passing laws and ensuring that they are implemented, there are many objectives
to be met along the way to achieving a “win.” It is important to set goals and
specific objectives related to the policy result to be achieved, but also aim to:

• Establish your organization as a trusted resource to elected officials and
staff.

• Insert your experience, expertise, and point of view into the policy dialogue.
• Build support from likely and unexpected sources.
• Establish ongoing connections to the base of supporters to build power for

the long term.
• Build positive working relationships with decision makers, staff, and

media.
• Position your work to be covered favorably in traditional and social media.
• Strengthen internal capacity, including board capacity for engagement in

advocacy (including an active policy committee).

Focus on Position and Power

Remember, nonprofit advocacy is most effective if it is based on a long-term, sus-
tained effort to work for change that is grounded in your organization’s values,
vision, and mission. In setting goals, place a premium on positioning your organi-
zation to be a resource and a valuable leader in the public dialogue and building
power to work for the changes that are needed.

Prepare Key Messages and Messengers

Nonprofits need to be able to provide clear and compelling case statements.
What is the problem or opportunity? What is the proposed solution and
why? What is your organization and what is your expertise and position?

Once these questions are addressed in thoughtful message development,
they become the background for consistent messaging throughout an advocacy
campaign. The core message should be used internally, in building and expand-
ing the base, in conversations with elected officials and other leaders, and in
media messages. The challenge is to present the core message in a way that is
effective with the intended audience. Once the case statement is prepared, short
versions of the key themes work well with introductory meetings with all target
audiences.

Match the depth of detail in the message, the tone of the message, and the
medium for moving the message to the intended audience. What do they care
about? How do you connect your cause to their interests? What do they need to
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know about the issue and your position, even if they have only a brief amount of
time with you?

It is useful to assess each audience by asking: What do they need to know?
Who do they need to hear from? The messenger and the media are as important
as the message. The organization should determine who manages the message
as it adapts to the evolution of the dialogue and who prepares the messengers.
Then develop ways to ensure they deliver a consistent and disciplined message
while reaching out to many audiences.

Nonprofits can be highly effective at reaching target audiences—their
supporters, opinion shapers, and elected officials—when they use both tra-
ditional and social media. Some audiences respond to coverage of issues by
traditional newspaper, radio, and television outlets. A nonprofit media plan
should identify the journalists and outlets that cover the issues, build strategic
working relationships with those media, and use all the tools needed to reach
them. This work might include letters to the editor, opinion editorials, news
conferences, press releases, placement of features articles, editorials, and
columns. Some elected officials and members of the public will follow these
sources regularly, often relying on their websites as well as printed editions of
papers and television or radio broadcasts. In an era of media fusion, nonprofits
can approach the multiple formats used by traditional media to advance their
issue as we “read” the radio news and “watch” newspaper stories online.

Because social media have become central to our public dialogue as well
as our social lives, nonprofit communications strategies need to maximize their
strategic use of these tools, too. By “social media,” we mean online tools and sites
that allow for two-way communication between you and your audiences. Themost
common types of social media employed in advocacy include (1) online commu-
nities, such as Facebook, Google+, and Pinterest, and (2) blogs and articles with
comment sections, especially micro-blogs like Twitter. Social media often connect
people to your website, and the participants in social media become part of your
contact list, people whom you can target and recruit to work with you on issues
and activities.

In most organizations, members of the board and executive staff are impor-
tant candidates for the formal role of organizational spokesperson. These are
the people whom the press and public expect to hear from on your key issues.
Lobbyists can be these same people, but it is usually wise to include among those
who are doing direct lobbying the issue experts and grassroots advocates who are
constituents of the elected official whom you are approaching. Develop a strategy
of matching the messenger to the audience.
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Primary Advocacy Actions: Direct Lobbying, Grassroots
Organizing, and Media Advocacy

Effective nonprofit advocacy comprises a number of specific processes and
activities, including direct lobbying, grassroots organizing, and media advocacy.
Each offers its own unique leverage and value in the advocacy process, and the
choice to employ one or more is an important strategic decision.

Checklist: Steps in Direct Lobbying

The following are essential to do as you prepare to engage in direct lobbying:

❑ Identify and learn about the decision makers whom you need to influence and
whose support you need to win.

❑ Establish strong working relationships with key elected officials as early as
possible.

❑ Identify the elected officials who are your champions and work closely with
them.

❑ Present your information to targeted elected officials and their staff.
❑ Ask decision makers to support your position.
❑ Respond to decision makers based on their level of agreement with you.

Direct Lobbying

Lobbying, and the relationship building, education, and advocacy that lead
to lobbying, are most effective when organizations begin to work with policy
decision makers prior to the time when the “ask” is for a “yes” or “no” vote on
specific legislation.

Target. Early in an advocacy effort, determine which elected officials you need
to work with most closely. This can be determined by where you have the most
power because your organization and the people you serve are constituents. It
is prudent to build the best possible relationships with those who are designated
representatives for your area andwhere the official is held accountable at election
time by those in the district. Other priority targets should be based on the power,
position, and passion of the elected official. Identify:

• Who has cared about this or similar issues and is likely to share our values and
position? Who serves on the committees that will hear our policy issue?
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• Who is a champion for our cause who is in the political majority and has a
power advantage?

• Who will demonstrate broad support if added to our list of allies based on
geography, ethnicity, gender, political party, leadership within the city council,
legislature, or congress?

• Who will work well across party lines and between legislative bodies—House
and Senate, for example.

Build Strategic Relationships. If your organization is to be a trusted resource
for elected officials and in a position to influence them, it is important that
they know your organization and that you articulate common interests. Research
helps. Check websites, blogs, and press coverage to learn about officials you wish
to influence. Examine what they have supported in the past. Understand the
issues that are key in the official’s district and to her political party. And then
begin to meet.

Some meeting options:

• Meet at your organization’s site. This is especially appropriate for the offi-
cials who represent the district, but anyone interested in your issues should be
invited to a “kitchen table” meeting with a few people (board, staff, program
participants) who can explain who you are, what you care about, and why.
These site meetings are often the best venue for listening to the elected offi-
cial. Ask her to share her goals, expectations, and hopes for the work ahead.
Understand where there is shared experience—perhaps with illness in the
family or an experience with an injustice or a shared frustration with a system
that isn’t meeting its public purpose.

• Convince the elected official that you can be or are a resource in your issue
areas, and provide information and “real people” who can tell their stories as
part of the policy debate.

• Invite elected officials to tell you how they prefer to receive communications
with you (Which e-mail address? Which phone number? In their offices or at
home in the community?).

• Stay in touch. Consider your advocacy to be an ongoing conversation with
those whose support you have and want. Information updates, a presence at
their community meetings—all strengthen relationships.

• Maintain the trust. Always tell the truth, get information that is requested, and
deliver what you promise.

Identify Elected Officials Who Are Your Champions. Early in your lobbying
effort, identify the elected officials who are likely to be your strongest supporters
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and who are also in a position to advance your cause. It is useful to have
champions who are passionate about your issue, respected by their peers and
able to garner bi-partisan support, and in positions of power on the committees
that will carry primary responsibility for your issue area. Your champions may
turn out to be authors of the bills that you propose or support. The policy
leaders with whom you work in partnership have the ability to guide you through
the intricacies of legislative processes as they advance the issue. And they will
count on you to be a good partner. The nonprofit organization’s role is to
ensure that the legislative champions for the issue had accurate and compelling
information, visible and broad support in the community, and people who will
work in support of the issue.

And Let the Lobbying Begin. Present your ideas to elected officials you have
identified as the decision makers whom you need to influence. The messages,
messengers, and materials that you prepared early in your planning and prepa-
ration swing into action mode now.

Prepare elected officials by communicating with them about your issue and
position. Nonprofits often take advantage of the time before elected officials are
in decision-making mode to meet with them at the nonprofit site, in the district,
or at their offices to introduce the organization and the issue. Preliminary meet-
ings establish your presence on an issue and can encourage the elected official
to recognize you as a resource on the issue as well as an organization that wants
to be at the table as the issue is addressed. The more time spent educating and
persuading elected officials with meetings, letters, e-mails, and calls before they
have tomake a decision the better. Nonprofits sometimes create events, including
legislative forums or a “Day on the Hill.” Such events may attract media attention
and become a forum for both explaining your position and demonstrating how
many people support your position.

As the time nears for decision making, be sure to build on early contacts and
work hard to persuade elected officials to commit to supporting you or to letting
you know how youmight win their support. Grassroots advocacy, discussed below,
is one component of persuasion. In direct lobbying, however, nonprofits are best
served by having a small group meet with the targeted elected officials. These are
most often leaders on the issue, members of the committee who will hear the bill,
and legislative leaders.

The nonprofit should have a small group participate in the meeting, includ-
ing a person with expertise on the issue, a constituent when possible, someone
with a story to tell to illustrate the importance of the position that you are advo-
cating. People learn from stories, and elected officials like to have facts and
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illustrative examples to use in their thinking and in their own discussions about
the issue.

Set up meetings by contacting the staff person who schedules the elected
official’s appointments. Be sure to identify the nonprofit, the issue, and indi-
cate whenever possible that a constituent will be part of the small group at the
meeting. Keep a few tips in mind for your meeting with an elected official:

• Be on time and be prepared. It is a good idea to “rehearse” legislativemeetings
when you are new to this effort.

• Identify yourself to the staff and tell staff a little about your issue. Offer thanks
for setting up the meeting and provide contact information to the staff in case
he or she or the elected official needs to reach you at a future time.

• Greet the official warmly and introduce the members of your team by iden-
tifying their role in your organization and on the issue. It is effective to have
one person on the team serve as the key facilitator for your team.

• Verify the amount of time that the official has for the meeting so that you can
get to your key points in a timely way.

• Remind the official of your previous discussions or contacts.
• Be direct and clear. Explain why you are there and what you want.
• Provide brief, clear, materials.
• Provide an opportunity for the official to ask questions.
• Make a direct ask: Do you support us and will you vote for our position?
• Next steps depend on the elected official’s answer.

Be clear when you ask an elected official for support for your position. What
do you want? Why? What is your counter to opposing arguments? And who cares?
If constituents, other elected officials, your base, and allies care, then share that
information.

The answer is yes. When an elected official supports your position, thanks are
in order. Push to understand how much the elected official is willing to do in
addition to voting in the way that you have requested. Will she talk to other leg-
islators? Author an ordinance or bill? Ask for a hearing? Talk to the press? And
be sure to provide elected officials who are your advocates with the information
and insights that will help them.

The answer is “I don’t know yet.” This is the time to ask: What do you need to
know? Who do you need to hear from? And then follow through to the extent
possible with information and contacts.

And “absolutely not!” It isn’t worth spending too much time with those who
clearly oppose your position and tell you that they are immovable. It is worth
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asking if anything would change that position. But a strong tactic is to avoid an
unnecessarily negative exchange. The opponent on one issue can surface as the
supporter on another. “Thank you for meeting with us. We hope we can work
together on issues in the future” is an exit line that prevents you from making
an enemy.

In all exchanges with elected officials, it is helpful to have brief and
compelling materials, back-up documents for those who want to delve into the
issue, and a list of contact people whom the official can reach with questions
and requests.

A word about officials’ staff members: When elected officials have staff who
work for them, those staff should be included in your relationship-building
approach. Often the staff person maintains the information files, contact lists,
and requests that you make. More important is the reality that staff facilitates
everything from your access to an individual elected official to who is on the
agenda when a policy proposal is being heard. Respect the time pressures
and responsibilities of staff, but recognize their importance to the process.
Distinguish your organization by thanking them for their help!

Lobbying includes meetings, calls, letters, e-mails, testimony, press events,
and other communication formats that request support. Be strategic in matching
your approach to the interests and styles of the officials and staff as you get to
know them and as you demonstrate that you add value to the public policy debate.
Purely public charities are often trusted because of the information and people
they bring to the table. Nonprofits can position themselves to be seen as the
ethical voice of the community, in contrast with the self-interest of private-sector
lobbyists. Maintain the trust.

Grassroots Organizing

Grassroots organizing is the most essential of the strategies central to effective
nonprofit advocacy to achieve short-term and long-term policy reforms. Grass-
roots community-based organizing is the process through which people plan
and build shared efforts to work for the changes that they want on their issues.
Organizing enables people to build the power they need to advance issues, chal-
lenge failed systems, and become respected participants in decisions that affect
their lives.

Nonprofits are often quite effective atmobilizing those who support them for
a short-term effort. But mobilizing is only one component of organizing. Orga-
nizing builds a sustainable base, builds power, and builds leadership. Mobilizing
is one tool that organizers use to activate their base at strategic points. Nonprofits
are well served if they focus on organizing, building an ever-growing and regularly
engaged base.
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Marshall Ganz, now at Harvard’s Kennedy School, has developed theories of
leadership and organizing that provide helpful background to nonprofitsmoving
into this arena of advocacy. He underscores that “Organizers identify, recruit, and
develop leadership; build community around leadership; and build power out of
community” (Ganz, 2009, pp. 16–17)

Short-term and long-term advocacy initiatives benefit from effective orga-
nizing, base building, and advocacy. Nonprofits working on issue campaigns are
most likely to achieve desired policies if they build, sustain, and activate a base
of support that is able to use its collective power to influence public awareness,
political will, and decision makers.

Organizing is especially important in the highly polarized political landscape
that dominates policy dialogues at the federal, state, and local level. Elected offi-
cials are demonstrating high levels of loyalty to partisan agendas. To override the
demands for disciplined support for political party agendas, nonprofits have to
rely on the individual values of a particular legislator or build enough pressure
in the elected official’s district to persuade her or him that the community has
placed a high priority on your issue and position. Good organizing includes hold-
ing decision makers accountable, and community voices have a keen influence
in many instances.

Organizing support for public policy issues will require each organization to
determine its particular approach to this work. For organizations already work-
ing with an activated constituency, the ongoing engagement and expansion of
the base is important. For organizations new to this work, starting within the
organization and reaching out to potential allies, both organizations and individ-
uals, will be a starting point. The common components of nonprofit grassroots
organizing are targeting supporters, recruiting supporters, engaging supporters,
mobilizing the base, evaluation of activities, and reengagement.

Checklist: Key Organizing Actions

❑ Identify existing supporters.
❑ Develop a list of potential supporters. These are your “targets.”
❑ Recruit. Reach out to have conversations with potential supporters. Understand

their interests and allow those interests to influence your organizing and
advocacy strategies.

❑ Engage supporters and make them an integral part of your team. Provide
information, gather their knowledge and stories, include them in planning and
strategy sessions, and be responsive in dialogue with them.

❑ Prepare your base so that people have training in the skills that you are asking
them to use and know what they will be asked to do and when.
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❑ Mobilize the base when the time is ripe for their advocacy, from e-mails to
meetings to events.

❑ Debrief and evaluate your collective efforts. Celebrate accomplishments and the
rewards of working collectively.

❑ Reengage for the next tier of action on your issues.

Analysis of Potential Supporters. A nonprofit has rarely reached all those who
care about the success of its policy efforts. Mapping stakeholder potential allows a
nonprofit to be strategic in targeting outreach and organizing. Who cares about
the issue? Within that broad potential, which individuals and organizations add
the most value to your effort, based on everything from the strength of their
numbers to their status in the policy debate? Whom can you reach easily within
the complement of groups who would be valuable supporters?

Cycle of Organizing. The ongoing work of building a base, building power,
ensuring that people have a voice on issues, requires an ongoing cycle of activity.
Figure 14.3 illustrates the nature and flow of this cycle. In organizing for public

FIGURE 14.3. The Cycle of Organizing
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policy advocacy and in organizing for civic engagement, nonprofits target those
who will support and advance their work, recruit supporters, often with initial
personal contact, ensure that supporters are engaged, informed, and trained for
their role. Once supporters have been engaged, then it is possible to do authen-
tic grassroots mobilizing, calling upon people to do the work that you have been
getting ready for over time. The action is not the end. It is a step along the way.
Every action deserves a debriefing session and evaluation. Each support can be
applauded and thanked. And then: reengage.

Media Advocacy

Public policy advocacy, lobbying, and civic engagement depend on building solid
working relationships, and this is true in media advocacy. Nonprofits strive to
have their issues and activities portrayed positively in all media forms. Often hav-
ing an editorial or feature story about the value of your organization’s issues
and programs provides a spotlight that will gather the attention that you seek
from supporters.

Checklist: Elements of Media Advocacy

❑ Learn about the media available to you (traditional and social media).
❑ Identify and build working relationships with members of the traditional media

who cover your issue area, government, and politics.
❑ Present your organization as a resource to the media on issues in which you

have expertise.
❑ Prepare your key messages and adapt them for many media: letters to the editor,

opinion editorials, YouTube videos, podcasts, Facebook postings, web postings,
and other available outlets.

❑ Provide journalists covering your issues with contacts 24/7. Their deadlines may
not coincide with your usual working hours.

❑ Build and maintain good media lists and communications systems for reaching
media.

Nonprofits work with both earned media and paid media. In all instances,
the challenge is to convey key messages to target audiences using media that they
use and respect. For elected officials, newspaper coverage matters. Most politi-
cal leaders pay close attention to opinion pieces, editorials, letters to the editor,



Trim Size: 7in x 9.25in Renz852965 c14.tex V3 - 07/11/2016 9:41 A.M. Page 422

�

� �

�

422 The Jossey-Bass Handbook of Nonprofit Leadership and Management

online or in newspapers, especially in their districts. Supporters are encouraged
by supportive news coverage and excited by the opportunity to participate in the
public debate on the radio or TV. Social media can be especially effective in pro-
viding up-to-date information, commentary, and calls to action to the base, giving
them knowledge and building momentum for their action.

Message development and media strategies are key components of advocacy,
and much has been written to guide nonprofits. Large coalitions often work with
media consultants who can shape the messages and media used in an advocacy
or organizing campaign. Polling and focus groups can strength message develop-
ment. In an information-overloaded society, selecting the most compelling and
user-friendly ways to reach target audiences is a priority.

Regardless of the scale of the effort, relationships with target audiences mat-
ter. To gain media attention, to be consulted by the media for your point of
view on your issues, to establish your organization as an interesting and reli-
able source of news and feature stories, study the media available to you. Who
covers your issues? Who vets opinion pieces for news and radio outlets? Which
blogs have legitimacy with target audiences? Which radio producers program
policy debates? Once you identify the media useful for your effort, introduce
your organization to members of the press and producers in brief meetings that
demonstrate that you are a resource to them.

Plan media components to your advocacy work as part of your overall
advocacy strategy and prepare the groundwork so that you have access when
needed and your role in the public debate and promotion of civic engagement is
elevated.

Evaluating Public Policy Advocacy, Lobbying,
and Civic Engagement

As with all initiatives, policy, lobbying, and civic engagement work should be
evaluated relative to the project goals and objectives to the extent possible. For
all forms of advocacy, however, many projects move slowly and in increments.
Some work—engaging the broad public in increased civic activity—is never
done. Some issue-related work advances only when the political landscape and
public will are ready. Therefore, nonprofits should rely on quantitative and qualitative
tools to assess progress.

Questions to consider include measures of gains and continuing needs in
organizational capacity, the extent of base building in progress, the quality and
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nature of relationships with elected officials and the media, progress on increas-
ing voter turnout or moving the needle on an issue in decision-making areas,
and the satisfaction of those organizations and individuals in their experience
with your organization.

Design evaluation as part of the initial work plan and capture stories as well
as data throughout the work. The sector needs case stories from which to learn
more about this ever-growing field of advocacy, and your organization and others
will benefit from what you can measure and what you learn from stories about
signs of progress or concern. Your assessment of this work is ongoing and can
direct your organization to make timely and strategic course corrections as well
as to build on your strengths.

Advancing Advocacy as a Field

No significant social change has ever taken place without the energy and persever-
ance of movements and advocates.

Gara LaMarche, Atlantic Philanthropies

Nonprofits are increasingly a force for change as more and more of them
engage in civic life and draw their constituencies into the public decisions of
our society. Collective action, collective power, commitment to sustained effort
in advocacy, lobbying, and civic engagement strengthen the nonprofit sector and
position it for increasing power.

As nonprofits become increasingly aware of the power of advocacy, they are
building this key component of their mission-related work. Take care to include
advocacy and civic engagement activities in your strategic planning. They are rel-
evant to your excellence in meeting mission. The information included here will
provide you with a sound starting place, and there are an increasing number of
information resources, training opportunities, and partners available to support
nonprofit advocacy. As you initiate or enhance your nonprofit’s work in advocacy,
these key lessons should drive your work:

1. Advocacy and lobbying are legal nonprofit activities, encouraged by the
Congress and expected by elected officials.

2. Nonpartisan nonprofit election activity is a component of broad civic engage-
ment and organizing work, and is a permissible and important activity for
501(c)(3) organizations.
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3. Nonprofits need to be part of the public policy dialogue. The sector and its
specific activity areas have the expertise and experience needed for a fully
informed policy dialogue. In this sense, nonprofits are a critical resource for
policy shapers and for the community. Those who count on nonprofit pro-
grams and services also count on nonprofits to be a voice in shaping decisions
in public arenas.

4. Nonprofit advocacy requires strategy and planning. A basic framework for
advancing issues allows you to define a need, propose a specific solution, deter-
mine where the issue is decided, and influence those decisions.

5. The three primary tools for nonprofit advocacy are organizing, lobbying, and
media advocacy. Your organization can build its capacity in these skill areas
with existing talent, the advocacy training materials available in the sector,
and through training.

6. Nonprofits are a vehicle through which people participate in public life. One
key role for nonprofits is to engage people through organizing and civic
engagement initiatives. Doing this work on an ongoing basis builds power for
your organization, your issue, and the people you represent and serve.

In a democratic society, nonprofits have important potential to help level
the playing field in policy arenas. Nonprofits have information and organized
power that can offset the influence of other powerful groups in setting policies
that have an impact on people and communities. Advocacy work also can posi-
tion your nonprofit as the lead organization in an issue area, and it can help
secure your organization’s place in leadership circles. Most important, advocacy
can make an enormous difference in your organization’s ability to serve your
community well for the long term. Advocacy can help address the root causes of
basic social problems and, over time, redefine the context within which people
and communities strive for fairness, equity, and an acceptable quality of life.

For dedicated nonprofit leaders and managers, public policy engagement is
an extraordinary leadership opportunity. And there are increasing opportunities
for policy-oriented jobs in the sector. Academic institutions that support under-
graduate and graduate nonprofit management programs include policymaking
among their core competencies for nonprofit excellence. Many philanthropic
organizations also have or are beginning to recognize that education, advocacy,
and organizing are essential strategies for ensuring that nonprofits can effect
the changes that are needed in communities. In the spectrum of mission-related
work that ranges from research to lobbying and organizing, advocacy planning,
capacity, and impact are highly valued.



Trim Size: 7in x 9.25in Renz852965 c14.tex V3 - 07/11/2016 9:41 A.M. Page 425

�

� �

�

Advocacy, Lobbying, and Social Change 425

Change sometimes takes a long time. The dedicated and determined
leaders in the nonprofit sector who are committed to change need to be advo-
cates for needed change. There has rarely been a more important time for
nonprofits to insist that the voices of people in communities are heard. It is
important for nonprofits to recognize the value of their deep knowledge of
issues and people’s needs and experience. And it is important for nonprofits to
insist that that knowledge be included in public dialogue.

Begin now to do your part. Start the conversation. Help to plan the work. Join
with others to build a strong base of support and prepare to play a meaningful
role in shaping public policies. Advocacy and civic engagement are important
and exciting. We encourage you to be the person to encourage the nonprofits
with which you work to begin or expand their commitment to a robust cycle of
advocacy.When the choices are between angst and action, nonprofits are charged
with being the steady hand and the strong voice that speaks to community needs
and advocates for change.

Note

1. It is important to keep in mind that the nonprofit law explained in this chapter
applies to active 501(c)(3) charitable organizations. Community foundations are
permitted to lobby in similar ways. But other nonprofits and foundations are gov-
erned by different rules. Bolder Advocacy, The Alliance for Justice, Independent
Sector, and the Council of Foundations are good resources for the rules applicable
to foundations and other nonprofit organizations that are not public charities.
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CHAPTER FIFTEEN

VALUE CREATION THROUGH
COLLABORATION

James E. Austin and M. May Seitanidi

Weare in the Age of Alliances. And this is because greater value can be cre-
ated for organizations, individuals, and society through collaboration. This

chapter focuses on the co-generation of value by partnering between nonprof-
its and businesses, a phenomenon that has exhibited explosive growth since the
1990s. Almost all successful nonprofits and businesses, big or small and all around
the world, are engaged in multiple alliances. Such collaboration is no longer
just a nice thing to do; it is a strategic necessity for generating greater value.
Many of the conceptual and analytical aspects of the nonprofit-business collabo-
ration framework we will present are also applicable to other types of cross-sector
collaborations and even intra-sector alliances.

We define collaborative value as “the transitory and enduring multidimen-
sional benefits relative to the costs that are generated due to the interaction of the
collaborators and that accrue to organizations, individuals, and society” (Austin
and Seitanidi, 2012a, 2012b). While there has been significant advancement in
our collective understanding of cross-sector collaboration, our exhaustive review
of the research literature and practice literature (Austin and Seitanidi, 2012a,
2012b) revealed that there is an inadequate understanding of the sources and
types of value, of the value drivers as partnering relationships evolve, of the pro-
cesses that create value, and who receives the benefits. These deficiencies can

427
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FIGURE 15.1. The Collaborative Value Creation Framework
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Source: J. Austin and M. M. Seitanidi, Creating Value in Nonprofit-Business Collaboration, p. 6.
Jossey-Bass, 2014. Used by permission.

lead to a failure to realize the full potential value and an undercounting of the
true value of such collaborations.

The Collaborative Value Creation (CVC) Framework1 remedies these
weaknesses and provides an analytical and managerial tool to enable a deeper
understanding and more systematic approach to co-generating collaborative
value, highlighting the potential multidimensional and multilevel benefits that
can accrue during and as a result of the collaboration process.

The CVC Framework consists of five interrelated components. They are
depicted in Figure 15.1 and explained in the remainder of this chapter. These
five components are:

• Value Creation Spectrum
• Collaborative Value Mindset
• Collaboration Stages
• Collaboration Processes
• Collaboration Outcomes
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The Value Creation Spectrum

Collaborations can produce a wide range of value depending on how they are
designed and managed. Collaboration underachievers leave value on the table,
and that constitutes collaborative negligence. The core leadership and manage-
rial issue is how to create more value, to drive the value creation to higher levels
on the value creation spectrum. This requires a deeper understanding of two
fundamental questions:

• Where does value come from (that is, what are the sources of value)?
• What kinds of value get created (that is, what the types of value generated are

for each partner, for both of them, but also for society)?

We address these two questions as follows.

Sources of Value

There are four key sources of value in a collaboration. Each can be addressed by
a basic analytical question:

1. How good is our resource fit? The basic motive for partnering is to obtain
resources that we need and others have, in order to achieve resource com-
plementarity. Each partner provides a resource that fills a gap in the other
partner’s resource portfolio. The more significant the gaps that can be filled,
the greater the potential for value creation.

2. Who provides the resources and how? It is important to understand the direction
and magnitude of the resource flows between the partners in order to assess
the resource directionality. If one partner provides almost all of the resources,
that is a unilateral flow that creates an imbalance that is often not sustainable;
a one-way street does not permit two-way collaboration. If both partners
are swapping valued resources, that is a parallel and more sustainable
exchange. If both partners are fusing their resources in order to create a new
constellation of complementary resources, then even greater value creation
potential arises.

3. What kinds of resources are deployed? Different types of resources have different
potential for value; this is associated with the resource nature. In collaborative
value creation we highlight two types of resources: generic resources and
organization-specific resources. Generic resources are those commonly
available. For example, all companies have money; all nonprofits deliver
some socially desirable good or service. These are desirable, yet resources that
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FIGURE 15.2. The Collaborative Value Creation Spectrum
and Sources of Value
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Source: J. Austin and M. M. Seitanidi, Creating Value in Nonprofit-Business Collaboration, p. 24.
Jossey-Bass, 2014. Used by permission.

are specific to the particular organization, such as a brand or technology or
clients, are more valuable. Even more valuable are the organization-specific
resources that are the key success determinants of a partner’s performance.
The complication is that the more valuable the resource, the scarcer
its availability.

4. What are our shared interests? The greater that the partners’ perceived interests
are tied together, the greater themotivation to partner due to their linked inter-
ests. Partners often seek different objectives; this highlights the importance of
understanding what the other party values in order to identify value connec-
tions. There are two key dimensions to assessing linked interests: breadth and
depth. The more points of connection, the greater the potential value link-
ages. But many trees with shallow roots can be blown down in a storm. A single
key connection with very deep roots can create stability. But a lightning strike
can topple a single tree. The goal is to have multiple and deep linkages.

By scrutinizing each of these potential sources of value, collaborators can
identify where greater value can be co-generated. Figure 15.2 illustrates the set
of sources of value in a collaboration and how, depending on the nature of the
sources, they can vary across the Value Creation Spectrum.

Types of Value

The sources of value discussed in the previous section give rise to types
of collaborative value generated, which are commonly expressed in terms
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of economic, social, and environmental benefits. Whereas these general
categories are important, it also is significant to analyze value in terms of more
specific precursor types. This allows for comparison beyond content and context
differences. Four types of value are particularly useful: associational, transferred
asset, interaction, and synergism. Not all types of value are equally important to
all kinds of partners. Identifying and analyzing each of these more specifically
enables one to have a more complete view and understanding of the potential
for or actual creation of different types of value. Too often, the full significance
of collaboration is undervalued due to lack of specificity.

Associational Value. This is the value that accrues to each partner due to being
associated with the other. In this sense, it is intrinsic to collaboration, but what is
important is to identify the multiple manifestations of such value. When chosen
as a partner by a well-known, prestigious organization, the partner may harvest
the halo effects of the association with its stakeholders, leading to the follow-
ing benefits:

• Reputation
• Credibility
• Desirability
• Legitimacy
• Visibility
• Employee recruitment, retention, motivation, and productivity
• Clients’ patronage and loyalty
• Community support
• Governmental support
• Attractiveness to investors and donors

Of course, there also exists the risk of negative associational value. If, for
example, one partner takes actions or experiences situations that adversely affect
its own reputation, there are likely to be negative spillover effects on its partners.

Transferred Asset Value. Value is also manifested by the type and magnitude of
the resources transferred from one partner to the other. It is useful to distinguish
types of assets. Depreciable assets are those that get used up readily; a cash dona-
tion gets spent and a social service gets delivered. Durable assets last for a longer
period; equipment, buildings, or skills, for example, can continue to produce
benefits over years. What is particularly important to recognize is that once an
asset has been transferred, it is no longer part of the ongoing value exchange.
For the value proposition to sustain the partnership, itmust be regularly renewed,
either by transferring more of the same assets or transferring a different type of
desired asset. Asset renewability is essential to collaboration longevity.
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Interaction Value. This value emerges from the process of partner interactions
that produce a variety of intangibles, such as trust or communication skills. These,
in turn, become inputs to the value creation partnership process, as well as capa-
bilities that can be valuable to a partner beyond the collaboration. Economists
would label interactions as transaction costs; we consider them an important type
of value. Examples of interaction intangibles include the following:

• Relational capital
• Trust building
• Access to networks
• Diversity management
• Empathy and solidarity
• Joint problem solving
• Conflict resolution
• Communication
• Coordination
• Collaborative leadership
• Risk reduction

Synergistic Value. The fourth type of value emerges from the fundamental judg-
ment or rationale that combining partners’ complementary resources will enable
more to be accomplished together than working separately. The basic premise
is that collaboratively creating social or environmental value can give rise to eco-
nomic value which, in turn, can enhance social or environmental value, and so
on. This can become a synergistic relationship, whereby the generation of one
type of value gives rise (sequentially or simultaneously) to other types of value,
and this creates a “virtuous value circle.” Innovation fuels the synergism and also
opens up new avenues for value creation. Figure 15.3 summarizes the four differ-
ent types of value and how they vary.

Collaborative Value Mindset

Effective co-generation of value is fundamentally shaped by the mental frame-
works or mindsets that partners have regarding both collaboration and value.
Since the 1990s, thinking by business and nonprofit leaders about both of these
concepts has undergone significant evolution. We have identified two sets of
mindset dimensions, and how a potential collaborator thinks about each can
either impede or foster collaborative value creation. The first set focuses on how
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FIGURE 15.3. Value Creation and Types of Value
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Jossey-Bass, 2014. Used by permission.

one thinks about value. The second set focuses on how one thinks about collab-
oration itself.

Value Mindset

Seven dimensions are relevant to understanding the value mindset. Consid-
eration of each of the following dimensions will enable each partner in a
collaboration to assess its own value mindset and also to better recognize and
understand the mindset of potential collaboration partners. In effect, this allows
potential collaborators to assess the compatibility of their mindset patterns.
Figure 15.4 lists the seven dimensions, and each is summarized in the following
section of this chapter.

Breadth. How broad is each potential collaborator’s view of the value offered by
a prospective collaborator? Some potential collaborators think about value quite
narrowly (for example, the view that a business produces only economic value
or that a nonprofit generates only social value). Increasingly, however, leaders
and even society more generally believe it is possible for and expect all sectors to
produce multiple types of value.

Interrelatedness. What is each potential collaborator’s view of the relatedness of
all of the potential types of value offered by a prospective collaboration? Even
as one recognizes that there are different types of value, it is more powerful to
consider them as an integrated constellation of value rather than segregated or
individual elements.

Compatibility. How compatible and holistic are the views of the potential collab-
orators with each other? A holistic approach is rooted in a recognition that one
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FIGURE 15.4. Value Mindset Dimensions
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need not, for example, trade off economic value to obtain social value, or vice
versa. Rather, the generation of these different types of value can be synergistic.

Focus. How narrow or broad is the perspective of each of the potential collabo-
rators? In a successful value-generating collaboration, the focus on benefits goes
beyond that of the value accruing to the partnering organizations and stresses
the value generated for external beneficiaries, too.

Outlays. How are the resources in a social purpose collaboration viewed?
In a successful value-generating collaboration, resources are viewed as invest-
ments aimed at generating multiple-value returns, rather than thinking of
resources deployed in a social purpose collaboration as expenses. This invest-
ment orientation reflects a difference in the potential collaborators’ investment
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framework, moving away from a cost-cutting mentality to an impact-enhancing
perspective.

Time Frame. What is the expected time frame for results to begin to accrue
from the collaboration? While one may well aspire to realize results and achieve
some impact as soon as possible, the collaborators of a successful value-generating
collaboration recognize that complicated societal problems require longer-run
efforts and expectations and are worth taking the time needed to realize the
desired impacts.

Purpose. How do the prospective collaborators perceive the purpose of the
potential collaboration? If the partners view the undertaking as charitable giving
and fundraising activity, then the value-creation frontier will be significantly
constrained; whereas seeing the collaboration as strategically important to
maximizing multiple value creation expands the frontier of possibilities.

Collaboration Mindset

In addition to understanding the value mindset of the potential collaborators, it
is important to understand the mindset of prospective collaborators with regard
to the process of collaboration. We have identified six particular dimensions that
are relevant to a collaborator’s mindset (see Figure 15.5). Assessing the mindset
with regard to each of these six dimensions is useful to understanding both your
own collaboration mindset as well as that of your potential collaborator. Incom-
patibility between or among collaborators on one or more of these dimensions
is important to recognize and consider. When identified in advance, such assess-
ment presents opportunities for discussion and clarification between the parties
before proceeding to develop a partnership strategy.

• Attitude. Some business and nonprofit managers harbor adversarial, suspi-
cious, or deprecating attitudes toward each other, and this is likely to breed
conflict. Co-generation of value requires mutually cooperative and respectful
views.

• Dependency. Perceiving sectors as independent of each other blinds a poten-
tial collaborator from identifying the multiple points of interdependence and
capitalizing on these linked interests that can be sources of collaborative value.

• Compatibility. There is value in looking beyond mere acknowledgment of the
interdependencies that exist; there is growing evidence that the business and
nonprofit sectors are converging in terms of goals, activities, and competen-
cies and that this has potential value.
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FIGURE 15.5. Collaborative Mindset Dimensions

Attitude

Role

Dependency

CompatibilityParticipation

Change

Collaborative
Mindset

Dimensions

• Role. Collaborations involve the creation and capture of value. In the more
successful undertakings, the partners give first priority to creating value for
their partners rather than extracting it for themselves. This tends to create
a virtuous reciprocity dynamic in which the receiving partner in turn tries to
add yet more value to the other partner.

• Participation. If partners have greater openness about options for organiza-
tional engagement onmultiple levels and alternatives to resource integration,
then more opportunities for value creation will emerge. Boundary permeabil-
ity fosters value discovery.

• Change. If the partners seek and welcome significant change, then the possibil-
ities will be greater for generating innovative andmore impactful collaborative
undertakings.
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Collaboration Stages

The third component of the CVC Framework focuses on how value creation can
change depending on the nature of the evolving partnering relationships. These
can be viewed as a Collaboration Continuum that consists of four stages: phil-
anthropic, transactional, integrative, and transformative; the potential for value
creation increases at each stage. There are value drivers that affect each stage,
and these value drivers can be analyzed in terms of alignment, engagement, and
leverage. Perceiving this as a continuum recognizes that each stage is not nec-
essarily discrete; we must recognize that collaborations can exhibit some aspects
that are characteristic of one stage and yet others may be more characteristics
of aspects of a subsequent stage. Whereas relationships will often evolve from
one stage to another, some can leapfrog; a relationship might start, for example,
as a transactional relationship rather than a philanthropic relationship. Further-
more, there is nothing automatic about progressing along the continuum; to
progress is dependent on the actions (and inactions) of the collaborating part-
ners. In fact, it is possible to regress rather than progress (for example, to regress
from an integrative stage to a transactional stage).

The Collaboration Continuum

In the following section, we will describe each of these stages and then examine
how each of the three value drivers, alignment, engagement, and leverage, change
across the continuum.

• Philanthropic Stage. This is the traditional and most common stage, charac-
terized by nonprofits seeking and businesses giving donations to further the
nonprofit’s causes. It is frequently a check-writing relationship. These dona-
tions can be quite valuable, but even greater value can be added as one moves
into the other stages.

• Transactional Stage. This stage involves activities that are more specific, with
clearer objectives, defined time periods, and an explicit exchange of resources
and value. Examples include cause-related marketing, sponsorships, highly
structured employee volunteer programs, certification labeling, and similar
projects.

• Integrative Stage. At this stage, the missions, strategies, organizations, and
resources merge, and the collaboration takes on the characteristics of a joint
venture more than a transactional deal.
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• Transformational Stage. The primary focus of the collaborators operating at
the transformational stage is on a larger (that is, societal) problem, with the
collaboration goal aimed at creating innovative solutions that transform sys-
tems, institutions, processes, or attitudes to produce significant societal value.
At this stage, organizationally, more institutions and multiple sectors engage
in the collaboration.

Value Drivers

• Alignment. As the relationships progress across the continuum (that is,
from philanthropic to transactional to integrative to transformative), the
alignment among collaborators increases, creating more value. These shifts
in alignment draw on linked interests and occur in multiple areas. The
collaboration’s relevance to the partners’ missions moves from peripheral at
the philanthropic stage to central at the transformational stage. The strategic
importance of the collaboration grows from insignificant to vital. The connec-
tion between the partners’ core organizational values deepens greatly. The
knowledge of the societal problem being addressed moves from a state in which
only one partner understands it to a level of understanding that is shared
equally by both. Their frameworks for understanding how maximum value is
co-generated merge. The focus on benefits shifts from the individual partners
to society.

• Engagement. Progression through the stages toward higher value is propelled
by a deeper and more multifaceted form of engagement that deepens
partner commitment and strengthens collaborative sustainability. Further
the emotional connections of the partners with the societal cause and between
collaboration members deepens. Partners’ interactions shift from procedural
activities (for example, grant making) to more substantive involvement
(for example, actual problem solving). The involvement grows from a few
individuals to become organization-wide top to bottom participation, with an
increasing frequency of interactions. This enables trust to build and deepen.
The partners discover additional opportunities to broaden the scope of their
collaborative value creating activities. As the problems addressed become
more complex in higher stages, the structure of the collaboration encompasses
more entities. Also, the managerial demands of the collaboration grow as the
complexity of creating higher value increases.

• Leverage. This driver is rooted in making the most from available resources.
The magnitude of resources deployed grows with progression through each
stage, and the type of resources change from generic (at the philanthropic stage)
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to organization-specific to key success assets (at the transformative stage).
The resource link between the partners is not only two-way but increasingly
conjoined. The synergism between partners’ resources and actions becomes
ever stronger with progression through the stages. This is propelled in part by
ever more robust continual learning, giving rise to greater innovation. Internal
change propels ever greater levels of external change.

Collaborative Value Creation Processes

Organizational processes are the engines that create value. They are the
mechanisms that tap into the four sources of value and convert them into
associational, transferred asset, interaction, and synergistic value, thereby giving
rise to economic, social, and environmental value. These value creation process
pathways can be examined in each of the four phases that any collaboration
may pass through: (1) Formation, during which one is searching for possible
partners; (2) Selection, during which a single partner is assessed and chosen;
(3) Implementation, during which the collaboration becomes operational; and
(4) Institutionalization, during which collaboration is solidified. Each of these
phases is discussed in the following section.

Formation

The first step of this phase is to clearly articulate the problem that the collabo-
ration is to address so as to be able to screen candidates as to their likely inter-
est. Then, one can examine possible candidates’ experiences in order to assess
likely intentions for addressing the problem and doing so collaboratively. Next,
one should assess candidates’ visibility relative to one’s own desire for visibility.
It is also helpful to identify individuals who might champion such collaboration.
Finally, one can create a map of the possible candidates to assess the fit with one’s
existing portfolio of collaborations.

Selection

The next phase in the assessment and selection of a specific collaborator candi-
date should be guided by a set of explicit criteria rooted in the specific organiza-
tional needs and characteristics one seeks. Given the importance of fit, an initial
point of analysis involves mapping the linked interests. One must assess the can-
didates’ resources, particularly their distinctive capabilities and assets, in terms
of their complementarity to one’s own resource set. Last, one should weigh the
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possible risks of the association. Some of these steps involve engaging in a form of
due diligence, such as by examining publicly available information or consulting
with other collaborators of the candidate. However, significant direct interaction
and discussionwith the candidate is essential to achieving themutual understand-
ing and motivation that will be essential to a strong partnership. Taking time to
get to know one another is a good investment.

Implementation

This phase involves the joint design and operation of the collaboration. It is useful
to acknowledge that there will be initial experimentation and adaptation as the
collaboration partners refine the design and smooth out operating procedures.
It is useful to incorporate an ongoing operational evaluation process into this
phase, to secure feedback aimed at continual improvement.

Institutionalization

Over time one strives to embed the collaboration into the partnering organiza-
tions. Indicators of successful institutionalization include surviving a change of
leadership at the operating level or at the top of either organization. Another
is when the partners talk in terms of “we” rather than “us” and “them.” This
institutionalized unity is also manifested by a fusion of the partners’ value cre-
ation frames. All of this must be grounded in governance processes that involve
collective decision making and equitable power sharing.

Collaborative Value Outcomes

The final component of the CVC Framework focuses on the outcomes produced
by the collaboration. We address three questions related to value outcomes:
(1) Who benefits? (2) What value is produced? and (3) What are key measure-
ment issues?

Who Benefits?

It is important to identify the full range of beneficiaries from a collaboration.
The value recipients should encompass three levels: individuals, organizations,
and society (also referred to as the micro, meso, and macro levels). It is also
helpful to distinguish between the benefits internal to the collaboration (that
is, benefits to the partnering organizations and the individuals in them) and
the benefits external to the partnership (that is, benefits to the individual clients
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or beneficiaries receiving the social service or good, external stakeholders of the
businesses and nonprofits, and society in general).

Types of Value

The CVC Framework recognizes the importance of using the general categories
of economic, social, and environmental value. However, we must stress the
utility of specifying the previously described four types of value: associational,
transferred assets, interaction, and synergism, each with their multiple man-
ifestations. Such specificity enables a more analytical assessment of the value
generated accruing to different beneficiaries from the collaboration.

Assessment Perplexities

Assessing outcomes of collaborations is fraught with complications. To address
these complications, it is important that the partners work with a shared mind-
set that seeks to evaluate the collaboration’s ongoing value creation. A second
necessity is to have clear objectives for the collaboration, with corresponding
performance indicators by which to assess their accomplishment. Accompanying
these objectives should be a statement of the collaboration’s theory of change and
value creation pathways. The partners need to ensure that the resources required
to carry out the assessment are available. Too often, funders demand evaluation
but do not provide the resources to do it. Measurement is often complicated by
the intangible nature of a collaboration’s intended benefits, which means that
qualitative measures should be employed as well as quantitative measures. Attri-
bution of results to the collaboration’s actions may be complicated because of
other possible influencing factors. The rigorous approach to dealing with this
problem is to employ randomized control trial groups, but this approach often is
too costly or not feasible. This is where the theory of change and value creation
can provide supportive evidence, as can the use of evaluation studies for similar
interventions.

Smart Collaborative Value Creation Practices

To summarize the foregoing, we offer the following list of twelve smart practices
that will contribute to maximizing value creation through collaboration:

1. Understand value creation in terms of sources and types of value.
2. Achieve a collaborative value mindset.
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3. Advance through the collaborative stages by using the alignment, engage-
ment, and leverage value drivers.

4. Manage value-creation pathways in the formation-selection-implementation-
institutionalization phases.

5. Assess outcomes in terms of the separate types of value created for indi-
viduals, for organizations, and for society, internal and external to the
collaboration.

6. Seek partners who fit in terms of mission, strategy, values, and complemen-
tary resources.

7. Bond with your partner through understanding, empathy, emotional con-
nection, and commitment.

8. Govern and organize the collaboration through clear roles and responsibil-
ities, shared planning and decision making, constructive conflict, and equi-
table power management.

9. Communicate effectively between the partners, within each partnering orga-
nization, and to external stakeholders.

10. Build trust by keeping your word, being dependable, sharing key resources,
and respecting confidentiality.

11. Learn continuously about better collaboration processes and how to
co-create greater value.

12. Transform the partners and society.

Conclusion

The Collaborative Value Creation (CVC) Framework we have described in this
chapter provides an analytical and practical vehicle for answering the following
question: How can collaboration between businesses and nonprofit organizations most
effectively co-create significant economic, social, and environmental value for society, orga-
nizations, and individuals? Each of the five CVC Framework components deepens
one’s understanding of the interactions that contribute to value creation, while
providing guidance to researchers and practitioners who wish to assess the collab-
oration’s generation of value. The framework also aims to promote consistency
and maximize comparability between processes and outcomes of collaboration.
The goal is to offer a roadmap on the possible pathways to maximize value
creation across all levels of social reality rather than to prescribe a fixed
approach to value creation. Partnering organizations can adapt the framework
according to their partnership circumstances and researchers can employ either
elements of or the complete CVC Framework to examine the value creation
spectrum, the relationship stages, processes, and outcomes.
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In summary, the first CVC component examines the sources of value
employed, how they are used, and to what effect by the partners; the second
component unpacks the value and collaboration mindset of each partner;
the third component positions partners’ cross-sector interactions within the
collaboration continuum’s stages and examines the nature of the relationship
according to value descriptors; and the fourth component examines how
partnership processes contribute to the value co-creation of the partners. The
final component, partnership outcomes, assesses the value of each partner on
the different levels of analysis to facilitate the assessment of the benefits and
costs. To conclude, we set forth a set of smart practices that can be used to
maximize value creation.

Understanding more deeply the virtuous circle of value creation facilitates
a paradigm change to enable equal prioritization of social and environmental
value creation with that of economic value creation, and it also highlights the
significance of each of the processes at the same time. The partnership literature
is in the early stages of addressing the challenges of mapping the value creation
“road” on different levels of analysis. Thus, additional research will certainly lead
to further elaboration, revision, and refinement of the CVC Framework and its
theoretical constructs.

Note

1. The Collaborative Value Creation (CVC) Framework is more fully elaborated with
over one hundred illustrative collaboration examples in J. E. Austin and M. M.
Seitanidi, Creating Value in Nonprofit-Business Collaborations: New Thinking and Practice.
San Francisco: Jossey-Bass (2014).
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CHAPTER SIXTEEN

OUTCOME ASSESSMENT
AND PROGRAM EVALUATION

John Clayton Thomas

Nonprofit organizations need to know how effectively they are performing
their jobs. Are their programs achieving the desired results? How could

programs be modified to improve those results? Because the goals of non-
profit programs are often subjective and not readily observable, the answers to
these questions may be far from obvious.

These questions have grown in urgency in recent years as a consequence
of new external pressures. As perhaps the watershed event, “the Government
Performance and Results Acts of 1993 . . . placed a renewed emphasis on account-
ability in federal agencies and nonprofit organizations receiving federal support”
(Stone, Bigelow, and Crittenden, 1999, p. 415). More specific to nonprofit orga-
nizations, funders increasingly demand evidence of program effectiveness, as
exemplified by the United Way of America’s outcome measurement initiative of
recent decades and its more recent Outcome Measurement Resource Network
(see, for example, United Way of America website for the Outcome Measure-
ment Resource Network). As Ebrahim describes in Chapter Four of this volume,
there is today a major press for nonprofit organizations to be highly accountable
in all sorts of ways. Yet research on contemporary practice indicates that many
nonprofit agencies still perform relatively little assessment of program perfor-
mance (Carman, 2007; Morley, Hatry, and Cowan, 2002).

444
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To address these needs nonprofit organizations need, at a minimum, to
engage in systematic outcome assessment—that is, regular measurement and
monitoring of how well their programs are performing relative to the desired
outcomes. (The terms outcome assessment and performance assessment will be used
interchangeably in this chapter.) Nonprofit executives may want, in addition,
to employ the techniques of program evaluation in order to define the specific
role their programs played in producing any observed beneficial changes. Used
appropriately, outcome assessment and program evaluation inform a wide range
of decisions about whether and how programs should be continued in the future
and satisfy funder requirements.

This chapter introduces the techniques of outcome assessment and pro-
gram evaluation as they might be employed by nonprofit organizations. These
techniques are not designed for more general evaluations of organizational
effectiveness which, as Herman and Renz (2008, p. 411–412) have observed,
seldom “could be legitimately considered to equal” program effectiveness (see
Chapter Ten in this volume for a detailed discussion of organizational effective-
ness). The emphasis here is on how these tools can be useful to organization
executives by providing information that speaks to decisions those executives
must make. To make that case, we will first provide a step-by-step description of
how to conduct outcome assessment, before turning to how that assessment can
be incorporated into more advanced program evaluations processes.

Planning the Process for Outcome Assessment

For outcome assessment to have maximum value, the process for that assessment
must be well planned and executed. The first step in that regard is for the organi-
zation’s leaders to be committed to the effort. Ideally, an initiative of this kind will
begin with the chief executive of the nonprofit organization but, in any event, the
chief executive and the organization’s board should understand and support the
initiative. Support includes recognizing and accepting that outcome assessment
could uncover unwelcome truths about program performance. There is no point
in taking the time to develop and obtain performance data if those in charge are
not committed to using the data.

Assuming this support is assured, outcome assessment should be undertaken
on a program-by-program basis. For a nonprofit organization with multiple pro-
grams, that guideline means that each program will require separate outcome
assessment planning. A specific individual should be assigned primary respon-
sibility for that planning for each program, preferably as part of a small team.
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(The discussion that follows will use the term decision makers to encompass
both possibilities.)

Regardless of whether a team is used, the planning process should entail
extensive involvement of staff and perhaps even clients who are involved with the
program. That involvement serves at least two functions. First, it assists in infor-
mation gathering. Since those who are involved with a program know it from the
inside, they can provide valuable intelligence on the program’s desired outcomes
and possible means for measuring their achievement. Second, involvement can
build ownership in the outcome assessment process. If program staff and clients
have the opportunity to speak to how the program will be assessed, they are more
likely to buy into the eventual results of the assessment.

Finally, the process should also be linked to the organization’s information
technology. Improved information technology, by facilitating the recording and
analysis of performance data, is a major factor underlying the recent push for
better performance assessment in both the nonprofit and public sectors. Build-
ing a strong performance assessment system requires that the system be planned
in conjunction with the organization’s technology.

Defining Program Goals

Outcome assessment is a goals-based process; programs are assessed relative to
the goals they are designed to achieve. Defining those goals can prove to be a
difficult task since the project leader or team must define and differentiate sev-
eral types of goals while navigating the often-difficult politics of goal definition.
This section first explains several goal types and then discusses how to define
them in a political context.

Types of Goals

A first type of goal refers to the ultimate desired program impact. United
Way of America, in its outcomes assessment website, defines outcome goals as
“benefits or changes for individuals or populations during or after participating
in program activities.” Here we prefer a broader definition of outcome goals
as the final intended consequences of a program for its clients and/or society.
An outcome goal has value in and of itself, not as a means to some other end,
and is usually people-oriented because most public and nonprofit programs
are designed ultimately to help people. This broader definition probably fits
better the new United Way interest in measuring the success of programs based
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on both “client-level outcomes” and “achievement of measurable community
outcomes” (Minich et al., 2006, p. 183).

Activity goals, by contrast, refer to the internal mechanics of a program, the
desired substance and level of activities within the program. These specify
the actual work of the program, such as the number of clients a program hopes
to serve. How the staff of a program spend their time—or are supposed to spend
their time—is the stuff of activity goals.

The distinction between outcome and activity goals can be illustrated
through a hypothetical employment-counseling program. An activity goal for
this program might be “to provide regular employment counseling to clients,”
with an outcome goal being “to increase independence of clients from public
assistance.” The activity goal refers to the work of the program, the outcome goal
to what the work is designed to achieve. As this example also suggests, outcome
goals tend to be more abstract, conceptual, and long term; activity goals are
more concrete, operational, and immediate.

Understanding the distinction is crucial if outcome assessments are to
resist pressures to evaluate program success in terms of activity rather than
outcome goals. Program staff often push in that direction for several reasons.
First, activity goals are easier for them to see; they can more readily see the
results of their day-to-day work than what that work is designated to achieve
sometime in the future. Second, activity goals tend to be more measurable; it
is easier to measure the “regularity” of counseling than “independence from
welfare.” Finally, activity goals are usually easier to achieve. Police working
in a crime prevention program, for example, can be much more confident
of achieving an activity goal of “increasing patrols” than an outcome goal of
“reducing crime.”

Outcome assessment planning often can sidestep pressures of this kind by
including both types of goals in the goal definition. As a practical matter, both
outcome and activity goals must be examined in most outcome assessments
in order to know how different parts of a program link to eventual program
outcomes.

Sometimes a program will have so many activity goals that it could be too
much work to attempt to define much less measure all of them as part of the
outcome assessment system. A good guideline in such cases is to define activity
goals only for key junctures in the program, that is, only at the major points in
the program sequence where information is or might be wanted (see also Savaya
and Waysman, 2005, p. 97).

Falling between activity and outcome goals are bridging goals, so named
because they supposedly connect activities to outcomes (Weiss, 1972, pp. 48–49).
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Bridging goals, like outcome goals, relate to intended consequences of a
program for society, but bridging goals are an expected route to the final
intended consequences, rather than being final ends in and of themselves. In an
advertising campaign designed to reduce smoking, for example, a bridging
goal between advertising (activity) and reduced smoking (outcome) might be
“increased awareness of the risks of smoking.” That increased awareness would
be a consequence of the program for society but, instead of being the final
intended consequence, it is only a bridge from activity to outcome.

Bridging goals can be important for outcome assessment systems for a variety
of reasons. For one thing, because they are often essential linkages in a program’s
theory of change—the hypothesized process by which program inputs lead to
outcomes—their achievement may be a prerequisite to demonstrating that pro-
gram activities have produced the desired outcomes. Thus, to confirm that
a program works, it may be necessary to establish first that the bridging goal
is achieved before any change on the outcome goal would even be relevant.
Bridging goals also may provide a means to obtain an early reading on whether
a program is working. Effects may be observable on a bridging goal when it is
still too early to see any impact on final outcome goals.

Outcome assessment systems may also occasionally incorporate side effects.
Side effects, like outcome and bridging goals, are also consequences of a pro-
gram for society, but unintended consequences. They represent possible results
other than the program’s goals. For example, a neighborhood crime prevention
program might displace crime to an adjacent neighborhood, producing the side
effect of increased crime there. A side effect can also be positive, as when a neigh-
borhood street cleanup program induces residents to spruce up their yards and
homes, too.

Given the potential for any given program to have a wide range of side effects,
where should an assessment draw the line? An outcome assessment for a non-
profit agency program should incorporate side effects only to the extent that
the chief executive, staff, and/or other key stakeholders view specific possible
side effects as important program aspects. Is there an interest in examining a
possible negative side effect, perhaps with an eye to changing the program so
as to reduce or eliminate that result? Agency decision makers must make that
judgment based on whatever data they believe are necessary for a full outcome
assessment. Inmost cases, given a principal interest in activity and outcome goals,
the executive may not want to spare limited resources to monitor possible side
effects, too. On occasion, though, possible side effects may loom as so important
that they must be addressed.
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Whatever the type of goal, its definition should satisfy several criteria:

1. Each goal should contain only one idea. A goal statement that contains
two ideas (for example, “increase independence from welfare through
employment counseling”) should be divided into two parts, with each idea
expressed as a distinct goal.

2. Each goal should be distinct from every other goal. If goals overlap, they may
express the same idea and so should be differentiated.

3. Goals should employ action verbs (for example, “increase, improve, reduce”),
avoiding the passive voice.

Goal definitions can be derived from two principal sources: (1) program
documentation, including initial policy statements, program descriptions, and
the like, and (2) the personnel of the program, including program staff, the
organization’s executive, and possibly other key stakeholders such as clients.
These personnel should always be asked to react to draft goals before they
are finalized.

The Politics of Goals Definition

Understanding the different types of goals and where to find them may be the
easy part of goal definition. The difficult part can be articulating those defini-
tions in amanner that satisfies all important stakeholders. To do that may require
navigating the perilous politics of goal definition.

As a first difficulty, many programs begin without clearly defined goals. Initial
program development focuses on where money should be spent to the neglect of
defining what the program is expected to achieve. Second, as programs adapt to
their environments, goals sometimes change and, in the process, depart from the
program’s original intent. “Policy drift” can result wherein programs move away
from that original intent, and once-distinct goals become fuzzy or inconsistent
(for an example, see Kress, Springer, and Koehler, 1980).

More difficulties can arise when planning for outcome assessment begins.
The commonly perceived threat from any kind of assessment may prompt some
program staff or other stakeholders, when they are asked, to be evasive about
goals. Or, those staff or other stakeholders from their different vantage points
inside and outside the programmay simply have different views, resulting in con-
flicting opinions about a program’s goals.

A variety of techniques is available to cope with these problems. Fuzzy
or inconsistent goals may be accommodated by including all of the different
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possible goals in a comprehensive goals statement. If some perspectives appear
too contradictory to fit in the same statement, a goals clarification process might
be initiated (for an illustration, see Kress, Springer, and Koehler, 1980). Working
with staff and stakeholders to clarify the goals of a program could be the most
important contribution of an outcome assessment planning process since it may
build a cohesiveness previously lacking in the program.

Disagreement over goals can also sometimes be sidestepped as irrelevant.
Patton (2008, pp. 238–241) recommends asking stakeholders what they see as
the important issues or questions about the program. These issues, because they
represent areas where information might be used, should be the focus of most
eventual data analysis anyway. And, there may be more agreement about issues
than about goals. Decision makers might then be able to express these issues in
terms of the types of goals outlined earlier.

The agency’s chief executive can play any of several roles in the definition of
program goals. At a minimum, the executive should oversee the entire process to
ensure the necessary participation, lending the authority of her or his position as
necessary. Ideally, the executive should review proposed goals as they are defined,
both for clarity and for conformity to the agency’s overall focus. Finally, if conflicts
over goals arise, the executive may need to intervene to achieve resolution.

The Impact or Logic Model

As part of the process of goal definition, a program’s various goals should be
combined into a visual impact or logic model—an abstracted model of how the var-
ious goals are expected to link to produce the desired outcomes (see Savaya and
Waysman, 2005; McLaughlin and Jordan, 2015; W. K. Kellogg Foundation, 2004).
Such a model should have several characteristics. First, it should be an abstrac-
tion, removed from reality but representing reality, just as the goals are. Second,
the model should simplify matters, reducing substantially the detail of reality.
Third, as the “logic” component, the model should make explicit the signifi-
cant relationships among its elements, showing for example how activity goals are
expected to progress to outcome goals. Fourth, the model may involve formula-
tion of hypotheses—the suggestion of possible relationships not previously made
explicit in program documents or by program actors. Indeed, a principal benefit
of model development often lies in how program stakeholders are prompted to
articulate hypotheses they had not previously recognized. Exhibit 16.1 shows an
impact model for a hypothetical nonprofit training program.

The model links the various goals from the initial activity goals through the
bridging goals to the ultimate outcome goal. As the model illustrates, bridging
goals sometimes fall between two activity goals, but still serve as links in the chain
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EXHIBIT 16.1. AN IMPACT MODEL FOR A TRAINING PROGRAM FOR
EXECUTIVES OF LOCAL BRANCHES OF A NATIONAL NONPROFIT

1. Determine developmental needs of local executives (AG).
2. Develop training materials to address these needs (AG).
3. Screen and select executives for training (AG).
4. Conduct training of executives (AG).
5. Executives formulate individualized plans for development of their organi-

zations (BG).
6. Executives attend follow-up training (AG).
7. Local organizations increase volunteer membership (OG).
8. Local organizations increase volunteer giving (OG).

Key: AG = activity goal

BG = bridging goal

OG = outcome goal

from activity goals to outcome goals. This model may be atypical in that the
goals follow a single line of expected causality, where the more common model
may fork at one or more points (as, for example, if different types of executives
received different kinds of training). Should staff and/or stakeholders disagree
about the likely impact model, decision makers must determine whether the dis-
agreement is sufficiently important to require resolution before further outcome
assessment planning can proceed.

Development of an impact model can help staff and stakeholders clarify how
they expect a program to work and the questions they have about its operation,
in the process perhaps suggesting how to use assessment data once it becomes
available. As Savaya and Waysman (2005, pp. 85–86) have documented, impact
models can be useful for a variety of other purposes, too—from “assessing the
feasibility of proposed programs” to “developing performance monitoring sys-
tems.” To date, however, these models still appear to be used only infrequently
by nonprofit organizations (Carman, 2007, p. 66).

Measuring Goals

Once the goals have been defined, attention must turn to how to measure them.
Before thinking about specific measures, decision makers should become famil-
iar with some basic measurement concepts and with the various types of measures
available.
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Concepts of Measurement

Measurement is an inexact process, as suggested by the fact that social scientists
commonly speak of “indicators” rather than measures. As the term implies, mea-
surement instruments indicate something about a concept (that is, about a goal),
rather than provide perfect reflections of it. So, crime reported to police consti-
tutes only a fraction of actual crime; and scores on paper-and-pencil aptitude
test reflect the test anxiety and/or cultural backgrounds of test takers as well as
their aptitudes.

The concepts of measurement validity and measurement reliability rest on re-
cognition of the inexactness of measurement. Measurement validity refers to
whether or to what extent a measure taps what it purports to measure. More
valid measures capture more of what they purport to measure. Measurement
reliability refers to a measurement instrument’s consistency from one appli-
cation to another. Reliability is higher if the instrument produces the same
reading (a) when applied to the same phenomenon at two different times or
(b) when applied by different observers to the same phenomenon at the same
time. Obviously, the better measures are those that are more valid and reliable.

Executives and staff of nonprofit agencies need not become experts on how
to assess the validity and reliability of measures, but they should know to keep at
least two points in mind. First, given the fallibility of any particular measure, mul-
tiple measures—two or more indicators—are desirable for any important goal,
especially any major outcome goal. (One measure each may prove sufficient for
many activity goals.) Once data collection begins, the different measures should
then be compared to see if they appear to be tapping the same concept. Second,
if there are concerns about reliability, taking multiple observations is recom-
mended. Any important measure should, if possible, be applied at a number of
time points to see if and how readings might fluctuate. (Multiple observations
are also useful for other aspects of research design, as explained as follows.)

Decision makers must also consider face validity; that is, whether measures
appear valid to key stakeholders. Measurement experts sometimes discount the
importance of face validity on the grounds that measures that appear valid some-
times are not. However, the appearance of validity can be crucial to the accep-
tance of ameasure as really reflecting program performance. As a result, decision
makers should be concerned for whether recommended measures appear valid,
but they must try to avoid using any seemingly attractive measures that may not
actually tap the relevant goal.

In selecting measures, the ability of program staff to assess measurement
validity should not be underestimated. By virtue of their experience with the
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program, staff often have unique insights into the merits of specific measures,
insights that trained outside experts might miss.

Types of Measures

Outcome assessments can employ several types of measures, and to achieve the
benefit of multiple measures, will typically utilize two or more of the types. The
different types are briefly introduced below in terms of what nonprofit executives
and staff may need to know about each.

Program Records and Statistics. An obvious first source for data is the program
itself. Records can be kept and statistics maintained by program staff for a variety
of measures. Almost every evaluation will employ at least some measures based
on program records (for a detailed treatment, see Hatry, 2015).

These measures must be chosen and used with caution, however. For one
thing, program staff ordinarily should be asked to record only relatively objective
data such as numbers of clients served, gender and age of clients, dates and times
services are delivered, and the like. Staff usually can record these more objective
data with little difficulty and high reliability; they should not be expected, without
training, to record more subjective data such as client attitudes, client progress
toward goals, and so on.

In a similar vein, although program records can serve as an excellent source
ofmeasures of activity goals—the amount of activity in the program—they should
be used only sparingly as outcome measures and probably never as the sole out-
come measures. Program staff are placed in an untenable position if they are
asked to provide the principal measures of their own effectiveness, especially if
those measures include subjective elements.

That concern not withstanding, the staff who will record themeasures should
be involved in defining the measures. In addition to offering insights about mea-
surement validity, staff can speak to the feasibility of the proposed record keeping
and help ensure that the record keeping process will not be so onerous that staff
must choose between spending their time on the evaluation or on the actual
program. If that were to happen, either the evaluation would interfere with
the program because staff give toomuch time to record keeping, or themeasures
will produce poor data because staff slight record keeping in favor of working
on the program’s activities.

Client Questionnaire Surveys. Any program serving client populations,
including most nonprofit programs, should include some measures of client
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perceptions and attitudes. These perceptions could include ratings of the
program’s services and service providers, client self-assessments, and other
basic client information. The obvious means for obtaining these measures
is a questionnaire survey, of which there are several forms. Each has its own
advantages and disadvantages (see also Newcomer and Triplett, 2004; Rea and
Parker, 2014).

Phone surveys can produce good response rates (that is, responses from a high
proportion of the sample), assuming respondents are contacted at good times
(usually in the evening) and interviewed for nomore than ten to fifteenminutes.
However, phone surveys can be expensive due to interviewer costs and the need
for multiple phone calls in order to reach many respondents.

The desire for a lower-cost procedure often leads to consideration of mail
surveys. Here questionnaires are mailed to respondents, who are asked to com-
plete and return by mail. Any reduction in costs through using a mail survey
can be more than offset, however, by the frequent poor response rate, typically
lower and less representative than with a phone survey. Questions onmail surveys
must also be structured more simply since no interviewer is available to guide
the respondent through the questionnaire. Mail surveys work best when sent
to groups that are both highly motivated to respond (as sometimes with clients
of nonprofit programs) and willing and able to work through written questions
independently. Even then, obtaining a high response rate usually requires send-
ing one or two follow-up mailings to nonrespondents.

E-mail surveys represent a contemporary variation on the mail survey.
Relatively inexpensive online options are now available, too, for recording and
summarizing responses. Obviously, though, this technique will work only with a
computer-literate population, and, as with mail surveys, the population must be
motivated to respond. As another alternative, e-mail surveys might be combined
with traditional mail surveys, an approach that can often produce excellent
response rates (see, for example, Thomas, Poister, and Ertas, 2010).

The best choice for many programs will be the so-called convenience survey, a
survey of respondents who are available in some convenient setting such as when
they receive program services. A program can capitalize on that availability by
asking clients, while on site, to complete and return a brief questionnaire. As
with mail surveys, the questionnaires must be kept simple and brief to permit
easy and rapid completion. To reassure respondents about the confidentiality
of their responses, ballot-box-like receptacles might be provided for depositing
completed questionnaires. A well-planned convenience survey can produce a
good response rate at a cost lower than that of any of the alternatives.



Trim Size: 7in x 9.25in Renz852965 c16.tex V3 - 07/11/2016 9:43 A.M. Page 455

�

� �

�

Outcome Assessment and Program Evaluation 455

Construction of any kind of questionnaire requires some expertise. Agency
executives wishing to economize might share the construction process with an
outside consultant. The outcome assessment planners might draft initial ques-
tions for the consultant to critique before another review by staff and again by
the consultant. This collaborative procedure can both reduce the organization’s
costs and provide training in questionnaire construction to program staff.

Formal Testing Instruments. With many programs, the outcomes desired for
clients—self-confidence, sense of personal satisfaction—are sufficiently common
that experts elsewhere have already developed appropriate measurement instru-
ments. Some formal testing instruments are available free in the public domain;
others may be available at a modest per-unit cost. In either case, it is sometimes
wiser to obtain these instruments than to develop new measures.

Trained Observer Ratings. These ratings can be especially useful “for those
outcomes that can be assessed by visual ratings of physical conditions,” such as
physical appearance of a neighborhood for a community development program
(Hatry and Lampkin, 2003, p. 15). As that example suggests, these ratings work
best for subjective outcomes that are not easily measured by other techniques.
These ratings can be expensive in terms of both time and money, however,
since their use necessitates development of a rating system, training of raters,
and a plan for oversight of the raters. It may also be difficult in a small or
moderate-sized nonprofit agency to find raters who do not have a personal stake
in a program’s effectiveness.

Qualitative Measures. Outcome assessment will typically be enhanced by use of
some qualitativemeasures, measures designed to capture nonnumerical in-depth
description and understanding of program operations. After long disdaining
these measures as too subjective to be trusted, most experts now recognize that
programs with subjective goals cannot be evaluated without qualitative data.

Qualitative measures can be obtained through two principal techniques,
observation and in-depth interviews. Observation can provide a sense of how a
process is operating, as, for example, in evaluating how well group counseling
sessions have functioned. By observing and describing group interaction, an
evaluator could gain a sense of process unavailable from quantitative measures.

In-depth interviews have a similar value. In contrast to questionnaire sur-
veys, relatively unstructured interviews are composed principally of open-ended
questions designed to elicit respondent feelings about programs without the
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constraints of the predefined multiple-response choices of structured question-
naires. These interviews can be extremely useful as, for example, in assessing the
success of individualized client treatment plans.

Still, nonprofit agencies should use qualitative measures with caution, taking
care to avoid either over- or underreliance on them. Evaluation ofmost nonprofit
programs calls for multiple measures, including both quantitative and qualitative
measures. Outcome assessment planners should be sure that both perspectives
are obtained.

Finally, outcome assessment planners should be prepared for the possibility
that discussion of measures may rekindle debate about goals. Perhaps staff paid
too little attention to the earlier goal definition, or maybe thinking about mea-
sures prompts staff to see goals differently. When that happens, planners should
be open to a possible need to re-formulate goals.

Data Collection, Analysis, and Reporting

Once the necessary measures have been defined, decision makers should plan
for data collection, analysis, and reporting. They must ensure first that proce-
dures are established for recording observations on the measures. They must
also determine how the new data collection process will be integrated with the
agency’s information technology, including evaluating whether new software will
be needed for the effort.

Before putting the full outcome assessment in place, the agency should
pilot test the measures and the data collection procedures to see how well they
work. Measures sometimes prove not to produce the anticipated information.
Convenience surveys, for example, sometimes elicit only partial responses
from program clients, which could require either improving or abandoning
that instrument. Problems can also arise in the recording of data, perhaps
necessitating rethinking the recording procedures.

Decision makers, certainly including the agency’s chief executive, should
also establish a schedule for regular reporting and review of the data. Depending
on agency preferences and perceived needs, reviews might be planned as fre-
quently as weekly or as infrequently as annually. Or, less intensive reviews might
be planned more often with more intensive reviews scheduled only occasionally
(e.g., on a quarterly or annual basis).

The details of the schedule are probably less important than that a schedule
is established and implemented. Judging from the findings of one study (Morley,
Hatry, and Cowan, 2002, p. 36), many nonprofit agencies that collect outcome
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information do not systematically tabulate or review the data, instead “leaving it
to supervisors and caseworkers to mentally ‘process’ the data to identify patterns
and trends.” Agencies unnecessarily hamstring themselves when they make such
choices. If systematic outcome data are available, agencies should ensure that the
data are tabulated and reviewed.

Growing numbers of governments and some nonprofit agencies (see
Carman, 2007, p. 65) are taking the additional step of putting program effective-
ness and efficiency data into comprehensive performance management systems
and then reporting the data through summary “scorecards” or “dashboards.”
Popularized by Kaplan and Norton (1996), the so-called “balanced scorecards”
are designed to present a 360-degree picture of an organization’s performance
at any given time. With their growing popularity among governments (see, for
example, Edwards and Thomas, 2005), these scorecards seem likely to become
increasingly common among nonprofit agencies in the coming years.

Actual review of the data can go in a number of directions depending onwhat
the data look like and what questions the agency has about the programs. At the
outset, initial data on any new measures can be at once the most interesting,
yet the most difficult to interpret. Novelty accounts for the likely high interest:
agency executives and staff may be looking at outcome readings they have only
been able to guess at before. However, with initially only one data point to ana-
lyze, those readings may seem uninterpretable. Interpretation becomes easier as
readings accumulate over time, permitting comparisons of current performance
to past performance.

To increase interest and potential utilization of the data, agencies should
consider asking key staff to predict results in advance. Poister and Thomas (2007)
have documented that asking for such predictions (albeit on a limited num-
ber of measures) increased interest among state administrators in the results
of stakeholder surveys. Prediction questions can be asked relatively simply, too
(e.g., “what proportion of program clients will say they are satisfied with the
program?”).

The focus of the interpretation depends on a variety of factors. If the data
show an unexpected trend or pattern—such as an unanticipated decline on an
outcomemeasure from one quarter to the next—attentionmay focus on explain-
ing that pattern. More generally, though, the analysis of the data should be driven
by the questions and concerns of the agency. Is there a concern about whether
a program is working at all? Or, might the concern instead be whether a new
program component is achieving desired improvements?

At the same time, care should be taken not to over-interpret outcome data.
In particular, outcome data should not by themselves be read as implying
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causality—that is, to conclude that any observed changes resulted from a specific
program or programs. Such changes could have resulted from other factors
(a change in the economy, for example) that are wholly independent of the
program. Outcome assessment data by themselves speak to important questions
of whether progress is being made on key agency objectives, but cannot explain
the part the agency has played in inducing those changes.

When questions about program performance turn toward these issues of
causality, agency executives must move a step beyond outcome assessment to
conduct a full program evaluation. Program evaluations, in essence, start from a
foundation of strong outcome assessment and add the techniques of comparison
and control necessary to speak more definitively to the role of specific programs
in producing desired outcomes.

Two Approaches to Program Evaluation

Program evaluation can seem a frightening prospect, raising the specter of
outside experts “invading” the organization, seeking information in a mysterious
and furtive manner, and ultimately producing a report that may contain unex-
pected criticisms. Such fears are not ungrounded. The traditional approach
to program evaluation, sometimes termed the objective scientist approach, often
proceeds along those lines.

Borrowed from the natural sciences, the objective scientist approach entails
several elements. To begin with, objectivity is valued above all else. To achieve
objectivity, the evaluator seeks to maintain critical distance from the program
being evaluated in order to minimize possible influence by program staff, who
may be biased in the program’s favor. The objective scientist also strongly prefers
quantitative data, recognizing qualitative data to be subjective by nature—the
antithesis of objectivity. Finally, the usual purpose of an evaluation for the objec-
tive scientist is to determine whether or to what extent the program has achieved
its goals. Is the program sufficiently effective to be continued, or should it be ter-
minated? The objective scientist takes little interest in how a program’s internal
mechanics are functioning.

Two decades of experience have revealed shortcomings to this approach.
Evaluators who insist on keeping their distance miss the unique insights staff
often have about their programs. Disdaining qualitative data further limits the
ability to assess a program because the goals of most public and nonprofit pro-
grams are too subjective to be measured only by quantitative techniques. Finally,
the insistence on critical distance combined with an exclusive focus on program
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outcomes can result in evaluations that fail to answer the questions decision
makers have.

Recognition of these problems led to the development of an alternative,
the approach that Michael Quinn Patton has termed utilization-focused evalua-
tion. As Patton (2008, pp. 451–452) has explained, this approach begins with
the goal of balance rather than objectivity. Where objectivity implies taking an
unbiased view of a program by observing from a distance, balance recommends
viewing program operation from up close as well as from afar, thus to discern
important details as well as broad patterns. Achieving balance also requires qual-
itative as well as quantitative data because the latter are unlikely to capture all that
is important about programs whose goals are subjective. A balanced assessment
necessitates multiple perspectives.

The balanced approach also rejects outcome assessment—“did the program
work?”—as the only purpose of an evaluation. A utilization-focused evaluation
seeks information for use in modifying and improving programs, too. Getting
close to the program helps by putting the evaluator in contact with the program
administrators who have questions about how programs should be modified as
well as the authority to implement those modifications.

The balanced approach is not appropriate for every program, every evalu-
ator, or every nonprofit executive. In getting close to a program, an evaluator
can risk being “captured” by the program and, at the extreme, becoming only a
“mouthpiece” for those who are vested in the program. For that reason, if there
are serious questions about the quality of a program or about the competence of
its staff, the nonprofit executive may prefer an evaluation performed from the
critical distance of the objective scientist.

For the most part, though, nonprofit executives will find that the utilization-
focused evaluation approach promises both a more balanced assessment
and information more likely to be useful in program development. As a
consequence, the discussion that follows assumes a utilization-focused approach
to evaluation.

Who Does the Evaluation?

A first question, when planning a program evaluation, is who should conduct
the evaluation. Here the principal options are (a) an internal evaluation
performed by the organization’s staff, (b) an external evaluation performed by
outside consultants, and (c) an externally directed evaluation with extensive
internal staff assistance.
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An internal evaluation is possible only if the organization has one or more
staff members with extensive training and experience in program evaluation.
Unlike outcome assessment, full-scale program evaluation is too technical a
task to attempt without that expertise. An internal evaluation also requires
that the nonprofit executive give essentially a free rein to the evaluation staff.
Since inside evaluators may face strong pressures to conform their findings to
the predispositions of program staff, standing up to those pressures is possible
only if the nonprofit executive has made an unequivocal commitment to an
unbiased evaluation.

As a practical matter, although many nonprofit organizations prefer to
conduct evaluations internally (e.g., Carman, 2007, p. 70), most appear to lack
sufficient in-house expertise to produce high-quality evaluations. They are prob-
ably better advised to seek outside assistance from United Way or private-sector
consulting firms, management assistance agencies for the nonprofit sector, or
university faculty (often found in public administration, education, or psychology
departments).

Hiring an outside consultant carries its own risks. Perhaps the greatest risk is
that the external evaluators, perhaps trained in the objective scientist tradition,
may resist getting close to the program and consequently conduct the evaluation
with insufficient concern for the organization’s needs. A preference for criti-
cal distance may blind them to the questions and insights the agency has about
the program.

To minimize this risk, the nonprofit executive should discuss at length with
any prospective evaluators how the evaluation should be conducted, including
whether they are capable of taking a utilization-focused approach. It is also wise
to negotiate a contract that specifies in detail how the nonprofit organization will
be involved in the evaluation.

Perhaps the best means for conducting an evaluation is through a com-
bination of outside consultants and internal staff. In this mode, outside
consultants provide technical expertise plus some independence from internal
organizational pressures while internal staff perform much of the legwork and
collaborate with the consultants in developing the research design, collecting
data, and interpreting findings. The idea, as documented in one study of
successful evaluations (Minich et al., 2006, p. 186), is to “not expect program
staff to be researchers” and, in that spirit, to “shift measurement tasks to
full-time evaluators.”

There are several advantages to this approach. First, it provides the necessary
technical expertise without sacrificing closeness to the program. Second, greater
staff involvement should produce greater staff commitment to the findings,
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increasing the likelihood that findings will be utilized. Third, the evaluation can
be used to train staff to serve a greater role in future evaluations. Finally, having
staff implement much of the legwork could reduce the out-of-pocket costs for
the outside consultants. This reduction is possible, however, only if care is taken
that working with the staff does not require too much of the consultants’ time.

That time commitment can be limited by creating a small advisory team to
oversee the evaluation. This team should include the outside evaluators, the non-
profit executive (or the executive’s representative), and at least one to three
other staff members in the nonprofit organization. The team should serve as
the central entity to which the evaluator reports, reducing the time necessary for
working with program staff. Keeping its size small (in the range of three to five
members) facilitates the team ability to provide clear and prompt feedback to the
evaluation process. A team of this kind is probably desirable for wholly internal
or external evaluations, too.

The only way to assure that the chief executive’s concerns about the program
are addressed is for that executive to be personally involved in the evaluation,
optimally as a member of the evaluation advisory team. In addition, as the litera-
ture on organizational change attests (see, for example, Fernandez and Rainey,
2006), programmatic change is unlikely to occur through an evaluation unless
the chief executive is involved and committed to the process.

The goal of this involvement should not be to obtain the “right” answers—
answers that conform to the executive’s predispositions—but to ensure that the
right questions (the questions crucial to the program’s future) are asked. The chief
executive should emphasize this distinction to the evaluator(s) up front, and then
monitor to be sure the distinction is observed as the evaluation proceeds.

Determining the Purpose of the Evaluation

The first task of an evaluation is to define its purpose. That is, what sort of infor-
mation is desired and why? How will the information be used? Answers to these
questions will be crucial in determining the other elements of the evaluation.

Discussion of evaluation purposes typically begins with a dichotomy between
summative and formative purposes (see Rossi, Lipsey, and Freeman, 2004,
pp. 34–36). A summative purpose implies a principal interest in program out-
comes, in “summing up” a program’s overall achievements. A formative purpose,
by contrast, means that the principal interest is in forming or “re-forming”
the program by focusing the evaluation on how well the program’s internal
operations function. In reality, though, the purposes of evaluations are much
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more complex than a dichotomy can convey. Saying an evaluation has a
formative purpose, for example, does not indicate which of the program’s
internal mechanisms are of interest.

An evaluation’s purpose should reflect the concerns key stakeholders have
about the program. The process of defining this purpose thus should begin with
the nonprofit organization’s executive: What questions does he or she have about
how the program is working? What kinds of information might speak to antici-
pated decisions about the program? Opinions of other stakeholders, including
funders, may also be solicited.

In the end, a number of purposes is possible, depending on the perceptions
of stakeholders and the specific program. An evaluation performed primarily
for funders, who may be most interested in whether the program is having the
desired impact, is likely to have a summative purpose. By contrast, a program
that has only recently been implemented may be a good candidate for an imple-
mentation assessment—an evaluation of how well a program has been put into
operation—but a poor candidate for a summative evaluation because the pro-
gram has not been operating in the field long enough to expect an observable
impact. Evaluations designed mainly for program staff are likely to have princi-
pally formative purposes to help staff modify and strengthen the program.

Because this purpose will guide decisions at all subsequent steps in the
evaluation, a mistake at this stage can hamper the entire effort. The nonprofit
executive should consequently review this purpose and make certain it reflects
his or her concerns as well as the concerns of other key stakeholders. It is
also true, though, that an evaluation’s purpose may become clearer as the
evaluation progresses. Stakeholders may be able to articulate their questions
about programs only as they consider program goals and measures. Evaluators
should be open to this possibility.

Evaluators and nonprofit executives must also be alert to the possibility of
so-called covert purposes, unvoiced hidden purposes for an evaluation (Weiss, 1972,
pp. 11–12). Program managers, for example, sometimes have an unspoken goal
of “whitewashing” a program by producing a favorable evaluation. The responsi-
ble chief executive will reject such an evaluation as unethical as well as incapable
of producing useful information.

It is at this stage that the evaluator and the organization’s chief executive
should also consider whether the evaluation is worth doing. Revelation of a
dominant covert purpose would provide one reason to bow out. Or, it may
be impossible to complete an evaluation in time to inform an approaching
decision about the program. The resources necessary for a program evaluation
are difficult to justify unless the results can be meaningful and useful.
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Outcome Evaluation Designs

Most program evaluations will be concerned to some extent with assessing
program impact—whether or to what extent a program has produced the
desired outcomes. To achieve that end, evaluators can employ a number of
outcome evaluation designs. Nonprofit executives and staff usually will neither
need nor desire to become experts on these designs. However, to participate
intelligently in the evaluation process, they need to understand at least their basic
structure and underlying principles. This section will explain those principles
and then briefly survey the most important of the designs. (For a more detailed
discussion of the designs, see Rossi, Lipsey, and Freeman, 2004, Chapters 8–10.)

Causality

The goal of any outcome evaluation design is to assess causality—whether a pro-
gram has caused the desired changes. To do so, the evaluation design must satisfy
three conditions:

1. Covariation: Changes in the program must covary with changes in the out-
come(s). Changes in outcomemeasures should occur in tandemwith changes
in program effort.

2. Time order: Since cause must come before effect, changes in the programmust
precede changes in the outcome measures.

3. Nonspuriousness: The evaluator must be able to rule out alternative explana-
tions of the relationship between the program and outcome. The evaluator
must demonstrate that the relationship is not spurious, that it is not the result
of a joint relationship between the program, the outcome, and some third
variable.

An evaluation design has internal validity to the extent that it satisfies these three
conditions. Internal validity, in other words, refers to how accurately the design
describes what the program actually achieved or caused.

Evaluation designs can also be judged for their external validity: the extent
to which findings can be generalized to contexts beyond that of the program
being evaluated.Ordinarily, nonprofit organizations will have little or no concern
for external validity; nonprofit executives usually will be interested only in how
their own program works, not with how it might work elsewhere. External validity
becomes a major concern only if, for example, a program is being run as a pilot
to test its value for possible broader implementation. Even then, internal validity
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must still take first priority. We must be sure that findings are accurate before
considering how they might be generalized.

Threats to Internal Validity

The difficulties of satisfying the three conditions for causality can be illustrated
relative to three so-called pre-experimental designs, designs that are frequently
but often carelessly used in program evaluations:

1. One-shot case study: X 01
2. Posttest only with comparison group: X 01 02
3. One-group pretest/posttest 01 X 02

In each case, X refers to treatment, 01 to a first observation, and 02 to a second
observation (on the comparison group in item 2, on the experimental group in
item 3).

The one-shot case study satisfies none of the conditions of causality. As the
most rudimentary design, it provides no mechanism for showing whether out-
comes and program covary, much less for demonstrating either time order or
nonspuriousness.

The posttest only with comparison group design can establish covariation
since the comparison of a program group to a nonprogram group will show
whether outcomes and program covary. However, this design can tell us noth-
ing about time order; we cannot tell whether any outcome differences occurred
after the program’s inception or were already in place beforehand.

The one-group pretest/posttest design can satisfy the first two conditions for
causality since taking observations before and after a program’s inception tests
for covariation and time order. The weakness of the design—and it is a glaring
weakness—lies in its inability to establish nonspuriousness.

Take, for purposes of illustration, a rehabilitation program for substance
abusers as evaluated by the one-group pretest/posttest design. This design
can establish covariation, whether substance abuse decreases with program
involvement, and it can establish time order, since substance abuse is measured
both before and after the program intervention. But it does not control for such
threats to nonspuriousness as the following:

1. Maturation: Decreased substance abuse could have resulted from thematuring
of participants during the time of the program, a maturation not caused by
the program.
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2. Regression: Extreme scores tend to “regress toward the mean” rather than
become more extreme. If program participants were selected on the basis of
their extreme scores (that is, high levels of substance abuse), decreased abuse
could be a function of irrelevant statistical regression rather than a program
effect.

3. History: Events concurrent with but unrelated to the program can affect pro-
gram outcomes. Perhaps a rise in the street price of illegal drugs produced
a decline in substance abuse, which could mistakenly be attributed to the
program.

These flaws make the pre-experimental designs undesirable as the principal
design formost evaluations. Stronger designs are necessary to provide reasonable
tests of the conditions of causality.

Experiments

Experimental designs offer the strongest internal validity. The classic experimental
design takes this form:

R 01 X 02

R 03 04

R refers to randomization, meaning that subjects are assigned by chance—for
example, by lot or by drawing numbers from a hat—to the experimental or con-
trol group in advance of the experiment.

Randomization is a crucial defining element of experimental designs. With
the inter-group and across-time components of this design testing for covariation
and time order, randomization establishes the final condition of causality, non-
spuriousness, by making the experimental and control groups essentially equiv-
alent. As a consequence of that equivalence, the control group provides a test of
“change across time”—the changes due to maturation, regression, history, and
so forth, which could affect program outcomes. Comparing the experimental
and control groups can thus separate program effects from other changes across
time, as this simple subtraction illustrates:

Program effects + change over time (02 − 01)
− Change over time (04 − 03)
= Program effects

Unfortunately, many practical problems work against the use of experimen-
tal outcome designs in evaluations. In particular, randomization poses a number
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of difficulties. First, it must be done prior to the beginning of an intervention;
participants must be randomly assigned before they receive treatment. Second,
ethical objections may be raised to depriving some subjects of a treatment that
other subjects receive, or political objections may be raised to providing treat-
ment on anything other than a “first come, first served” basis. Experiments can
also be costly, given the need to establish, maintain, and monitor distinct experi-
mental and control groups. Since many programs are still changing as they begin
operation, it sometimes proves impossible to (as an experiment requires) main-
tain the same program structure throughout the length of the experiment.

But the possibility of conducting an experiment should not be dismissed too
quickly. The need for prior planning can sometimes be surmounted by running
an experiment not on the first cohort group of subjects, but on a second or later
cohort group, such as a second treatment group of substance abusers. Ethical
and political objections often can be overcome by giving the control group a tra-
ditional treatment rather than no treatment. That choice may make more sense
for the purpose of the evaluation anyway, since the ultimate choice is likely to
be between the new treatment and the old, not between the new treatment and
no treatment.

Quasi-Experiments

If an experimental design cannot be used, the evaluator should consider one of
the so-called quasi-experimental designs. These designs are so named because they
attempt, through a variety of means, to approximate the controls that experi-
ments achieve through randomization. The strongest of these designs come close
to achieving the rigor of an experiment.

A first quasi-experimental design is the nonequivalent control group:

01 X 02

03 04

Here, in lieu of randomization, a comparison group is matched to the experi-
mental group in the hope that the pre-post comparison of the two groups will
furnish an indication of program impact.

This design is as strong—or weak—as the quality of the match. The goal of
matching is to create a comparison group that is as similar as possible to the
experimental group, except that it does not participate in the program. A good
match can be difficult to achieve because the available comparison groups often
differ in crucial respects from the experimental group.
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Consider a hypothetical job-training program for the unemployed that takes
participants on a first come, first served basis. The obvious candidates for a com-
parison group are would-be participants who volunteer after the program has
filled all of the available slots. The evaluator might select from those late volun-
teers a group similar to the experimental group in terms of race, sex, education,
previous employment history, and the like—similar, in other words, on the extra-
neous variables that could affect the desired outcome of employment success.

The difficulty arises in trying to match on all of the key variables at once.
Creating a comparison group similar to the experimental on two of those
variables—say, race and gender—may be possible, but the two groups are
unlikely then also to have equivalent education levels, employment histories,
and other characteristics. In addition, the two groups may differ on some
unrecorded or intangible variable. Perhaps the early volunteers were more
motivated than late volunteers, accounting for why they volunteered sooner.
If that difference were not measured and incorporated in the analysis, the
program could erroneously be credited for employment gains that actually
stemmed from the differences in motivation. In cases such as this, no match is
preferable to a bad match.

A second kind of quasi-experimental design is the interrupted time series design,
diagramed as follows:

01 02 03 X 04 05 06

The defining elements of this design are three or more observations recorded
both before and after the program intervention. Multiple observations are
important because they provide a reading on trends, thereby controlling for
most changes over time (maturation, regression, and so on), which experi-
mental designs achieve through randomization. Those controls give this design
relatively good internal validity.

History is the principal weakness of this design, with respect to internal valid-
ity. There is no control for any event that, by virtue of occurring at the same time
as the program, could affect program impact. A program to improve the situ-
ation of the homeless could be affected, for example, by an economic upturn
(or downturn) that began at about the same time as the program.

Obtaining the necessary multiple observations can also prove difficult.
On the front end, preprogram observations may be unavailable if measurement
of key outcome indicators began only when the program itself began. On the
back end, stakeholders may demand evidence of program impact before several
post-program observations can be obtained.
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One of the strongest of the quasi-experimental designs is the multiple
interrupted time series:

01 02 03 X 04 05 06
07 08 09 010 011 012

The strength of this design results from combining the key features of the
interrupted time series and the nonequivalent group design. The time series
dimension controls for most changes across time; the nonequivalent control
group dimension controls for the threat of history.

The problems with this design derive from the possible weakness of its com-
ponent parts. A bad match can provide a misleading comparison; the lack of
longitudinal data can rule out use of this design at all.

Other Designs and Controls

The realities of many programs preclude the use of either experimental or
quasi-experimental designs. Perhaps no one planned for an evaluation until the
program was well under way, thereby ruling out randomization and providing
no preprogram observations. Finding a comparison group may also prove too
difficult or too costly. Under these conditions, the evaluator may be forced
to rely on one or more of the pre-experimental designs as the principal out-
come evaluation design, leaving the evaluation susceptible to many threats to
internal validity.

Fortunately, means are available to compensate for if not to eliminate these
design weaknesses. A first possibility is to use statistical controls. If their numbers
and variability are sufficient, the subjects of a program can be divided for
comparison and control. For example, a one-group pretest/posttest might be
subdivided into those receiving a little of the program (x) and those receiving
a lot (X). The resulting design becomes more like the stronger nonequivalent
control group design:

01 X 02
03 x 04

There remains the question of whether the two groups are comparable in all
respects other than the varying program involvement. If that comparability can
be established, the design can provide a reading on whether more program
involvement produces more impact, substituting for the unavailable comparison
of program versus no program. The option to strengthen designs through
statistical controls can also be useful with quasi-experimental and experimental
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designs. When a nonequivalent control group design is used, the evaluator may
want to subdivide and compare subjects on variables on which the matching was
flawed. If the two groups were matched on race and gender but not on educa-
tion, the experimental and control groups might be compared while statistically
controlling for education. Or, where a time series design is employed, additional
data might be sought to control for threats of history. In a study of how the
55-mile-per-hour speed limit affected traffic fatalities, researchers examined data
on total miles traveled to test an alternative explanation that fatalities declined
as a consequence of reduced travel (amid the 1974–1975 energy crisis), not as
a consequence of reduced speed (Meier and Morgan, 1981, pp. 670–671). The
data added to the evidence that reduced speed was the cause.

Combining several outcome evaluation designs can also add to the strength
of the overall design. Many evaluations will employ multiple designs, each for a
different measure. Stronger designs on some measures might then help to com-
pensate for the weaker designs necessary for other measures.

Assuming an outside evaluator is involved, these design decisions will be
made principally by that individual. Still, to the extent that executives and staff
understand these basic principles of evaluation design, they will be able to advise
evaluators on these decisions. The nonprofit executive can perform an even
more important role by monitoring the design planning to assure its fit to the
purposes of the evaluation. The most rigorous design will be of no use unless
it speaks to the issues of concern to the organization’s board, executive and/or
stakeholders. It is up to the executive to ensure that the evaluation remains rele-
vant and appropriate to the organization’s needs.

Process Evaluation

With most program evaluations, nonprofit executives will want to evaluate the
program process as well as its ultimate impact. Outcome evaluation designs usu-
ally indicate only whether a program is working, not why. Process evaluation may
be able to discern what steps in a program’s process are not working as intended,
perhaps pointing to how a program can be changed to increase its effectiveness.
These suggestions will often prove the most useful.

The techniques of process evaluation are both simpler and less systematic
than those for outcome evaluations (see also Thomas, 1980). In essence, pro-
cess evaluation entails examining the internal workings of a program—as rep-
resented largely through activity goals—both for their functioning and for their
role in producing the desired outcomes. It usually begins with the development
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of a good logic model (see Savaya and Waysman, 2005), then progresses to an
examination of specific parts of that model.

The executives and staff of nonprofit organizations should be key actors in
any process evaluation. To begin with, they should attempt to define at the out-
set the specific questions they have about the program’s process. Conceivably,
they may already feel adequately informed about performance as it pertains to
some activity goals, and so may not desire new information there. They will then
want to be certain that the evaluation includes the questions they do have about
program process.

The basics of a process evaluation can be illustrated by the case of an affirma-
tive action program designed to increase the hiring of minority firefighters by a
municipal government. The activity goals of interest in this evaluation included
the following:

1. Increase the number of minority applicants.
2. Increase the success rate of minority applicants on the written examination.
3. Increase the success rate of minority applicants on the physical examination.

These activity goals are designed to lead to this outcome goal (among
others):

4. Increase the proportion of minority firefighters in the fire department.

The several activity goals can illustrate how a process evaluation can be useful.
Data on these various activities could indicate where, if at all, the program might
be failing. Are too few minorities applying? Or are minorities applying only to
be eliminated disproportionately by written or physical exams? Answering these
questions could help a program administrator to decide whether, or how, and
where to change the program.

A good process evaluation often can help to compensate for weaknesses in
the outcome evaluation designs. When the difficulty of controlling for all threats
to internal validity in an outcome evaluation design leaves unanswered questions
about the linkage of program to outcomes, the process evaluation could provide
an additional test of this linkage by documenting whether the program activ-
ities have occurred in a manner consistent with the observed outcomes. If an
impact evaluation shows significant gains on the outcome measures and the pro-
cess evaluation shows high levels of program activities, the evaluator can argue
more convincingly that the program caused the impact. By contrast, evidence of
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low activity levels in the same scenario would cast doubts on the possibility that
the program is responsible for outcome gains.

Most program evaluations should contain some form of process evaluation.
Though less systematic than outcome designs, process evaluation techniques will
often provide the more useful information for nonprofit executives.

Data Development, Report Writing, and Follow-Up

Nonprofit executives should plan to involve themselves and the program staff
extensively in analysis and review of evaluation findings. This involvement is
necessary first for accuracy: staff review of data and reports minimizes the risk
of outside evaluators reporting inaccurate conclusions. Staff members also
are more likely to utilize findings and implement recommendations that they
helped to develop.

When outside evaluators are used, the best approach to this involvement
may be to ask for the opportunity to review and comment on interpretations
and reports while still allowing the evaluators to retain final authority on
the substance of reports. Most evaluators should welcome this arrangement
for self-protection; no evaluator wants to go public with conclusions that are
subsequently shown to be erroneous. Staff might also be involved in basic
data interpretation as, for example, by meeting with evaluators to review data
printouts. As suggested earlier, interest among staff might be heightened by
asking them to predict some of the results before the findings are in (Poister
and Thomas, 2007).

The chief executive must also decide what final written products to request.
A comprehensive evaluation report is usually desirable, both for the historical
record and as a reference in case questions arise, along with a brief executive
summary of one to three pages for broader distribution and readership. Other
reports may be desirable for particular types of clients.

The job of the outside evaluator customarily concludes at this point, but the
agency’s chief executive and program staff should consider if and how the pro-
gram should be changed in light of the evaluation. A program evaluation can
provide both a direction and an impetus for change, but often with a limited win-
dow of opportunity to achieve any change. The agency’s chief executive should
take advantage of that window by discussing the evaluation with staff and, where
appropriate, developing plans for what changes to make and how. Since the eval-
uation data presumably came from the agency’s outcome assessment system, this
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is also a good time to consider any need to change that system. Only through
such efforts can a nonprofit agency gain the full value of a program evaluation.

Summary

Nonprofit agencies today confront increasingly strong demands to demonstrate
that their programs work. Tomeet these demands, contemporary nonprofit agen-
cies must engage in systematic outcome assessment, measuring and monitoring
the performance of their programs.

Outcome assessment data can speak to important questions of whether
progress is being made on key agency objectives. As a result, every nonprofit
agency, if it has not already done so, should consider if and how it can develop,
collect, and analyze these data on a continuing basis.

Outcome assessment data alone can not speak to issues of causality, that
is, to whether any observed changes resulted from a specific agency program
or programs. Agency executives who wish to investigate those kinds of causal
connections should consider taking a step beyond outcome assessment to
conduct a program evaluation, too. Program evaluations build from a founda-
tion of strong outcome assessment, adding the techniques of comparison and
control necessary to speak to the role of specific programs in producing desired
outcomes.

Success in these efforts may not come easily. For one thing, nonprofit
agencies often need to find additional funds to support new initiatives in either
outcome assessment or program evaluation. Yet as Carman (2007, p. 71) has
observed, “although funders and other stakeholders may be asking [nonprofit
agencies] to report on evaluation and performance information, most are
not receiving separate funds or additional grants to collect this information.”
In the long term, the solution may lie in these agencies “investing in their own
evaluation capacity,” as Carman (2007, p. 73) recommends, but that strategy
offers no help in the near term.

Even if the necessary funding can be found, success in either outcome assess-
ment or program evaluation also requires a delicate balance of analytic and
scientific expertise with group process skills. On the analytic side, nonprofit
executives and staff should acquire at least a basic expertise, which can be
supplemented as necessary with the talents of skilled consultants. On the group
process side, nonprofit executives must ensure that any outcome assessment
planning or program evaluation includes extensive participation of the agency’s
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stakeholders, including at least the program staff and funders. Achieving
that balance can give the executives and staff of nonprofit organizations the
knowledge necessary to provide better programs and services.
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PART FOUR

DEVELOPING AND
MANAGING NONPROFIT
FINANCIAL RESOURCES

Essentially all nonprofit managers and leaders understand the importance
of financial resources to the success of their organization. And yet, all too

often, the way nonprofit leaders and managers view the financial aspects of the
nonprofit enterprise are too narrow and constricted. The chapters of Part Four
collectively address the multiple facets of the process of securing, allocating,
using, and accounting for financial resources, all with the orientation of maximiz-
ing the potential for mission impact and results. Jeanne Bell and Shannon Ellis
set the tone for Part Four with their discussion in Chapter Seventeen of strategic
financial leadership—a critical yet generally overlooked dimension of successful
nonprofit financial performance. Bell and Ellis explain how the strategic orien-
tation of effective financial leadership has the potential to open the door to new
possibilities for nonprofit development, and they discuss how this work serves as
the foundation for the operational work of financial management.

Of course, raising money through philanthropic channels is a time-honored
approach to securing funds for nonprofits, and fundraising has become more
competitive and sophisticated. Many consider philanthropic fundraising to be
the heart of nonprofit finance and, in Chapter Eighteen, Sarah K. Nathan and
Eugene R. Tempel outline the key elements of an effective fundraising program
for a typical nonprofit and explain some of the key options that exist for non-
profits that seek gifts and donations, with an emphasis on the need to engage in

The Jossey-Bass Handbook of Nonprofit Leadership and Management, David O. Renz and Robert D.
Herman
© 2016 by John Wiley & Sons. Published by John Wiley & Sons, Inc.
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the fundraising process in a way that aligns well with the mission and culture
of the organization. In Chapter Nineteen, Dennis R. Young and Jung-In Soh
approach the financial resource question from a broader and more strategic
perspective, with a framework they recommend be used by nonprofit financial
leaders to assess their revenue options. This chapter offers a relatively compre-
hensive discussion of the range of options for securing financial resources and
explains how nonprofit leaders can use the framework to make decisions about
the critical question of revenue mix. Of course, one of the most common rev-
enue sources for many nonprofits is governmental funding, which often involves
contracting with government. In Chapter Twenty, Steven Rathgeb Smith exam-
ines the nature and implications of nonprofit-government contracting and how
this has evolved in the United States, discusses the key benefits, challenges, and
dynamics associated with it, and offers advice for ways that nonprofits might main-
tain an appropriate level of engagement and autonomy when engaged in this
common yet potentially problematic nonprofit revenue relationship.

Nonprofit organizations, of course, do not exist to raise money. They exist to
pursue their missions and causes. Central to mission accomplishment, however,
is effective and responsible financial management, a process that enables the
thoughtful and responsible stewardship and utilization of the financial resources
of the organization. This is the focus of Woods Bowman’s Chapter Twenty-One.
Bowman explains in pragmatic terms the fundamental tools and techniques that
are integral to effective nonprofit financial management. In his discussion about
the challenges of financial sustainability and the need for mission-based decision
making, Bowman provides practical financial management advice that is relevant
to and usable by both financial and general managers of nonprofit organizations
of any size, as they work to ensure that they are good stewards who are using the
financial resources of the organization to achieve the greatest benefit and impact.
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CHAPTER SEVENTEEN

FINANCIAL LEADERSHIP IN NONPROFIT
ORGANIZATIONS∗

Jeanne Bell and Shannon Ellis

In the financial realm, there is an important and often overlooked distinction
betweenmanagement and leadership. Financial management is about producing

accurate reporting; financial leadership is about interpreting financial reporting
and putting it in context with a wide mix of internal and external factors to make
strategic decisions that strengthen the organization over time. Increasingly, we
recognize these strategic decisions to be necessary year-round, not just during
formal planning processes. In “The Strategic Plan Is Dead. Long Live Strategy”
(Stanford Social Innovation Review, 2013), O’Donovan and Flower write that
traditional strategy and decision making were characterized by “predictions,
data collection, and execution from the top down,” while today’s adaptive
strategy and decision making are characterized by “experiments, pattern recog-
nition, and execution by the whole.” As the sector moves away from long-term,
predicative strategic plans, it becomes even more critical that financial leader-
ship be distributed well beyond the executive office. Strong ongoing analysis
and decision making by all staff and board—rather than mere implementation

*The focus of this chapter is explicitly on public charities, although the concepts will apply
to other types of tax-exempt organizations as well. Some of the key themes and concepts
presented in this chapter are drawn from the author’s book with Steve Zimmerman on finan-
cial leadership and strategy, The Sustainability Mindset: Using the Matrix Map to Make Strategic
Decisions (2014) and reprinted here with permission.
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of a plan—is dependent upon shared understanding of how the organization
and its key activities work financially.

Thus, it is incumbent upon an executive director to ensure that the organi-
zation has the culture, systems, and skills in place to support financial leadership
by the many rather than the few. Practically, that means:

1. Ensuring that the annual budgeting process is thoughtful, inclusive, and
reflective of staff’s best current sense of the business model and strategic
direction.

2. Providing all staff and board with timely and accurate financial reporting.
3. Continuously training staff and board to be good consumers of financial

reporting.
4. Transparently engaging all staff and board in assessing the organization’s

financial performance and making adjustments to plans as necessary.

Organizational Culture, Systems, and Skills to Support
Financial Leadership

The foundational tenet of a healthy culture of money is transparency: the consis-
tent sharing of meaningful financial reporting with all staff and board. Among
the most toxic problems that can plague an organization is a leader who won’t
share financial information. The motivation is often one of two things, or both
at once: financial illiteracy or the fear of how people will react to the financial
truth. Some executives are not as financially literate as they need to be to skill-
fully play the interpretive leadership role, and thus are uncomfortable sharing
and discussing financial information. This is easily corrected through an inten-
tional investment in their own professional development. Some executives worry
that sharing less than optimal financial results with staff will scare them unduly
and hurt morale. But staff members have the right to know when an organiza-
tion is struggling financially, even if it means they will opt to leave. In fact, staff
members may have good ideas for ways to improve the situation if only they were
engaged in the problem solving.

Further, morale is never maintained when layoffs and program cuts happen
in a seemingly sudden fashion because staff members weren’t informed along
the way of financial trouble. Some executives don’t want to share full financial
information with their boards because they fear they will be judged or blamed
for poor financial results. Of course, they very well may be. Yet, it is delaying the
inevitable (not to mention unethical) to keep a board in the dark about serious
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financial problems. Again, how can the board help if it doesn’t understand the
problem? Financial transparency is fundamental to a healthy culture of money.
Given the choice, executives should over-share rather than under-share finan-
cial information. In so doing, they educate and empower their staff and board
colleagues to share responsibility for the financial health of the organization.

In order to be transparent, leaders have to have something of quality to share.
This is where strong systems and skills complement healthy culture. Nonprofit
tendencies to under-invest in administrative infrastructure can yield inadequate
financial systems. The result is late, inaccurate, or unhelpful financial reporting,
leaving staff and board members with little to go on as they make decisions. Poor
systems also create chronic inefficiencies and frustration among staff. Taking two
weeks rather than two hours to cobble together a grant report to a funder because
expenses have not been well coded to the grant all year is the kind of frustrating
recurrence that drives talented people to leave poorly led nonprofits. Quality
financial information also needs to be shared with funders, auditors, the Internal
Revenue Service (IRS), and other regulators. The results of non-compliance in
these cases range from reputation damage to loss of tax-exempt status.

Systems are often dependent on the skills and initiative of the finance staff.
Whether financial employees, contract bookkeepers, or consulting CPAs, the
most important question to answer is: “Do they understand and have experience
with nonprofit accounting?” In particular, the rules and regulations around
managing contributed income, including tracking donors’ programmatic-use
restrictions on gifts, make nonprofit accounting quite distinct from for-profit
accounting. We have found it helpful to consider finance staffing in three
categories: strategic, operational, and transactional skills and competencies.
Table 17.1 defines these categories and provides examples of the tasks and
qualifications for each category.

It’s certainly critical that the people producing financial reporting have
the appropriate skills and that their professional development—too often
overlooked in nonprofit organizations—be invested with the same commitment
as that of program or other executive staff. But for financial leadership to be
truly distributed, all staff and board need ongoing support in developing their
financial literacy skills. Executives should ensure that a meaningful orientation
to the organization’s budget and financial statements is part of recruitment and
on-boarding for all staff and board members, for instance. They may include a
refresher on reading and engaging with the annual budget when it is adopted
each year. They may encourage financial literacy-related professional develop-
ment goals for program and development staff. And again, they must themselves
model interest in and comfort with all of the organization’s financial reporting.
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As culture, systems, and skills are intentionally developed and nurtured,
more and more people on staff and board will be skillful interpreters of financial
information and strong communicators about the information’s implications.
Communicating about finance across an organization is a high art. It requires
engaging people who are untrained in finance in meaningful financial dis-
cussions, sharing financial information that may at times be uncomfortable
or unflattering, and demonstrating financial accountability to the people and
institutions that use, fund, and regulate your work as a nonprofit. But the most
important outcome of ongoing, clear communication is the ability of the
executive director, the board, and the staff to anticipate financial challenges,
revise plans, and avoid uninformed or ill-informed decisions that could lead the
organization into financial weakness or crisis.

Leading with a Long-Term Wealth Frame

Even in organizations with a healthy culture of money and well-distributed finan-
cial leadership, the conversation is typically dominated by annual performance
to budget. Reporting and metrics are nearly always tied to a single fiscal year. But
nonprofits—and our funders and donors—are facing a significant shift in how we
think about, and therefore plan for andmonitor, the resources that fuel our work.
This is the financial corollary of the profound shift in the sector from a focus on
programs and services (the activities we do) to an emphasis on impact (the results
we achieve). When we apply this shift as financial leaders, we recognize a need to
move from an operations frame, focused narrowly on financial management and
accountability, to a wealth frame, focused on financial resilience and the creation
of social value and impact over time. The changes that this requires in our think-
ing, our systems, our habits, and in our communications are not insignificant.
When we act within an operations frame, we are limiting our thinking and deci-
sion making to income and expense, most often focused on meeting the needs
of the present and short-term future. Shifting to a wealth frame requires that we
think more deeply about how we are developing and deploying our resources to
achieve longer-term goals and more significant impact.

Leading within the wealth frame, ultimately, is about fulfilling purpose. It is
a reorientation from building and preserving a set of programs to aligning peo-
ple and resources around a clear social purpose. It necessarily requires that we
broaden our way of thinking and talking about financial health and well-being.
Relying solely on the familiar language of nonprofit finance—restricted funding,
functional expenses, allocationmethodologies—keeps us in an operations frame
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that is primarily defined by accounting and legal compliance. While it’s impor-
tant to understand and be comfortable with that language, it is not the language
that will lead us to significant social value creation.

The starting place for leaders making this paradigm shift is in naming and
claiming the full array of capital necessary to achieve powerful social impact.
A formal definition of capital is wealth in the form of money and other assets that
generate value over time to serve the organization’s purpose. This definition specifi-
cally invites us to explore two elements that are often neglected when we act
in the operations frame: (1) the value of the “other assets” that fuel our work
and (2) the recognition that organizations “generate value over time.” Thinking
beyond the dollars to our “other assets” opens a broader discussion about how
we attract, manage, and invest in the noncash resources that are most critical
to achieving our impact. The list below identifies six forms of capital that are
essential to the work of nonprofits:

1. Financial capital is the money used by the nonprofit to buy what it needs to fuel
campaigns, provide services, or generate the artistic expression that create its
particular social value.

2. Human capital is the value of the knowledge, skills, and creativity of the non-
profit’s staff, volunteers, and board allowing them to effectively perform the
work that creates its particular social value.

3. Political capital refers to the trust, goodwill, and influence the nonprofit has
with the public and with political figures. This goodwill is a type of invisible
currency that nonprofits can use to mobilize people or public officials in rela-
tion to the issue.

4. Social capital is the value created across organizations and networks; trans-
actions are marked by reciprocity, trust, and cooperation, and people come
together in service of a common good.

5. Intellectual capital includes the intangible assets provided to a nonprofit by
its employees’ efforts and also knowledge assets such as patents, trademarks,
copyrights, and other results of human innovation and thought.

6. Physical capital focuses on physical assets such as facilities or equipment that
are used in the nonprofit’s operation. This includes any kind of real physical
asset with an enduring contribution to the organization’s work.

Tending with intention to these forms of capital has direct financial impli-
cations: nurturing relationships with donors (social capital) or providing salaries
that attract and retain talent (human capital), for instance. Other kinds of capital
development have an indirect impact on the organization’s finances: developing
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longstanding relationships with city council members or a robust membership
base (political capital) that can activate policy change in line with the organiza-
tion’s mission over time, for instance. When we think about our resources in this
way, our discussions around financial planning broaden significantly from “How
much money can we raise next year?” to “Given the social impact we intend to
have, which of our assets do we need to nourish?” And further, when we think of
impact and value creation as ongoing rather than bound by fiscal year budgeting
and reporting time lines, we ask: “If we invest in this staff person, this new facil-
ity, or this leading technology today, how will that generate additional human,
physical, or intellectual capital in years to come?”

A Dynamic Modestly Profitable Program Portfolio

The aforementioned shift underway in the sector from a focus on programs and
services (the activities we do) to an emphasis on impact (the results we achieve)
means that relevant organizations will be in continuous reflection about the port-
folio of activities they are using at any given time to achieve impact. They will hold
on tightly to intended impact, but loosely to any particular program; programs
are simply the organization’s best recent thinking about how to achieve impact.
Programs must change over time as context, assumptions about best practices,
and numerous other forces require them to. Rather than scaling programs as is
just to grow the organization, leaders are students of what is working particularly
well in their program portfolios and what is waning in relevance or excellence.
And they consider their impact results alongside the financial results so that
they are making bold but pragmatic pivots that strengthen rather than weaken
the organization over time. The program portfolio’s contents will vary along the
impact and money continua. By design, not everything a nonprofit does has high
mission impact, just as not everything has high financial return. Figure 17.1—
a dual bottom line matrix—captures this idea.

For instance, a $1.5 million youth services organization might have seven
core activities in its current portfolio: tutoring, arts, sports, a gala fundraising
dinner, an annual donor campaign, general fundraising, and administration.
From a financial management perspective, an accountant creates a cost center
for each of these and reports financial results monthly. From a financial lead-
ership perspective, the executive and her team must ensure that each activity is
financed as well as it can be—in most nonprofits not every activity will be self-
sustaining—and that together the seven-activity portfolio results in both high
mission impact and financial health.
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FIGURE 17.1. The Dual Bottom Line Matrix
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For the youth services organization, their tutoring program is a “star.” They
have the evaluation data to demonstrate its impact on kids finishing high school,
and a school district contract combined with loyal foundation support result in
the program covering all of its costs. On the other hand, the arts program is a
“heart.” It, too, has measurable impact on youth social and academic outcomes,
but the program has no dedicated funding source, so it is being subsidized by the
annual dinner gala. In turn, the annual dinner gala is a “money bag.” Despite
the inclusion of youth art in the silent auction and moving client stories dur-
ing the program, it is a classic fundraiser with modest mission impact. However,
it nets $125,000 a year for the organization, partially offsetting the arts program
losses. And so it goes in most nonprofit business models: an alchemic mix of
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money losers and money makers leveraging one another to achieve the organi-
zation’s overall programmatic and financial position.

A note of caution: Although many nonprofits receive large programmatic
grants and contracts from foundation and government agencies, it is critical
to recognize that these funding sources are not core activities. Again, the three
programmatic core activities in the hypothetical youth services organizations are
tutoring, arts, and sports. The tutoring program has three funding sources: a
school district contract and two foundation grants. A very common mistake that
nonprofit leaders make is to treat each of these sources as its own core activity
rather than having them all “roll up” to one core activity, which is tutoring.
Each source does need to be tracked and reported on the financial management
system, yet the leadership should be analyzing whether tutoring as an activity is
delivering exceptional impact and—with its three funding sources—meeting
financial objectives. In other words, grant and contract tracking is financial
management, analyzing the mission and money performance of core activities
is financial leadership.

The nonprofit activity portfolio is dynamic rather than static. Strong financial
leadership involves continuously monitoring and, to the degree possible, antici-
pating the migration of activities along the dual bottom line axes. The tutoring
program is a “star” now, but next year’s state budget cuts couldmean a 30 percent
reduction in the school district contract. Suddenly a “star” becomes a “heart”
through no fault of staff and board. Will leadership immediately cut expenses
and services by 30 percent? Will it quickly seek an additional foundation grant?
Will it raise gala dinner prices to increase the event’s net to $175,000 for greater
subsidy of its programs? If they choose to maintain services and increase income,
will it work? What if they continue spending as if the increased income plan will
work, but then it doesn’t? These are the questions and anxieties of nonprofit
financial leadership.

From Planning to Deciding

For too long in the nonprofit sector there has been an over-emphasis on
planning, to the neglect of decision making and execution. Making matters
worse, much of the strategic planning that goes on in the sector lacks any real
financial basis; nonprofit leaders and their consultants define strategies and
goals and objectives, but nowhere in the planning do they do the hard work of
determining how they will actually fund or finance them. The last economic
recession has proved again, as all recessions do, that predicting the future
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is a very dicey proposition. Periodic organizational planning, wherein board
and staff work together to ensure that everyone shares an understanding of
the current operating context and the essential direction of the organization,
is certainly valuable. Nonetheless, the day-to-day work of financial leadership
involves making the best business decisions possible given the information
at hand at the relevant time. Three-year strategic plans are very unlikely to
anticipate a recession, or an employee lawsuit, or a market opening caused by
the closure of a competitor, or even the resignation of a long-time leader. These
unplanned factors mandate real-time decision making, and the leaders who get
more of those decisions right than wrong are the ones who sustain and grow
mission impact over time.

The practice of business planning is gaining traction in the nonprofit sector,
yet it too often focuses only on earned income strategies instead of holistically on
the entire business model that the vast majority of nonprofits employ. Further,
it tends to downplay mission impact as a critical component of the nonprofit
business model. That is, it does not assume nor plan for the dual bottom line
reality in which nonprofits operate. And finally, it too tries to predict the future
and assure people that documented plans are somehow highly likely to come
true. Thus, just like traditional strategic planning, it runs the risk of providing
a false sense of security and “doneness” (that is, all the big decisions have been
made and now staff “simply” has to implement the plan).

It’s not overstating the case to say that leadership is to a great degree
about decision making. Further, all-important decisions have some kinds of
financial implications, whether immediate or eventual. What does it look like to
shift from a predominantly planning orientation to a predominantly financial
decision-making and execution orientation? Of great importance is that all
decision making is based on an explicit consideration of mission and money
factors. If the organization is trying to decide whether to have a live receptionist
or just a voicemail system, for instance, executive leaders should frame the
mission and money factors for the decision-making group’s consideration.
On the mission side: Will the youth clients, including those for whom English
is a second language, navigate a voicemail system or will they be discouraged
and hang up (thus limiting our impact with them)? On the money side: Exactly
how much (with full benefits) does a live receptionist cost us? Is there a way we
could deploy those dollars in service of mission with greater return, or is this
expenditure essential? Perhaps the group could consider using youth volunteer
receptionists as employment training. On the other hand, what would it cost to
recruit, train, and supervise these volunteers, and who on staff would do that and
at what opportunity cost? The point here is that no executive should be allowed
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to make mission-only or money-only decisions; the factors must be considered
holistically. In the end, judgment will be required to make a decision; there is
always subjectivity. Financial leadership is about framing the decision in mission
and money terms and about a focus on decisive execution.

Conclusion

Like all leadership, financial leadership is a process not a single position or
positions. That said, the executive director has a responsibility to attend to the
culture, systems, and skills development that allow for successfully distributing
financial leadership. Strong financial management is absolutely essential, but
it is what leaders do with that information each and every day that leads to
sustained mission impact, or not. Strategic plans and business plans can help
to clarify and document direction, but in the end it’s the decisions that leaders
make in real time that are the difference between financial weakness and
strength over time. Those decisions will be stronger when they favor long-term
value creation over short-term compliance and achieving intended impact over
program preservation.
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CHAPTER EIGHTEEN

PHILANTHROPY AND FUNDRAISING

The Comprehensive Development Program

Sarah K. Nathan and Eugene R. Tempel

Philanthropic fundraising is essential to charitable nonprofit organizations
in the United States. By virtue of their 501(c)(3) legal status, charitable

nonprofits are the only type of nonprofit organization that offers donors a
tax deduction in exchange for a donation. Much deeper than this seemingly
simple transaction, however, is an ethical relationship rooted in a philosophy of
philanthropy. It is in this relationship between an organization’s mission and its
donors that an approach to integrating philanthropic fundraising into all facets
of an organization’s life is presented.

Philanthropy serves both instrumental and expressive purposes in nonprofit
organizations. Likewise, fundraising is also an instrumental and expressive man-
agement process for nonprofit professionals. For donors, prospective donors,
volunteers, and community members at large, fundraising presents an oppor-
tunity to engage one’s personal philanthropy. It is through philanthropy that
individuals express their values, believes, and hopes for the future. For organiza-
tions, fundraising is an opportunity to engage its supporters in its mission. And,
as an instrumental management process, fundraising is an essential source of
resources necessary to enact its programs, services, and mission.

We emphasize fundraising within the context of voluntary action for the
public good, Robert Payton’s (1998) conception of philanthropy. According to

488
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Payton, it is through philanthropy—the voluntary giving of time and resources—
that individuals, foundations, and corporations support efforts that benefit
society. Consistent with this conception, as fundraising sage Hank Rosso, said,
“Fundraising is the servant of philanthropy” (Rosso, 1991). Rosso’s philosophy
of fundraising has withstood the test of time. In other words, fundraising is more
than the application of technical skills or processes—it is a transformational
relationship rooted in an organization’s mission.

Rosso’s philosophy guides this chapter’s examination of fundraising as an
integrated management function that extends across a nonprofit organization,
from the highest levels of board leadership to all members of its staff. No doubt
fundraising for organizations in the 21st Century is a sophisticated operation,
but it also must be one that substitutes pride for apology (Tempel, Seiler,
and Burlingame, 2016). And because charitable contributions make up about
15 percent of all the revenue in the nonprofit sector (McKeever, 2015), it is
essential that all nonprofit professionals, no matter their position, understand
and participate in the fundamentals of a fundraising operation.

The manager of a nonprofit organization must understand the role that
philanthropy plays in the organization and in society at large. This manager also
must understand, as Rosso expressed, that fundraising is essential to building
philanthropy. It is both essential and a means, not an end in itself. Fundraising
is the difficult work of engaging potential donors and donors with the mission
of the organization. It is a long-term process. The program of fundraising
described in this chapter can enable an organization to reach its full potential.
To achieve success, fundraising must be integrated into the central management
of the organization, as well as its planning, communications, program delivery,
evaluation processes.

There is much written and discussed about the importance of adopting or
developing a culture of philanthropy. Typically, practitioners writing on the topic
describe a culture of philanthropy as the acceptance of fundraising responsibility
by the entire staff and the board of the organization (Joyaux, 2015). It long has
been considered a best practice for fundraising to be integrated within the orga-
nization’s management structure and viewed as an activity in which the entire
staff and board participate. A culture of philanthropy, however, is more founda-
tional to nonprofit organizations. It begins with an acceptance of philanthropy
as a legitimate source of funds for a nonprofit to carry out its mission, just as
are fees for service and government grants (Tempel, 2016). And when fundrais-
ing is a legitimate activity to generate philanthropic support, everyone has an
important role to play.
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The Philanthropic Environment and Context

After a dip during the Great Recession between 2007 and 2009, giving by Ameri-
cans has shown a healthy rebound. In 2014, charitable contributions totaled an
estimated $358.38 billion in the United States (Giving USA, 2015), a 7.1 percent
increase from the previous year. Contributions to recipient categories is pre-
sented below in Figure 18.1. Individual giving makes up the great majority of all
giving in the United States, equal to 72 percent of contributions. When added
with bequest giving (gifts following an individual’s passing) and foundation

FIGURE 18.1. Contributions by Recipient Category

GIVING USA THE NUMBERS

2014 contributions: $358.38 billion by type of recipient organization
(in billions of dollars—all figures are rounded)
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Source: Giving USA: The Annual Report on Philanthropy for the Year 2014. Chicago: Giving USA
Foundation. Reprinted by permission.
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giving, which is composed mostly of individual and family foundations, giving
by individuals accounts for 95 percent of all philanthropy—approximately
$340 billion. Although giving has surpassed pre-recession levels, it is important
to note that giving as a percentage of Gross Domestic Product (GDP) has
remained relatively flat—hovering around the 2 percent mark—in the fifty
years that Giving USA has documented giving (Giving USA, 2015). That said,
projections for philanthropy are encouraging, with contributions expected to
increase 4.1 percent in 2016 and 4.3 percent in 2017 (Indiana University Lilly
Family School of Philanthropy, 2016).

Volunteering time is another type of philanthropy and often supports an
organization’s fundraising function. Approximately 62.8 million Americans
(25 percent) volunteer each year, equal to eight billion hours and worth an
estimated $184 billion (O’Neil, 2015). When individuals volunteer, they see
the direct impact of the organization’s mission and take greater ownership of
it. By far the most common volunteer activity is fundraising, with 25 percent
of volunteers engaged in fundraising efforts (Corporation for National and
Community Service, 2015). Volunteers are twice as likely to contribute to a
nonprofit organization as other donors, making volunteers doubly important
for their gifts of time and money.

Americans of all ages, races, faiths, and economic backgrounds and capaci-
ties give of their time and money. According to the Philanthropy Panel Study,
a long-running, longitudinal study, approximately 65.4 percent of Americans
donate in any given year, and the average household gives about $2,300 a year
(Indiana University Center on Philanthropy, 2009).

Not surprisingly, high net worth individuals (those with an income of more
than $200,000 or a net worth of at least $1,000,000 or both) are even more
likely to give, and to give more than the general public does (Rooney and Osili,
2016). High net worth donors are particularly intentional about their giving
and are impact driven (Indiana University Lilly Family School of Philanthropy,
2014). A growing body of research now informs our understanding of donor
characteristics, preferences, and motivations. Much of this research is now freely
available, enabling all fundraising professionals to have a basic understanding
of donor dynamics. Advanced professionals may wish to examine closely the
available research to benchmark their organizations’ donors and prospective
donors. Research also suggests that high net worth donors also distribute their
philanthropy differently than donors in general, as Figure 18.2 shows. The
largest share of their philanthropy goes to education, in contrast to donors in
general, who give more by far to religion.
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FIGURE 18.2. Percentage of High Net Worth Households Who Gave to Charity in
2009, 2011, and 2013, Compared to the U.S. General Population (in Percent)

0.0

General Populaton (2007) General Populaton (2009)

High Net Worth (2013)

High Net Worth (2009)

High Net Worth (2011)

Total Secular Religious

10.0

20.0

30.0

40.0

50.0

60.0

70.0 64.6 65.4

98.2 98.4 98.2

56.1 56.5

95.4

80.0

90.0

100.0 95.3 95.2

43.0 41.9

70.5
65.2 66.7

Note: Sources for the U.S. general population are the Philanthropy Panel Study 2007 and 2009 waves, the
latest year available. High net worth figures are for 2009, 2011, and 2013 giving and are based on the Bank
of America Merrill Lynch (BAML) Study of High Net Worth Philanthropy. Reprinted by Permission.
(The difference between general population and high net worth results was found to be statistically
significant).

The Total Development Program

Any fundraising program begins with the organization’s mission. The mission
must be based on the organization’s benefit to society; it is the organization’s
reason for existence and the foundation of its fundraising efforts. From it, an
organization may build a total development program or comprehensive devel-
opment operation that encompasses a range of functions—including an annual
fund, capital campaigns, major giving, and planned giving—and the numerous
vehicles for solicitation that support each. The total development program is
important because it has an impact on the philanthropic gift potential of an
organization, as well as on its fundraising costs (and return on fundraising
investment).

The emphasis here will be on building the case for support and imple-
menting the fundraising cycle with a focus on individual donors.1 Once an
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organization’s mission is established, the fundraising cycle begins. Fundraising
needs to be understood as a cycle because of its ongoing, continuous nature.
Supporting the fundraising cycle is a carefully designed plan that is based on
the organization’s overall plan for fulfilling its mission. Organizations that have
invested the time and energy in creating fundraising plans generally raise more
money than those that have not (Nonprofit Research Collaborative, 2014). In
fact, recent research reveals that, for small organizations (that is, with budgets
less than $2 million), having a fundraising plan is strongly related to fundraising
success (Yandow, 2015). A defined plan not only gives the fundraising team a
strategic direction, but it helps justify investments in the fundraising operation
over time.

The fundraising cycle is a multi-step guide on which to develop one’s plan.
The complete fundraising cycle, as illustrated in Figure 18.3, consists of four-
teen steps. For brevity’s sake here, we emphasize the cycle’s planning and action
steps. The first planning step in the fundraising cycle is developing the case for

FIGURE 18.3. The Fundraising Cycle
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Source: Adapted from Henry A. Rosso and Associates, Achieving Excellence in Fund Raising
(2nd ed.), p. 24. Copyright © 2003 Jossey-Bass Inc., Publishers. Reprinted by permission of
Jossey-Bass Inc., Publishers, a subsidiary of John Wiley & Sons, Inc.
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support. The case for support is a summary of all the reasons why an individ-
ual, foundation, or corporation might give to or volunteer for the organization.
Fundraising begins with the case for support because it is the ethical basis for
the organization to seek philanthropic support. The case is both an internal and
external articulation of the organization’s mission and needs, supported by evi-
dence. The internal casemay take the formof amore technical document used by
fundraisers to inform their communications with donors and potential donors.
The external case for support often takes the form of brochures, short booklets,
and various types of digital media. Regardless of themedium, the case for support
must clearly make a compelling argument for supporting the organization.

Additional planning is donewhen the case for support is tested in themarket.
Individual donors, corporations, and grantmaking foundations each compose a
market. The case for support and the importance of the organization’s needs
must resonate with each market, or fundraising will not be successful (Seiler,
2016).

The first action step is to engage volunteers in the fundraising process.
Volunteers include board members and other well-known volunteers whose own
philanthropic support for the organization brings credibility to the fundraising
effort. Volunteers can assist fundraising efforts in many ways, from providing
feedback on the case for support to hosting donor engagement events, and from
directly soliciting prospective donors to supporting all kinds of back office activi-
ties. Whatever their role, volunteers lend credibility to the organization’s mission
and can be powerful advocates for its work (Freeman and Hermanson, 2016).

The final three steps in the cycle are critical. Wemust solicit the gift, whether
we are asking someone to join us in making an annual fund contribution
through a letter or on Facebook, or whether we are writing a grant proposal to
a foundation, or soliciting a leadership gift in the capital campaign via a face-
to face visit. Then we must not only thank the donor who has made a gift (at
any level) but demonstrate good stewardship of gifts given to the organization.
Finally, we must renew the gift or solicit another gift from the donor, as the cycle
begins anew. Every donor is a prospect for another gift, and a donor at one level
is a prospect for a gift at a higher level.

Organizations typically have four different uses for funds: (1) ongoing
operations, (2) special projects, (3) major equipment or facility updates, and
(4) to add to their endowments (that is, investment funds that generate income,
typically without using the corpus). Individuals, foundations, and corporations
all may be prospective donors for operating, project, and capital funds. Typically,
only individuals are prospective donors for an endowment. The total develop-
ment program is based on the assumption that many donors will make small gifts
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FIGURE 18.4. The Donor Pyramid of Fundraising Strategies
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Source: Indiana University The Fund Raising School, Principles and Techniques of Fund Raising,
pp. iv–8. Reprinted with permission.

to the organization, fewer will make larger gifts, and fewer yet will make very large
or planned gifts. Each level and type of gift we solicit requires a different form
of communication, ranging from a special event invitation to an e-mail or social
media #GivingTuesday note to personal solicitation for a planned gift. In essence,
as the amount of a donor’s donation increases, the degree of personalization for
the interaction increase as well. Figure 18.4 illustrates the relationship among
donors, fundraising strategies, and the form of donors’ gifts; this commonly is
known as the “Donor Pyramid.”
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Components of the Development Program

Various functions or programs compose the comprehensive development opera-
tion. As part of the planning for the fundraising efforts, attention must be given
to each function and careful planning done to implement each of the fundrais-
ing strategies described in this section. The successful fundraising operation will
use, analyze, test, and evaluate each of the methods.

The annual fund is the foundation of the total development program. It is
through these smaller, ongoing contributions (annually, quarterly, or monthly)
that individual donors test the organization. Through this ongoing relationship,
the donor learns more about the organization’s operations and impact. If the
organization meets expectations, the donor is more likely to increase his or her
giving over time. Within the annual fund operations, there are a variety of solici-
tation vehicles that are used, most often including a combination of direct mail,
digital solicitation, and phone solicitation (short- or long-term telephone cam-
paigns). In addition to soliciting contributions, annual fund communications
offer opportunities to thank donors and provide updates on how the organiza-
tion has utilized previous donations.

A comprehensive campaign, traditionally called a “capital campaign,” is a
fundraising strategy that is centered on capital needs such as a new building or
major renovation, or technology or equipment upgrades. Today, the comprehen-
sive campaign is just as likely to be organized around special projects (such as
student scholarships) or endowment building. In short, a comprehensive cam-
paign is a multi-year fundraising effort with a publicly defined goal, with the
objective of raising funds to take an organization “to the next level” in its physical
or programmatic capacities. Whatever form it takes, a comprehensive campaign
must be supported by and integrated into an organization’s overall strategic plan.
In other words, the strategic plan justifies the needs for which the campaign raises
money (Conley, 2016). Campaigns require intensive planning on the front end
and stewardship management upon their completion.

Major gift fundraising is at the heart of a comprehensive campaign, but it
serves an important component of an organization’s fundraising efforts, even
when it is not part of a campaign. There is no one definition or dollar amount
considered “standard” for a “major gift.” Rather, what constitutes a major gift
depends on an organization’s size and history. One organization may consider
gifts over $5,000 as a major gift while, for another, only gifts of more than
$50,000 will garner the attention and resources of an organization’s major gift
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officer. Because of their size and potential to transform the organization’s work,
major gift fundraising is the most intensive and takes the most time—often
many years—to realize results. Major gifts are generally made through an
ongoing dialogue with a donor during which his or her interest is expressed and
matched with an organization’s mission. As illustrated in the Donor Pyramid
(Figure 18.4), such solicitation is highly personalized and done in person. It is
important to note that, for smaller organizations, adding more prospective
donors to its cultivation does not necessarily mean more major gifts will be
secured. Alternatively, though, the longer a major gift fundraising professional
for a small organization has been on the job and the more specialized training
they have received, the more successful they are likely to be (Joslyn, 2016).

Planned giving, like major gift fundraising, involves a longer time horizon
and requires a highly personalized approach. “Planned giving” is an umbrella
term for the various financial and investment vehicles that leave a gift to the
organization after a donor’s passing. Because of their complexity, planned
gift fundraising requires specialized expertise in various legal and investment
practices such as charitable gift annuities, trusts, and wills. At the same time,
however, a fundraiser soliciting planned gifts must be extremely sensitive when
speaking with prospective donors about these matters. Donors are more likely
to give bequests or other planned gifts to organizations with which they have
been engaged for some time; donors are less likely to choose an organization
spontaneously as a planned gift beneficiary. There are diverse motivations for
planned gifts but, in many ways, a planned gift extends the donor’s identity,
offering him or her a sense of immortality upon his or her death (Routley
and Sargeant, 2015). The Partnership for Philanthropic Planning, a national
professional association, maintains many excellent resources and research to
assist organizations and fundraising in developing a planned giving program.

While the focus of this chapter has been on fundraising from individuals, it is
worth noting that fundraising from corporations and grantmaking foundations
requires the same kind of relational, personalized approach as has been discussed
for individuals. According to Giving USA (2015), giving by both corporations
and foundations increased in 2014 over 2013. U.S. grantmaking foundations
gave $53.97 billion (15 percent of all giving) in 2014; they hold approximately
$715 billion in assets (Foundation Center, 2014). Corporations gave the least
in 2014, equal to $17.77 billion or 5 percent of all giving (Giving USA, 2015).
Fundraising from either entity requires the fundraisers to know and understand
the specific funder’s process for grantmaking. Such processes may or may not
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include a letter of inquiry, submission of a formal grant application or proposal,
site visits, extensive expectations for documenting outcomes, and processes for
reporting results. Matching the prospective donor’s—in this case a foundation
or corporation—interests and priorities with the nonprofit’s mission and needs
is often done in a detailed, evidence-driven process involving a case for support
or a formal grant application. In a larger fundraising office, the work of fundrais-
ing from each or both corporations and foundations may be done by a dedicated
staff member with expertise in each area.

Today’s sophisticated fundraising operation is supported by a robust
database. There are countless commercial products an organization may choose
to develop its database, each with its own advantages and limitations. The right
choice for a database really depends on the organization’s size, complexity,
budget, and a wide variety of other considerations. At the most basic level, a
fundraising database should enable the organization to record information to
ensure that donors are identified and thanked promptly, gift data is secure,
contact information is kept updated, and donor preferences are noted. The
possibilities for data collection and analysis are almost limitless, as long as a
staff member assigned to database management has the expertise and training
necessary to make full use of a database’s potential. When choosing a new
database or considering a switch from one to another, allow for significant
time to solicit demonstrations from several providers, test a variety of prod-
ucts, train employees once the database has been chosen, and integrate it
with all the rest of the organization’s management processes. While there
is no one perfect database, there are many options to find best fit for an
organization’s needs.

Stewardship and Accountability

Organizations today operate in an environment in which donors have high
expectations for an organization to demonstrate impact. A recent study
of high net worth households by the Indiana University Lilly Family School of
Philanthropy (2014) found that donors would give more if only they could
be assured that their gifts would make a difference. Stewardship is both the
practical process of and ethical principles for upholding the public’s trust in
the organization and, more specifically, honoring the donor’s wishes. It begins
by thanking a donor for her gift, followed by sharing information about the
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outcomes or results gained from the use of that gift, and then extends into
the organization’s careful use and management of all its resources.

Organizations can operate in a transparent way by posting their audited
financial statements, plus the Form 990 and other government documents on
their websites, and by e-mailing copies to all donors (or at least major donors).
Websites are also a good way to make members of the organization’s staff, board
of directors, and donors (but only with their permission) known to the public.
Budgets, financial audits, program evaluations, and other evidence of program
outcomes and results can also be made easily available this way.

The website is also a good tool for stewardship. The organization’s annual
report should be accessible on the website. It might be e-mailed or otherwise
distributed to donors, but the general public should have ready access to the
annual report as well. Solicitation letters to renew gifts, and progress and final
reports to individuals, foundations, and corporations at the completion of special
projects are examples of more personalized stewardship. (A more complete dis-
cussion of stewardship and accountability can be found in Chapter 34 ofAchieving
Excellence in Fundraising [4th ed.], by Tempel, Seiler, and Burlingame, 2016).
As explained earlier in the chapter, more personalized approaches are required
as are appropriate to the level of engagement and support for a donor.

Ethical behavior toward donors is an important organizational responsibility.
Fundraising executives often help guide the organization toward ethical behavior
by sharing the Donor Bill of Rights, presented in Exhibit 18.1, which explains the
organization’s responsibilities for stewardship, accountability, and ethical behav-
ior toward its donors. But it is essential for the chief executive, the chief financial
officer, and the members of the board of directors all to recognize that they have
primary responsibilities, as well.

Ethical philanthropic fundraising represents the ideals of practicing
fundraising as servant to philanthropy and fundraising based on mission.
Professional fundraisers typically follow a code of ethics as a foundation for
building trust. Three associations in the field of fundraising, the Association
for Fundraising Professionals (AFP), the Association for Healthcare Philan-
thropy (AHP), and the Council for Advancement and Support of Education
(CASE), have adopted codes of ethics specific to the practices of their members.
AFP has the broadest membership base of all three, representing the entire
nonprofit sector and fundraisers around the globe, so we include the AFP Code
of Ethics presented in Exhibit 18.2 as one example of the ethical codes that are
critical to the field of fundraising.



Trim Size: 7in x 9.25in Renz852965 c18.tex V3 - 07/11/2016 9:45 A.M. Page 500

�

� �

�

500 The Jossey-Bass Handbook of Nonprofit Leadership and Management

EXHIBIT 18.1. THE DONOR BILL OF RIGHTS

Philanthropy is based on voluntary action for the common good. It is a tradition of
giving and sharing that is primary to the quality of life. To ensure that philanthropy
merits the respect and trust of the general public, and that donors and prospective
donors can have full confidence in the nonprofit organizations and causes they are
asked to support, we declare that all donors have these rights.

I. To be informed of the organization’s mission, of the way the organization
intends to use donated resources, and of its capacity to use donations
effectively for their intended purposes.

II. To be informed of the identity of those serving on the organization’s gov-
erning board, and to expect the board to exercise prudent judgment in
its stewardship responsibilities.

III. To have access to the organization’s most recent financial statements.
IV. To be assured their gifts will be used for the purposes for which they were

given.
V. To receive appropriate acknowledgement and recognition.

VI. To be assured that information about their donation is handled with
respect and with confidentiality to the extent provided by law.

VII. To expect that all relationships with individuals representing organizations
of interest to the donor will be professional in nature.

VIII. To be informed whether those seeking donations are volunteers, employ-
ees of the organization or hired solicitors.

IX. To have the opportunity for their names to be deleted from mailing lists
that an organization may intend to share.

X. To feel free to ask questions when making a donation and to receive
prompt, truthful and forthright answers.

The Donor Bill of Rights was created by the Association of Fundraising Professionals (AFP),
the Association for Healthcare Philanthropy (AHP), the Council for Advancement and Sup-
port of Education (CASE), and the Giving Institute: Leading Consultants to Non-Profits.
It has been endorsed by numerous organizations. Reprinted with permission.

EXHIBIT 18.2. ASSOCIATION OF FUNDRAISING PROFESSIONALS
(AFP) CODE OF ETHICAL PRINCIPLES AND STANDARDS

OF ETHICAL PRACTICE

ADOPTED 1964; AMENDED SEPT. 2007
The Association of Fundraising Professionals (AFP) exists to foster the develop-
ment and growth of fundraising professionals and the profession, to promote
high ethical behavior in the fundraising profession and to preserve and enhance
philanthropy and volunteerism.
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Members of AFP are motivated by an inner drive to improve the quality
of life through the causes they serve. They serve the ideal of philanthropy, are
committed to the preservation and enhancement of volunteerism; and hold
stewardship of these concepts as the overriding direction of their professional
life. They recognize their responsibility to ensure that needed resources are vig-
orously and ethically sought and that the intent of the donor is honestly fulfilled.

To these ends, AFP members, both individual and business, embrace cer-
tain values that they strive to uphold in performing their responsibilities for
generating philanthropic support. AFP business members strive to promote and
protect the work and mission of their client organizations.
AFP members both individual and business aspire to:

• practice their profession with integrity, honesty, truthfulness and adherence
to the absolute obligation to safeguard the public trust

• act according to the highest goals and visions of their organizations, profes-
sions, clients and consciences

• put philanthropic mission above personal gain
• inspire others through their own sense of dedication and high purpose
• improve their professional knowledge and skills, so that their performance

will better serve others
• demonstrate concern for the interests and well-being of individuals affected

by their actions
• value the privacy, freedom of choice and interests of all those affected by

their actions
• foster cultural diversity and pluralistic values and treat all people with dignity

and respect
• affirm, through personal giving, a commitment to philanthropy and its role

in society
• adhere to the spirit as well as the letter of all applicable laws and regulations
• advocate within their organizations adherence to all applicable laws and

regulations
• avoid even the appearance of any criminal offense or professional misconduct
• bring credit to the fundraising profession by their public demeanor
• encourage colleagues to embrace and practice these ethical principles and

standards
• be aware of the codes of ethics promulgated by other professional organiza-

tions that serve philanthropy

ETHICAL STANDARDS
Furthermore, while striving to act according to the above values, AFP members,
both individual and business, agree to abide (and to ensure, to the best of their
ability, that all members of their staff abide) by the AFP standards. Violation
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of the standards may subject the member to disciplinary sanctions, including
expulsion, as provided in the AFP Ethics Enforcement Procedures.

Member Obligations

1. Members shall not engage in activities that harm the members’ organiza-
tions, clients or profession.

2. Members shall not engage in activities that conflict with their fiduciary,
ethical and legal obligations to their organizations, clients or profession.

3. Members shall effectively disclose all potential and actual conflicts of inter-
est; such disclosure does not preclude or imply ethical impropriety.

4. Members shall not exploit any relationship with a donor, prospect, volun-
teer, client or employee for the benefit of the members or the members’
organizations.

5. Members shall comply with all applicable local, state, provincial and federal
civil and criminal laws.

6. Members recognize their individual boundaries of competence and are
forthcoming and truthful about their professional experience and qual-
ifications and will represent their achievements accurately and without
exaggeration.

7. Members shall present and supply products and/or services honestly and
without misrepresentation and will clearly identify the details of those prod-
ucts, such as availability of the products and/or services and other factors
that may affect the suitability of the products and/or services for donors,
clients or nonprofit organizations.

8. Members shall establish the nature and purpose of any contractual relation-
ship at the outset and will be responsive and available to organizations and
their employing organizations before, during and after any sale of materials
and/or services. Members will comply with all fair and reasonable obliga-
tions created by the contract.

9. Members shall refrain from knowingly infringing the intellectual property
rights of other parties at all times. Members shall address and rectify any
inadvertent infringement that may occur.

10. Members shall protect the confidentiality of all privileged information relat-
ing to the provider/client relationships.

11. Members shall refrain from any activity designed to disparage competitors
untruthfully.

Solicitation and Use of Philanthropic Funds

12. Members shall take care to ensure that all solicitation and communication
materials are accurate and correctly reflect their organizations’ mission and
use of solicited funds.
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13. Members shall take care to ensure that donors receive informed, accurate
and ethical advice about the value and tax implications of contributions.

14. Members shall take care to ensure that contributions are used in accor-
dance with donors’ intentions.

15. Members shall take care to ensure proper stewardship of all revenue
sources, including timely reports on the use and management of such
funds.

16. Members shall obtain explicit consent by donors before altering the con-
ditions of financial transactions.

Presentation of Information

17. Members shall not disclose privileged or confidential information to unau-
thorized parties.

18. Members shall adhere to the principle that all donor and prospect informa-
tion created by, or on behalf of, an organization or a client is the property
of that organization or client and shall not be transferred or utilized except
on behalf of that organization or client.

19. Members shall give donors and clients the opportunity to have their names
removed from lists that are sold to, rented to or exchanged with other
organizations.

20. Members shall, when stating fundraising results, use accurate and con-
sistent accounting methods that conform to the appropriate guidelines
adopted by the American Institute of Certified Public Accountants (AICPA)*

for the type of organization involved. (*In countries outside of the United
States, comparable authority should be utilized.)

Compensation and Contracts

21. Members shall not accept compensation or enter into a contract that is
based on a percentage of contributions; nor shall members accept finder’s
fees or contingent fees. Business members must refrain from receiving
compensation from third parties derived from products or services for a
client without disclosing that third-party compensation to the client (for
example, volume rebates from vendors to business members).

22. Members may accept performance-based compensation, such as bonuses,
provided such bonuses are in accord with prevailing practices within
the members’ own organizations and are not based on a percentage of
contributions.

23. Members shall neither offer nor accept payments or special considerations
for the purpose of influencing the selection of products or services.

24. Members shall not pay finder’s fees, commissions or percentage com-
pensation based on contributions, and shall take care to discourage their
organizations from making such payments.
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25. Any member receiving funds on behalf of a donor or client must meet the
legal requirements for the disbursement of those funds. Any interest or
income earned on the funds should be fully disclosed.

Source: Copyright © 1964, 2007 Association of Fundraising Professionals (AFP), all rights
reserved. Reprinted with permission from Association of Fundraising Professionals.

The AFP Code of Ethics prescribes a basic level of ethical behavior upon
which fundraisers can build trust with donors and the public. Several compo-
nents of the code are of particular import to nonprofit leaders. First, fundraisers
pledge to exercise leadership inside their organization to make sure the orga-
nization obeys local, state, and national laws. Second, they pledge to assure
that all gifts are used for the purposes for which they were given (Standards
14 and 15).

Nonprofit executives should be aware that fundraisers agree to work
on behalf of the organization, and all relationships established with donors
should be connected to the organization and its mission. Importantly, these
relationships are not to be used for the personal benefit of the fundraiser
(Standard 4).

Nonprofit executives and boards sometimes make twomistaken assumptions
about approaching and compensating fundraising executives. First, they assume
that the fundraisers will bring relationships and donor information with them
from previous positions. However, both the Donor Bill of Rights, which requires
confidentiality, and the AFP Code of Ethics (Standards 17 and 18) declare this as
unethical. Wemust assume donor confidentiality across the philanthropic sector.
And we must uphold the notion that all relationships established by fundraisers
on behalf of an organization belong to the organization. Second, many nonprofit
boardmembers who come from the corporate world believe that basing compen-
sation on a commission or percentage ofmoney raised will create an environment
in which fundraisers will be more productive. This is a misunderstanding of the
complexity of the fundraising process as described earlier. And it puts fundrais-
ers in direct conflict with donors’ interests because, under such conditions, the
fundraiser’s livelihood depends on securing gifts without respect for donor time
lines, interests, and financial conditions. This is also a violation of the AFP Code
of Ethics (Standards 21 and 22).
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Organizational Issues Impacting Fundraising

Two organizational issues have a direct impact on fundraising success: (1) the
engagement of the board of directors and other volunteers and (2) understand-
ing fundraising costs.

Hank Rosso’s maxims about successful fundraising are very wise. They have
also been substantiated by subsequent research. One maxim is “Fundraising
begins with the board” (Rosso, 1991). His premise was twofold: (1) the board,
through its stewardship of the organization, must plan for fundraising and the
development of the board and (2) because the board is closest to and most fully
engaged with the organization, its members should make the first gifts and assist
in the fundraising process as it goes forward. Both have proven to have a positive
impact on fundraising (Board Source, 2015; Herman and Renz, 2000).

Unfortunately, many organizations recruit board members without openly
stating their expectations for their involvement in fundraising, including expec-
tations for members to make a generous gift and to be engaged in some way in
fundraising. It is important to note that board members can become involved
in fundraising in a variety of ways, including (but not limited to) personally solic-
iting gifts. They should be asked to make a commitment to engage in those
activities with which they are most comfortable. Exhibit 18.3 provides a list of
possible ways board members can be helpful in the process of fundraising.

The other issue with which organizations must deal is that of fundraising
costs. Like all other aspects of operating a nonprofit organization, it costs money
to raise money. Nonprofit executives and boards must understand and be
committed to this so they can properly invest in fundraising to enable the orga-
nization to reach its full philanthropic potential. The issue of fundraising costs
(now often referred to as return on investment, especially by business-oriented
executives and boards) is a major challenge in building public trust. And there
are many problems. They are difficult to calculate, they vary by organization
type, they are often used by one organization competing with another (“our
fundraising costs are lower than your fundraising costs”), and they may exceed
public expectations for what is appropriate.

There are more important principles for nonprofit executives and boards
to keep in mind in addition to “it costs money to raise money.” Cost per dollar
raised is higher for first-time gifts than for renewed gifts. Smaller gifts are more
expensive to raise than larger gifts (even though small gifts form the basis for
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EXHIBIT 18.3. BOARDS OF DIRECTORS’ AREAS OF INVOLVEMENT
IN FUNDRAISING

The following list highlights many ways for board members to be involved in
the fundraising process (listed in order of level of direct involvement)

• Make a personal contribution
• Write thank you notes for gift acknowledgement
• Participate in strategic and development planning
• Provide prospective donor information
• Add names to mailing lists
• Write personal notes on solicitation letters
• Introduce potential donors to members of the organization
• Write a support letter to a government agency, foundation or corporation
• Seek out donations for a special event or help plan a special event
• Cultivate relationships with potential donors
• Make a solicitation call with other volunteers or board members

Source: Tempel, Eugene, R. 2004. Development Committee. Washington, DC: Board
Source. Reprinted with Permission.

tomorrow’s larger gifts). Human service organizations have higher fundraising
costs than higher education programs. And organizational size, type, and age all
impact fundraising costs (Hager, Pollak, and Rooney, 2001).

There are two ways organizations can show themselves accountable to the
public on fundraising costs. First, they can report and compare their fundraising
costs with organizations of the same type and size (for example, a regional the-
ater in the Midwest should report its expenses compared to other regional
theaters in the Midwest). Second, they should monitor and assess the appropri-
ateness of fundraising costs over time. The goal of the fundraising staff should
be to lower fundraising costs over time as gift sizes grow larger and donor
development strategies become more effective.

Conclusion

Hank Rosso (1991) said, “Fundraising is the gentle art of teaching people the joy
of giving.” Like so many of his approaches to and maxims about fundraising, this
notion has been substantiated by research. Recent cutting-edge research from
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experimental psychology and other fields have shown that there is joy in giving.
Konrath (2016) has shown that giving and volunteering have a positive effect on
the donor’s and volunteer’s health and well-being. These findings should help
shape and energize our attitudes toward fundraising. When organizations inte-
grate philanthropy into their management philosophy and processes, there is
great potential to improve the organization’s health as well as that of its donors
and volunteers.

Note

1. Training programs, such as those offered by Indiana University The Fund Raising
School, and practical guides, such as Achieving Excellence in Fund Raising, 4th edition,
(Conley, 2016), offer in-depth examinations of each function and approach.
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CHAPTER NINETEEN

NONPROFIT FINANCE

Developing Nonprofit Resources

Dennis R. Young and Jung-In Soh

Nonprofit organizations finance themselves through a wide variety of
sources that provide both monetary and in-kind resources. This is one

way in which nonprofits distinguish themselves from business or government
organizations. Nonprofit sources include fee revenues, charitable contributions,
government funding, returns on investment, and volunteer and in-kind contri-
butions. Thus nonprofit finance involves much more than traditional charitable
fundraising. Rather, it requires cultivation of several of these sources, as well as
finding the right mix of sources for organizations in different fields of service,
with different missions, and in different circumstances. This chapter explores the
conditions under which nonprofits can pursue these alternative sources, as well as
the factors that may determine their proportions of total income. The discussion
is guided by economic theory, especially the idea of public and private goods and
the notion of economic benefit that can be tied to finance through the concept
of demand by individuals, groups, and organizations that are willing to pay for
nonprofit services.

Sources of Nonprofit Income

We use the term income to include both monetary and in-kind sources of support.
However, most available data are confined tomonetary support that is commonly
referred to as “revenue.” In this chapter we distinguish between these two terms,
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but primarily focus on revenue for which data are most readily available and
with which nonprofit management practice is most heavily concerned. Data on
nonprofit finance are generally aggregated into broad categories. For example,
data from the IRS Form 990 distinguish broadly between charitable contributions
(called public support), government grants, program revenues, and investment
returns. These categories blur important distinctions among individual versus
institutional philanthropy, government grants versus contracts, and fee revenue
from sales versus government reimbursements. In this chapter we make finer
distinctions among alternative sources of revenue. Still, a review of the broad
categories of income provides a useful general picture of finance of U.S. non-
profit organizations in different fields of service. Table 19.1, for example, shows
that among broad fields of service, as reported by nonprofits that file IRS 990
forms for the year 2010, there is considerable variation among sources of sup-
port. (Note that these data do not include churches or nonprofits with annual
income less than $25,000. Moreover, these data apply only to charitable nonprof-
its under section 501(c)(3) of the IRS code, not to various other categories of
nonprofit corporations and associations.)

Table 19.1 demonstrates that over broad fields of service, the revenue bases
of nonprofit organizations vary substantially. Education and health nonprofits
are most heavily dependent on fee revenue, whereas arts, environmental, and
international nonprofits depend more substantially on charitable contributions.
The human services subsector is the only field that is primarily dependent on
government revenue, which includes grants and fees derived from insurance and
reimbursement programs such as Medicare and Medicaid. Investment income
tends not to dominate any particular field, but is quite important in education
and the arts.

TABLE 19.1. Sources of Revenue for Alternative Nonprofit Subsectors

Fee (%)
Private Gifts
(%)

Government
(%)

Investment
Income (%) Other (%)

All 50.3 13.3 31.9 2.8 1.7
Arts 34 44.5 13 5.4 3
Education 61.1 17.2 14 5.8 1.9
Environment 30.2 49.1 14.6 3.2 3
Health 56.3 4.4 35.9 1.9 1.5
Human Services 27.5 20.2 48.5 2 1.9
International 8 69 20 1.6 1.4

Source: Roeger, Blackwood, and Pettijohn, 2012.
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TABLE 19.2. Selected Arts and Culture Nonprofits in Atlanta

Fee
(%)

Private
Gifts
(%)

Government
(%)

Investment
Income
(%)

Other
(%)

Total
Revenue
($ Millions)

Zoo 50.3 40.9 1.6 1.1 6 $20.6
Botanical Garden 35 61 0.6 2.2 1.1 $22.1
Children’s Museum 30.8 66.5 2 0.8 0 $3.8
Ballet 72.4 25.8 0.4 1.4 0 $8.3

Source: Computed from 2013 IRS 990 forms; nccsweb.urban.org.

TABLE 19.3. Selected Human Service Nonprofits in Atlanta

Fee
(%)

Private
Gifts
(%)

Government
(%)

Investment
Income
(%)

Other
(%)

Total
Revenue
($ Millions)

Atlanta Habitat 45.5 52.8 1.6 0.1 0 $16.6
Families First 27.2 38 30.8 3.9 0.2 $9.4
Georgia Justice Project 0 99.8 0 0.1 0.1 $1.8
Traveler’s Aid 5.4 4.8 89.8 0 0 $4.1

Source: Computed from 2013 IRS 990 forms; nccsweb.urban.org.

The aggregate numbers of Table 19.1 obscure considerable variation within
broad categories of nonprofits. For example, Tables 19.2 and 19.3 display a few
well-known organizations in the city of Atlanta that are broadly categorized within
the fields of Arts and Culture and Human Services, respectively. While these are
not representative samples, they illustrate the wide variation for each source of
income in both of these fields of service even in the same city. Similar variation
obtains for most other nonprofit subfields. Such data clearly demonstrate that,
although field of service is an important determinant of the sources of nonprofit
income, variations are substantial and many other factors come into play.

Another way in which aggregate data can be misleading is the implication
that particular types of income—for example, fee income, charitable gifts, or gov-
ernment funding—are homogeneous in nature. This is far from true, although
it is often analytically convenient or necessary to treat them as such. To illustrate,
charitable contributions may consist of gifts from individuals or from institutions
such as foundations or corporations, they may come in the form of annual giving
or gifts for capital projects, they may be gifts from living donors or bequests
from estates, or they may derive from income from special fundraising events

http://nccsweb.urban.org
http://nccsweb.urban.org
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such as golf tournaments or running or bicycling marathons. So, too, earned
(fee income) may come in the form of fees for service, royalties, and license
fees for intellectual property or from rental income. A particularly interesting
category of revenue is memberships, which may represent fee income (such as
the cost of belonging to a YMCA) or essentially a charitable contribution with
some benefits (such as membership in a museum) (Steinberg, 2007). Similarly,
government income may come in the form of grants (which are essentially gifts),
contracts (which are essentially fee for service), and insurance reimbursements,
credits, and vouchers (which is revenue routed through clients and looks like
fee income). Even investment income is multifaceted. It may take the form
of returns on permanent endowment funds, interest on operating accounts,
returns on commercial ventures, or returns on so-called “program-related
investments” designed to produce both social benefits and financial returns
(for example, microloans to social enterprises designed to employ challenged
populations).

Finally, in-kind income can be particularly important to nonprofits in various
circumstances. In arts institutions such as museums, for example, contributions
of works of art are critical to success. And in many human services, such as home-
less shelters, food banks, youth organizations, or emergency relief, volunteering
is critical. Organizations such as the Girl Scouts and the Red Cross depend over-
whelmingly on volunteer labor, more so than on paid staff. For that matter, many
of the smaller nonprofit organizations that fly under the radar of the datasets that
we have available are based primarily on volunteer effort. Some scholars charac-
terize the part of the nonprofit sector that we can count and measure and whose
finances we can analyze as only the tip of an iceberg that may include vastly more
entities in the United States than those we know about (Smith, 1997).

Given the wide variations in financing of nonprofit organizations, it is clear
that nonprofits require some integrating concepts to guide how they should
be financed in any particular case. In this chapter, we examine each source of
potential finance from the viewpoint of microeconomic theory, focusing on the
benefits, beneficiaries, and beneficiaries’ willingness to pay that characterize
alternative nonprofit services, leading to different combinations of finance
appropriate to particular circumstances. First, we delineate the economic
concepts that will aid in this analysis. Then we examine each potential source of
nonprofit finance individually. Finally, we discuss the considerations that go into
combining different sources of income into a mix or portfolio appropriate for a
given organization.
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Economic Concepts Underlying Nonprofit Finance

The economic concept of “demand” is tied to the notion of “willingness to
pay” (Young and Steinberg, 1995). In the commercial marketplace, consumers
express their demand for private goods and services by paying the market price.
This price represents the marginal benefit they receive from purchasing the
good. Some nonprofits produce goods that are largely private in nature (that
is, goods or services for which consumers receive personal benefits not shared
by others and from which they can be excluded if they refuse to pay for them).
Attendance at a concert, enrollment in a training program, or treatment for an
illness are illustrations. In these cases, consumers receive personal benefits for
which they may be willing to pay some direct fees.

Nonprofits also produce goods and services that are public in nature (that
is, goods whose benefits are shared widely by others and for which it is difficult
to exclude people if they are unwilling to pay). Such goods include research,
public art, and advocacy for a social cause. In this case, there is some group of
people who intrinsically value the good and would theoretically pay for it, but
they have no market incentive to do so through fees. In economists’ terms, there
is a “free rider” problem, since the goodwill presumably would be available to
them whether or not they pay for it. Thus, financing depends on another mecha-
nism, for example charitable contributions made by members of the beneficiary
group who feel particularly strongly about its provision or are driven by other
motives such as a sense of social responsibility or pressure or a “warm glow” from
the act of giving. Alternatively, if the benefits of the public good are particularly
widespread and diffused among a large group of beneficiaries, it may be neces-
sary for government to finance the good through taxation (Olson, 1965).

In addition, many nonprofits produce goods or services that are mixtures of
public and private. Such goods may be characterized as having significant “pos-
itive externalities.” For example, inoculating a child to prevent contraction of a
contagious illness provides direct private benefits to that child and her family, as
well as widespread benefits to the community because of the smaller likelihood
that the disease will spread to others. In such cases, there are two groups of bene-
ficiaries: direct recipients of the good who are probably willing to pay something
for the personal benefits through fees, and a wider community that should be
willing to subsidize the good through charitable contributions or government
support.

Moreover, nonprofits also produce goods that may be characterized as
“redistributional” in nature. That is, they produce private goods that are deemed
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desirable or necessary for the recipients to consume, whether or not they are
able to pay for them. Distributions from a food bank, vaccinations for children
from low-income families, work training for former felons, and homeless
shelters fit this description. For all practical purposes, redistributional goods
may be treated as public goods. They depend on the charitable motivations of
groups of people who care about particular distressed populations and they
may be considered to be of such widespread importance to society as to warrant
government support.

Finally, let’s consider another variation on private and public goods with
which nonprofits are commonly involved—“transactions goods” that produce
“trade” or “exchange” benefits. For example, nonprofits often enter collabora-
tions or partnerships with other organizations or groups with which services and
benefits are exchanged. These goods can be peripheral to a nonprofit’s mission,
but they may be integral to its ability to garner the financial or material support
to carry out that mission. For example, in partnership with Dell, the American
Red Cross opened three digital centers that help the American Red Cross
monitor disasters and increase blood donations by using social media. American
health charities have also entered licensing partnerships with major pharmaceu-
tical companies to support products such as tobacco patches or toothpaste that
are considered beneficial to the cause the nonprofits promote (such as smoking
reduction or dental hygiene). In such arrangements, the corporate partners are
willing to support the nonprofits through grants and in-kind services (such as
enhanced publicity or employee volunteer hours) because they receive strategic
corporate benefits such as increased product sales and improved public relations.

The concepts of private, public, redistributional, and transactions goods,
and the associated mechanisms through which to pay for private, public, redis-
tributional, and trade benefits, support the rationales under which nonprofits
can pursue particular forms of income support. These are considered in greater
depth in the next section.

The Role of Different Forms of Nonprofit Income

There are many forms of income that a nonprofit could employ, including fee or
earned income, individual gift income, institutional gifts, governmental support,
investment income, and volunteer and in-kind support. Each form has unique
characteristics, benefits, and challenges that must be considered.
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Fee (Earned) Income

It comes as a surprise to many that fee income is the dominant source of revenue
for reporting charitable nonprofits in the United States, given the traditional
association between charities and gifts. However, the United States is not alone
in this pattern; many other countries’ third sectors are dependent primarily on
fee income (Salamon, Sokolowski, and Associates, 2004). Nor does this pattern
hold for all nonprofit subsectors, as previously noted. Still, fee income is suf-
ficiently dominant as to warrant its examination for most operating nonprofit
organizations in the course of their resource development and planning delib-
erations. The issue of fees breaks down into several parts. For any given service
offered by a nonprofit, one can ask whether a price should be charged at all. If
the answer is positive, then the question becomes how to appropriately design
the price structure. The latter question is contingent on the nature of the ser-
vice itself. If the service entails public as well as private benefits, then the price
will need to reflect that, perhaps only partially covering the cost of the service in
order to ensure that an efficient level of externalities or distributional benefits
are produced. However, if the service produces fully private benefits, and is per-
haps even intended solely for financial support rather than mission impact, then
prices should be designed to maximize net revenue.

Given a salience of private benefits, the issue of whether to charge a
fee involves several considerations (Oster, Gray, and Weinberg, 2004). First,
implementing a fee for a previously free service will entail investment in
what economists call “transactions costs”—a new cost of doing business. An
historically free museum will need to build and staff ticket booths, implement a
system to collect, track, and reconcile these new revenues, and implement fraud
prevention measures, or contract with an outside firm that knows how to do
these things. Thus, the nonprofit needs to determine if the additional net fee
revenue would offset the additional transactions costs associated with putting in
place a fee system.

In addition, the museum may have to overcome cultural resistance from
a community or donor base that feels entitled to free access or believes that
open access is historically mandated or required by the original benefactors.
Cooper Union, a New York City college that provided free tuition for students
since 1902, is a prime example of this cultural resistance. In 2012, the college
announced that it would begin charging tuition to graduate students and that
in 2014, undergraduate students would begin paying tuition (Mytelka, 2012;
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Vilensky, 2015). Although Cooper Union stated it had to charge tuition to
prevent financial insolvency, there were outcries against the college’s decision.
A group of individuals comprised by students, graduates, and a professor of
Cooper Union sued the board of directors to stop tuition charges and, in 2015,
the New York Attorney General began investigating Cooper Union’s past finan-
cial decisions to understand the school’s decision to charge tuition (Vilensky,
2015). The resistance to the tuition charges stems in part from disagreements
over the founder’s original goals and whether he intended for all students to
attend tuition-free (Harris, 2015).

The question of how fees will affect the ability of the nonprofit to accomplish
its mission is, of course, central to the decision. In the case of a museum, one
has to ask whether the fee system would reduce usage by those people the
organization is intended to serve. This is partly a matter of how the fee system
is implemented. For example, sliding scales or special periods of time when
access is made free (for example, free Wednesdays at the museum) can allow fee
revenues to be collected without seriously impinging on mission impact. In fact,
properly designed fees can sometimes increase mission impact. In particular,
aside from providing more revenue, fees can create constructive incentives.
In the case of Cooper Union, tuition charges are meant to prevent financial
insolvency by generating funds from students who are able to pay while the
neediest students are still eligible for scholarships. In other cases, a fee can
add a dignity factor that may make it more likely for targeted populations to
participate. For example, a free transport service for elderly residents to travel
to their senior center might be viewed as “charity,” whereas a nominal fee might
preserve self-respect and increase usage.

Once a decision to implement a fee is reached, there are a variety of consid-
erations that go into determining the fee structure. Much stems from the goals of
the service involved. If the service is purely a commercial venture intended to gen-
eratemaximumprofit for the organization, which can then be devoted to support
mainline mission-related services, then prices should be set for that purpose. If,
however, the service addresses a mission-related social purpose, the fees must be
gauged to what targeted recipients are willing to pay for the private benefits they
receive. Here is where sliding scales and other approaches can be helpful. In such
cases, the goal is not full cost recovery or the generation of net financial surpluses
but rather some level of off-setting revenues that can help pay for the service, or
extend its volume or reach, in combination with other forms of support.

Finally, it is worth addressing the option of “membership” fees or dues in con-
nection with overall fee revenue alternatives (Steinberg, 2007). One conception
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of membership dues is that they are a form of “package pricing” under which
it may be more effective to charge consumers for several services under a single
price than to charge them separately for each component service. For example,
memberships in YMCAs are more efficient than charging clients separately for
the weight room, the swimming pool, and towels. Savings accrue in the form of
convenience and lower transaction costs. In addition, package pricing can help
advance the mission of the organization by inducing clients to use included ser-
vices that they might not otherwise use if they had to pay separately. Thus, clients
of the Y are more likely to use the diet counseling service if it is included in the
membership price, thus advancing the Y’s mission to improve personal health.

Overall, the key to determining whether fee revenue should be a component
of a nonprofit’s revenue mix is to assess whether there is a strong component of
private benefit to an identifiable beneficiary group to whom prices can be
feasibly and effectively charged. For a variety of reasons, many nonprofits
produce services for which there is a strong private benefit component. One
reason is that they are capable of offering certain commercial products at
a profit because of some competitive advantage, the revenues from which
can support the charitable mission. Universities are good at offering public
lecture programs and arboreta are well suited to provide attractive facilities for
private weddings and bar mitzvahs. Moreover, nonprofits’ mainline missions
often justifiably entail private goods and benefits because of their competitive
advantage in producing sensitive services, such as child day care or elderly care,
in which consumers can comfortably place their trust. In such cases, it is entirely
sensible for nonprofits to pursue fee income as an important component of
their revenue portfolios.

Gift Income Contributed by Individuals

When nonprofits offer services that entail a significant component of public or
redistributional goods or externalities, it makes sense to look for other sources to
supplement fee revenues. This is because the benefits associated with these goods
are such that beneficiaries can enjoy them without paying for them. For example,
it is difficult to charge people in a community for the benefits of lower contagion
risk associated with inoculating their neighbors’ children. Similarly, the bene-
fits of cleaner air, lower crime, or more informed citizens that may result from
the programs of particular nonprofit organizations accrue collectively to various
groups of beneficiaries whose individual members would be difficult to identify
or charge. As a result, substantial “free riding” occurs when people are asked to
pay voluntarily.
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Nonetheless, people do contribute voluntarily to nonprofits for services they
care about. The challenge to nonprofits is to find ways to overcome free rid-
ing as much as possible so that beneficiary and donor groups come as close to
contributing levels commensurate with the benefits they receive. Those benefits,
related to the reasons that people do give, are several-fold. Research shows that
people are both altruistic and self-serving in their giving behavior, that is, they
value both public and private benefits from giving (Vesterlund, 2006). To the
extent that donors care directly about the level of output a nonprofit provides,
they are being altruistic, giving simply to ensure that those services are provided
in sufficient quantity. Donors also receive personal satisfaction from the act of giv-
ing itself, sometimes called “warm glow.” In this case, donors give irrespective of
the nonprofit’s level of service in amounts that reflect their personal satisfaction
(Andreoni, 1990).

In order for nonprofits to be effective in raising charitable contributions
from individual donors, they must build strategies based on these diverse motiva-
tions. They can appeal to altruism by measuring, describing, and communicating
the level, quantity, and effectiveness of the services they perform, and they can
appeal to warm glow by communicating the virtue of their work, the good
reputation of the organization, the good feelings associated with giving, and by
recognizing donors’ particular contributions. Long ago, Mancur Olson (1965)
identified several distinct strategies for overcoming free riding in the case of pub-
lic goods. One of these strategies, which he called “selective incentives,” would
appeal to the warm glow and other selfish motives of donor and beneficiaries by
tying private rewards (special gifts, naming rights, membership privileges, and
so on) to gift giving. Another strategy, social pressure, would exploit the power
of small groups and public exposure to encourage, perhaps intimidate, donors
and beneficiaries to give their fair share. Such strategies are common in church
congregations and on boards of directors of prestigious or well-respected non-
profit institutions. The social network effect associated with online giving and
crowdfunding, when fans of organizations on social networking sites encourage
each other to give (Saxton andWang, 2014), is also an example of social pressure.

In sum, there are several steps nonprofit managers and development offi-
cers can take in order to enhance individual giving as much as possible. These
include identifying those groups of beneficiaries and potential donors who care
about the collective (public and redistributional) benefits the organization is pro-
ducing, understanding and appealing to the motivations of these groups, and
devising strategies to overcome the tendency to free ride on the contributions
of others. Just as fee revenue has its transactions costs, development efforts to
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secure contributions involve fundraising costs. A sensible way for a nonprofit
to view its fundraising program is to conceive of it as a profit-making business
whose purpose is to maximize net revenues. Like any business, this entails some
investment in the form of fundraising expenses to identify and communicate with
current and potential donors. An important question is how much a nonprofit
should spend on its fundraising operation. Viewed as a profit-maximizing busi-
ness, an economist would say: continue to invest until the last dollar of expense
produces at least a dollar in raised revenue (Young and Steinberg, 1995). Spend-
ing any less would forfeit potential additional net contributed revenue; spending
any more would entail spending some (marginal) dollars for less than a dollar
in return.

As simple as the above rule is, nonprofits commonly violate it because of
certain commonly accepted practices. One such practice is to set an arbitrary
fundraising goal and spend whatever it takes to reach that goal. Obviously, if that
goal is not carefully calibrated, it can cause the nonprofit to over- or under-spend
on fundraising, perhaps even spend more on fundraising than the goal itself.
Another practice is to adhere to specified ratios of fundraising expenses to total
expenses (sometimes identified as “good practice” by watchdog agencies such as
Charity Navigator or the Wise Giving Alliance) or, worse, to attempt to minimize
average fundraising cost within some range of revenue generation. The problem
here is that the point of maximum net revenue generation does not necessarily
correspond to the point at which specified ratio standards are met. Indeed, the
level of optimal fundraising expense will vary widely with the circumstances (for
example, field of service, age, size, location) of the nonprofit in question. Thus,
nonprofit managers need to use careful judgment and basic economic princi-
ples to determine how much they can raise in the form of individual charitable
contributions, rather than strictly adhere to arbitrarily specified goals or ratios.

Institutional Giving

According to Giving USA, 80 percent of charitable giving comes from individu-
als, yet the remaining 20 percent from foundations and corporations can be very
important to nonprofit organizations. Although there are more than one hun-
dred thousand foundations in the United States, and many additional corporate
giving programs not formalized as separate foundations, the largest of these insti-
tutional philanthropies are themost visible, focused, and assertive in their giving.
Thus, they are the natural targets for nonprofits seeking charitable support. How-
ever, institutional givers are not entirely similar to individual donors, although
there are some common attributes. In particular, the many small foundations
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(including family foundations) and some larger ones are essentially the institu-
tional personifications of their benefactors, who have found it to be efficient to
channel their giving through the foundation structure. Moreover, much of the
funding by community foundations takes place through “donor-advised funds”
that essentially manifest the giving preferences of their individual donors. The
same observation applies even more strongly to giving by the charitable funds
administered by securities firms such as Fidelity or Schwab.

One variety of institutional philanthropy takes the form of foundations that
can be viewed essentially as nonprofit organizations with their own articulated
missions, but which have chosen to pursue those missions by making grants. In
some sense, these are nonprofits that simply outsource the implementation of
their missions through operating nonprofit grantees. As a consequence, non-
profits seeking support from such philanthropies need to propose projects and
programs that promulgate thosemissions, one hopes without distorting their own
missions.Many institutional funders, however, have broadmissions and programs
that may accommodate a wide variety of nonprofit proposals. Nonetheless, there
are again serious transactions costs associated with searching for appropriate
potential institutional funders, cultivating relationships with program officers,
staff consultants, or board members and engaging in the procedures, negotia-
tions, and implementation and evaluation processes required by those funders.
These costs vary widely from funder to funder.

Given the relatively small role that institutional philanthropy plays in the
overall financing of nonprofit organizations in the United States (20 percent of
the approximately 13 percent of nonprofit funding that is accounted for by char-
itable giving, or 2.6 percent of the total), it is not surprising that institutional
funders prefer to make strategic grants rather than be relied upon as sources of
ongoing operational support. Thus, foundation grants tend to be time limited
and focused on particular project initiatives and contingent on an overall plan
for the nonprofit to sustain the initiative over the longer run from other sources.
There are many exceptions to this pattern, of course, and foundations have been
criticized for failing to provide ongoing infrastructure support for nonprofits.
One variant that addresses some of this criticism is an approach called “venture
philanthropy” under which institutional funders make intensive and ongoing
investments in selected nonprofit organizations, and then maintain intensive
oversight and support of those organizations, at least until it is clear that they
can make it effectively on their own or are judged to have failed.

An important distinction should be made between funding by private
independent foundations or public charities, such as community foundations
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on the one hand, and corporate philanthropy on the other. Internal corporate
giving programs and many separately incorporated corporate foundations that
maintain close ties to the mother corporation must be understood within the
overall context of corporate strategy. Corporations can derive many benefits
from their relationships with nonprofits and charitable causes, and most cor-
porations have these in mind as they engage in charitable giving. Such benefits
include improved public and community relations, enhanced employee morale,
greater effectiveness in marketing their products and services, opportunities
to cultivate new markets among nonprofit stakeholders, obtaining access to
expertise and knowledge that the nonprofit may harbor, and tax benefits. These
are the kinds of “exchange” benefits corporations can derive for themselves by
supporting nonprofits.

The trick to securing corporate support is to find a corporate relationship
with the right “strategic fit” wherein the needs of the nonprofit and those of the
corporation are both met (that is, a mutually satisfactory exchange of benefits
can be arranged). Nonprofits may receive monetary and valuable in-kind sup-
port, including, for example, valuable public exposure through a corporation’s
marketing program, in exchange for some combination of the above-mentioned
benefits to the corporation. In this negotiation, the nonprofit needs to think
about what exchange benefits are of value to the corporation and to pitch its
proposals accordingly. There is risk in this exchange, of course, if the negotiated
arrangements damage the reputation of the nonprofit or somehowundermine its
mission. For example, nonprofits must be wary of endorsing corporate products
that may be harmful or fail to best serve their stakeholders. Thus, the American
Cancer Society or the American Lung Association can be comfortable associating
themselves with manufacturers of tobacco patches, but they would err by endors-
ing a particular brand because other brands may ultimately prove to be superior.
In fact, SmithKline Beecham Consumer Healthcare, which licensed the Amer-
ican Cancer Society’s name and logo for smoking cessation products in 1996,
eventually settled with twelve state attorneys general in 1998 due to the misrepre-
sentation that the nonprofit endorsed the products (Daw, 2006). Although there
were no financial consequences for the American Cancer Society, this example
suggests the possibility of negative reputational impacts from corporate support.

In summary, support from institutional philanthropy requires awareness
of the needs and goals of the funders. In the cases of independent and com-
munity foundations, the issues are likely to be compatibility with the charitable
missions of those institutions and planning for long-term sustainability once
the initial grants are expended. For corporate funding, the objective is to find
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the appropriate strategic partnership that serves the purposes (provides the
exchange benefits) to both parties in the transaction.

Government Funding

Approximately one-third of nonprofit funding derives from government in
the form of contracts and grants of various kinds. Like charitable giving, the
rationale for government funding derives from the public or redistributional
nature of some of the goods and services delivered by nonprofit organizations.
In particular, a third strategy for overcoming the free rider problem in providing
collective goods is for the government to apply coercion through taxation. For
goods and services that entail widespread public benefits or widely supported
redistributional goals, there may be a political consensus for government to
support these services through legislation. Ultimately, government may choose
either to deliver these services itself or to outsource them to private delivery
agents, commonly nonprofit organizations. This is the American system of
“third-party government” described by Salamon (1987), which permits govern-
ment to exploit efficiencies and diversity in private provision while assuring
adequate resource support. Chapter Twenty of this volume addresses the issues
of government contracting in great depth.

From the nonprofit viewpoint, seeking government funding is appropriate
for support of programs and services for which there are widespread public ben-
efits and existing or potential statutory programs available for funding. This is
largely the case in areas such as human services, education, health care, and envi-
ronmental conservation, but less so for expressive activities such as the arts or
religion, where there is less consensus.

As with other sources of funds, government support comes with certain risks,
challenges, and costs. Substantial transaction costs are often associated with
building and maintaining the necessary capacity, skills, and political acumen to
navigate governmental systems of funding eligibility and maintaining mandated
reporting and evaluation procedures. New governmental policies and changes
to existing policies have the potential to significantly impact the funding and
operations of nonprofits. For instance, the 2010 Affordable Care Act requires
nonprofit hospitals to have explicit financial assistance policies, limit the
amounts charged to financially needy patients, determine financial assistance
of needy patients before taking collection actions, and to conduct community
health needs assessments. If the hospitals do not meet these requirements,
they face an excise tax (www.irs.gov). Governments also have a reputation for
slow payment of their bills, requiring nonprofits to set aside working capital to
manage cash flow.

http://www.irs.gov
http://www.irs.gov
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A number of other, more subtle, risks are also sometimes associated with
government funding. For example, given the substantial investment that non-
profits receiving government fundingmust make in administrative infrastructure
and in meeting government service standards, there is the risk that a nonprofit
will become heavily professionalized and lose some of its voluntary spirit and
indeed become less attractive to volunteers or effective paid workers who lack the
formal credentials that government may require. Moreover, government fund-
ing may “crowd out” private contributions if donors perceive that the recipi-
ent nonprofits no longer require as much in charitable assistance (Andreoni
and Payne, 2003). There is also the possibility, however, that government fund-
ing, especially if it is properly structured in the form of matching requirements,
can induce a “crowd in” of additional private contributions (Okten and Weis-
brod, 2000). Finally, substantial dependence on government funding may run
the risk of “mission drift” wherein the nonprofit essentially loses its own sense
of direction and assumes the role of a government contractor, foregoing its own
autonomy and independence (Smith and Lipsky, 1993). One manifestation of
this may be increased reluctance of the nonprofit to engage in advocacy work if
such activity causes friction with its government benefactors. In addition, depen-
dence on government funding may cause financial problems for nonprofits as a
result of government delays in payments and failure to cover full costs of contracts
(Boris, de Leon, Roeger, and Nikolova, 2010).

Of course, the foregoing risks are likely to vary with the different forms of gov-
ernment support. The strings are looser on grants than contracts, and payments
in the form of vouchers, tax credits, or per capita subsidies attached to service
consumers are likely to be even less constraining. These constraints associated
with each form of government support may positively or negatively influence pro-
gram performance (Sandfort, Selden, and Sowa, 2008), so seeking government
revenue should be a deliberate decision. In general, it makes sense for nonprof-
its to seek out government assistance when it provides services with widespread
public or redistributional benefits or positive externalities that are supported by
government programs, and where fee income and private charitable contribu-
tions are unlikely to support efficient levels of service provision.

Investment Income

Income from investments constitutes a category of support for nonprofits some-
what different from other sources because it is not generally directly associated
with particular services and benefits. Investment income comes in the form of
interest and dividends on nonprofit funds, ranging from interest on operating
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funds to investment returns on endowments or other restricted funds (Bowman,
Keating, andHager, 2007). As such, funds from investments provide flexibility for
nonprofits because they do not generally require appealing to a particular ben-
eficiary group or providing a particular kind of service or benefit. However, this
statement requires a number of qualifications. First, the principals or corpuses of
investment funds from which returns are derived must come from somewhere.

For example, theymay accrue from accumulated operating surpluses derived
from fee income and annual charitable contributions. Typically, endowments
are put in place through capital gifts by living donors or through bequests. As
such, the building of investment income requires appealing to the beneficiaries
of these sources of capital, along the lines discussed earlier.

In addition, there are some forms of investment income that are tied more
directly to services, benefits, and beneficiaries—namely program-related invest-
ments (PRIs). PRIs are generally the domain of grantmaking foundations. They
entail loans or other investments of the corpus of foundation funds in activities
that have a direct mission impact but that also provide a financial return. For
example, a foundation can provide low-interest loans to nonprofits starting up a
new commercial venture, say a restaurant, intended to employ inner-city youth.
PRIs may also be appealing for larger operating nonprofits. For example, a large
children’s hospital may wish to loan funds to the local children’s museum for a
project that educates children and families about nutrition and preventive health
practices, on the theory that such an investment contributes both revenue to the
hospital and advances its mission of improving children’s health. The use of PRIs
dates back to the 1960s, but PRIs have increased in popularity since the late 1990s,
although less than 1 percent of foundations make PRIs (Osili et al., 2013).

As discussed as follows, investment income can have an important role to play
in a nonprofit organization’s overall income portfolio by allowing for stable pro-
duction of goods and services (Fisman and Hubbard, 2003). Investment income
can aid risk management and help cover shortfalls due to potential instability of
future revenue and costs. In particular, investment income can aid production
smoothing when there are large fixed costs (Bowman, 2007). For example, costs
associated with maintaining large physical plants or core staff may be difficult to
fully finance from other forms of operating income that depend more directly
on the level of output that the organization can produce. Frequently, nonprofits
restrict use of returns on endowment funds to particular long-term fixed costs,
such as building maintenance, student scholarship support, endowed chairs for
professorships or curator positions, and so on. Nonprofits may also want to build
endowments to assure benefits for future generations or to exploit tax incentives
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that yield higher investment returns for nonprofits compared to corporations
(Hansmann, 1990).

Endowments intended to generate steady streams of operating income also
entail some challenges and risks. First, as recent experience has shown, invest-
ment revenues, despite their presumed immunity from the day-to-day volatility
of service provision, can exhibit substantial instability over time. They also entail
transactions costs in the form of competent investment management, and they
are subject to the systemic risks associated with downturns in the stock market
and the economy at large, as experienced in the Great Recession of 2008–2010.
Older and larger nonprofits, as well as private foundations, are more likely to
earn higher investment returns compared to other nonprofit organizations,
which speaks to the importance of investment management experience and
financial know-how (Heutel and Zeckhauser, 2014). Moreover, endowments
are often raised for specific projects and facilities that can involve significant
additional operating costs. In particular, it is often attractive for donors to
contribute endowments for a new building or program facility, or for hiring
a prestigious new professorship named in their honor. These projects entail
ongoing maintenance and support costs that the donor is often uninterested
in covering. Indeed, sometimes donors prefer to give “challenge grants” that
require nonprofits to raise additional capital from other donors and also cover
the increased operating costs of the new project. For nonprofits, this is a matter
of looking gift horses in the mouth. What can appear to be an attractive,
prestigious, and generous gift can easily become an albatross that threatens the
entire organization. Prudent negotiations with donors of endowment capital
require that the ancillary fixed costs associated with capital projects are part
of the financing package. The recent Kroc gift to the Salvation Army for the
construction of a series of new community centers is an interesting case in point
(Strom, 2009). The gift included endowments equal to the cost of construction
of each center, intended to generate revenues to cover shortfalls between
operating revenues and costs. However, the endowments proved inadequate
and required the Salvation Army to raise additional funds.

Volunteer and In-Kind Contributions

A major portion of the income support for nonprofit organizations in the
United States comes in the form of nonmonetary or in-kind contributions, most
of that in the guise of volunteer labor. It is reasonably estimated that the value
of such labor is roughly equal to the value of monetary charitable contributions
to nonprofit organizations. The Urban Institute estimates the 2013 value of
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volunteer labor to be $163 billion, or 10 percent of total nonprofit revenue.
Thus, although these forms of income do not normally appear in the financial
statements or tax forms of nonprofit organizations, they do constitute significant
resources that nonprofits should take into account in developing, managing,
and planning their finances.

As with other sources of income, in-kind support entails substantial trans-
actions costs. For material contributions such as art collections, real estate,
automobiles, furniture, computers, or perishables such as food or supplies,
there are several issues: maintenance and operating costs, compatibility of use in
the organization’s operations, and liquidity (Gray, 2007). In short, gifts-in-kind
are not necessarily net gains to the organization unless their benefits exceed
their maintenance or operating costs, or they can be easily used without excessive
adjustment or loss of quality in operations, or they can be profitably sold for
cash. Still, handled well, gifts-in-kind can be valuable contributions to nonprofit
income.

Appropriate contributions of art can add substantially to a museum’s
mission, contributed real estate in areas where real estate values are rising
can become an important part of an organization’s asset portfolio or might
contribute directly to the mission of an environmental organization wishing
to protect a rural area from overdevelopment, and receipt of used cars can
provide a source of resale income or economical replacements for cars in a
nonprofit’s existing fleet. Motivations of individual donors vary from needing
to dispose of unwanted but functional items to seeking to preserve cherished
collections to receiving tax benefits more or less equivalent to selling items
directly. (As to the latter, it is important for nonprofits to be prudent in offering
donors a fair market estimate of the value of the gift to avoid the taint of a tax
scam.) For corporate gifts, there is the additional motivation for companies to
provide visibility to their products, with the possible benefit of expanding future
markets. Gifts of pharmaceuticals to health clinics or computers to schools allow
manufacturers to expose future paying consumers to their products. In this
sense, in-kind income, particularly from corporations, involves the generation
of exchange benefits wherein both donor and recipient nonprofit purposes
should be well served.

Similar considerations apply to volunteering (Leete, 2006). People volunteer
with nonprofit organizations for a variety of reasons, and nonprofits must employ
them prudently if volunteering is to be an effective addition to an organization’s
income. Here again, nonprofits may be viewed as exchanging various benefits to
secure the resources that volunteers provide. For volunteers, these benefits may
span the range from pure altruism in wanting to advance the charitable work
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of the organization to various private benefits, including warm glow, experience
gained that may prove useful in future paid work, social benefits of interaction
with other individuals in the workplace, free or reduced-cost access to the orga-
nization’s services (such as the opportunity to hear concerts or attend classes),
and nonmonetary recognition of a job well done.

The transactions costs associated with volunteering are also multidimen-
sional. Resources must be devoted to managing volunteers, including their
recruitment, screening, assignment to tasks, training, monitoring, evalua-
tion, and coordination with other members of the workforce. (See Chapter
Twenty-Four of this volume for a substantive discussion of the process of volun-
teer management.) Preston (2007) makes an interesting distinction between
two classes of volunteers—those whose work complements those of paid workers
and those whose work can substitute for that of paid workers. In the latter
case, volunteers offer a financial savings to the organization and do not require
extensive coordination with other (paid) workers. In the former case, volunteers
can increase the productivity of paid workers; however, they may also generate
extra costs associated with properly coordinating them with the paid work staff.
(This can be problematic if volunteer schedules are irregular or unpredictable.)
In short, volunteers are not free, and nonprofit managers must ensure that they
are accepted and utilized prudently in order for their contributions to represent
net additions to the organization’s resources.

Portfolio Issues

Nonprofitorganizationsnecessarilyfinance themselveswithdifferentmixesof fee,
gift, government, investment, and in-kind income because, fundamentally, even
nonprofits with very similar missions produce different combinations of public
and private goods and services and their associated classes of benefits. If nonprofit
finance is necessarily transactional (that is, that resource support is forthcoming
in rough exchange for the kinds of benefits produced), then different missions,
program and service combinations, and consequent benefits and beneficiaries
will lead to different income portfolios. We argue here that a productive way
to approach nonprofit finance is to begin with mission, analyze the programs
and services that follow from this mission, consider the public and private ben-
efits that are generated by these services, and develop a strategy for securing
payments that exploit the willingness to pay of the various sets of beneficiaries.

The foregoing sounds very straightforward and logical and perhaps obvious.
However, it tends to turn conventional nonprofit development strategy on its
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head. Rather than figure out how to increase one or another form of income,
given a nonprofit organization’s overall financial needs, a “benefits approach” to
nonprofit finance emphasizes mission and program as the key to finance. Thus,
ensuring adequate financing of a nonprofit organization necessarily involves two
basic questions: (l) Are the benefits accruing to particular individuals and groups
being captured through appropriate forms of finance, such as fees, contributions
or government support? and (2) What adjustments in programs and services
might lead to a stronger mix of benefits and beneficiaries and associated pay-
ments toward a stronger financial position for the organization?

It is the rare nonprofit that produces only one kind of benefit and is
restricted to one source of income. Examples of such may include the following:

• A health charity that funds research on a rare disease and depends solely
on charitable contributions from individuals at risk of contracting the dis-
ease or families and friends of the afflicted. If the disease is rare, it may not
draw sufficiently widespread interest to warrant government support, volun-
teer involvement, or a market for any kind of fee income.

• An offender rehabilitation program entirely funded by government, reflect-
ing its widespread public benefits of citizen safety and redistributional benefits
to low-income communities, but which generates little empathy among poten-
tial donors and produces no particular marketable product or service.

• A church whose operations are financed solely on the basis of a Sunday
collection plate to whom regular worshippers contribute.

Even in these cases, it is not hard to imagine additional sources of income
tied to broader benefits and beneficiary groups. The health charity might
emphasize the fundamental nature of its research (such as genetic), hence
drawing on a wider pool of donations and possible corporate sponsors and gov-
ernment support. The offender rehabilitation organization might incorporate
a social business enterprise, such as a restaurant or a landscaping service, as a
means of teaching its clients market skills, thus drawing on fee income from
consumers of that enterprise. The church could provide religious instruction
or social programs for which fees could be charged, it could hold bake sales or
other special events to generate additional contributions, or it could package its
services into memberships for which dues can be charged.

More generally, nonprofits depend on multiple sources of income, prompt-
ing economists such as Estelle James (1983) to model them as “multi-product
firms.” Consider the following examples:
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• A thrift shop that provides used clothing at low cost to needy citizens depends
on a combination of in-kind donations, volunteer labor, and fee income from
sales.

• A theater that offers experimental works of new artists depends on a com-
bination of ticket revenues and charitable gifts from the local community of
theater lovers.

• A preschool center that charges tuition for its services, perhaps on a sliding
scale basis, and receives government support in recognition of the society-wide
benefits (greater economic productivity, reduced crime, and so on) associated
with early childhood education.

• An organization that monitors environmental quality receives government
funding, reflecting its contributions to a cleaner and healthier environment,
and charitable contributions from a community of nature lovers, scientists,
and conservationists.

• A university that supports itself on tuition income, recognizing the private
benefits accruing to its students, charitable contributions from alumni who
care about the institution and benefit from its reputation, government
funding that supports its research and contributions to a more informed and
productive citizenry, and capital gifts from alumni who enjoy the special
benefits of naming rights and prime seats at football games.

The possible combinations are manifold and particular to each institution.
Moreover, any given institution can entertain a variety of ideas for additional
sources of income. It does not follow, however, that every nonprofit should
increase the number of its income sources without limit. In particular, as we have
noted, each additional source of income comes with its own transaction costs.
Hence, nonprofits must always consider the possible trade-offs between the
transaction costs of pursuing an additional source of income and the potential
net income benefits that might derive from the addition. There are also a
number of other considerations that go into deciding the appropriate number
and mix of income sources in a nonprofit portfolio.

Mission Effectiveness

The advantage of analyzing benefits and beneficiaries is that it will help
nonprofits avoid leaving money on the table from beneficiaries who might
provide the resources to allow them to expand to an optimal scale for providing
maximum net social benefits. This applies to both the private and public benefits
a nonprofit may produce and may finance through alternative mechanisms.
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In theory a nonprofit should continue to expand as long as the marginal
benefits, as reflected in additional revenues from beneficiaries, at least offset
additional costs of expansion.

Solvency

As previously noted, some sources of support are more difficult to garner
than others. In particular, free-rider effects may preclude a nonprofit from
fully exploiting the willingness to pay of beneficiaries of the public benefits
it provides. In order to finance those benefits, adjustments may be needed
in its finance portfolio, such as the generation of investment revenues or the
undertaking of commercial ventures that can compensate for free-rider losses.
Essentially, nonprofits are private organizations producing a combination of
private and public benefits. As such they must ensure that their financial bottom
lines are sound.

One additional factor affecting solvency is the problem of cash flow. If the
nonprofit depends on revenues that are episodic in nature, it will need ways to
even the flow of income so as to be able to pay its expenses on a regular basis.
There are various ways of addressing this issue, including prudent borrowing
and building up a working capital fund that can be depleted and replenished as
income flows permit. Another approach is to seek alternative sources of income
with different time profiles. For example, tuition payments and alumni gifts may
flow into a nonprofit school at different times, thus helping smooth the flow of
income over the course of a year.

Income Interactions

By pursuing benefit-related income from one source, losses or gains may be
incurred in another. This is the so-called “crowding out” or “crowding in” noted
above in connection with government funding. Crowding effects may also
manifest themselves with other combinations of income, such as fee revenues
crowding out charitable contributions (Kingma, 1995). It is also possible for
individual sources of fee revenue to cause different crowding effects on each
other (Wicker, Breuer, and Hennigs, 2012). This requires awareness on the part
of nonprofit managers as they pursue one source of income at the possible
expense of another. As such it may limit the degree to which additional sources
of income can be productively pursued, or it may require an educational
initiative to explain to resource providers why substitutions are undesirable.
Alternatively, revenue interactions may provide opportunities for synergy if, for
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example, donors are encouraged by organizational efforts to increase earned
income, or if government programs match income from other sources.

Organizational Capacity

The seriousness of transaction-cost issues associated with administering differ-
ent sources of income may depend on the maturity, size, and sophistication of
the particular nonprofit organization. A small or young organization may not be
capable of handling more than one type of income source. For example, it may
know how to collect donations from individuals through an annual campaign or
special event, but may be clueless in applying for a government grant. As orga-
nizations grow and mature, they can acquire additional capacities and skills to
enable effective administration of multiple sources of income. In general, larger
nonprofit organizations tend to have more diversified income portfolios, partly
for this reason.

Risk Management

In the management of financial investments, diversification is a key strategy of
risk management. So-called unsystematic risk can be reduced for any given level
of investment return by diversifying investments whose fluctuations are uncorre-
lated or weakly correlated over time. The same principle applies to nonprofits,
since fee, gift, government, investment, and in-kind income do not vary exactly
in tandem over time (that is, they are imperfectly correlated). This can provide
a measure of safety for nonprofits that would be at greater risk if they depended
on only a single source. In particular, drawing on multiple streams of income
can contribute to revenue stability (Mayer, Wang, Egginton, and Flint, 2012).
Thus, within the parameters and limitations discussed earlier, it is desirable for
nonprofits to diversify their sources of income, both among broad categories of
income such as fees versus contributions, and also within categories, for example,
by engaging a variety of different donors or corporate sponsors.

There are limits to this strategy, however. First, not all financial risk to
nonprofit organizations is unsystematic. The economic downturn of 2008–2010
illustrates that when there is a fundamental deterioration of the overall economy,
multiple sources of support can be affected deeply and simultaneously. This has
been the case with charitable contributions, government funding and investment
income, and to a certain extent earned income as well. However, these sources
have not been perfectly correlated so that delays in reductions in foundation
funding and other charitable contributions have helped ease the initial shocks
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to nonprofits. Moreover, the crisis has led to a rise in volunteering and to
increases in certain manifestations of fee income, such as tuitions to lower-cost
educational institutions as a result of people going back to school or moving
from higher- to lower-cost colleges and universities. And although revenue
diversification may help stabilize revenue, concentrated income portfolios may
allow higher long-term revenue growth (Chikoto and Neely, 2013). The decision
to diversify should then be based on stability, growth, and other considerations

For instance, diversification may undermine another source of potential sta-
bility for nonprofits—the development of deep relationships with funders. The
premise here is that putting most of your eggs in the right basket, such as gov-
ernment social service programs that are unlikely to be diminished (such as
Medicare orMedicaid) can be an effective risk management strategy (Grønbjerg,
1993). However, recent experiences with federal, state, and local governments
struggling with their budgets raise doubts about the efficacy of this strategy.

In addition to income diversification, nonprofits can manage their financial
risk in other ways. For example, developing various types of funds can help pro-
vide stability (Bowman, 2007). A reserve fund that socks away six months or a
year’s worth of operating income in anticipation of a future period of scarcity
is a wise precaution assuming it is invested in safe securities. More generally,
endowment funds, although they are intended for other purposes, can provide a
modicum of stability. Endowments offer a steady source of income unconnected
with the success of the nonprofit’s program side (and sources of income asso-
ciated with those programs). However, even a prudent investment strategy may
not withstand the kind of market turmoil recently experienced. Even the finan-
cial investment wizards at Harvard and Yale experienced 30 to 40 percent losses
of endowment value in the recent downturn. Still, endowments provide other
safety features as well, including an increased capacity to borrow in hard times,
given the asset value that endowments represent. In dire circumstances, it may
be assumed that endowments can be invaded to secure debt or cover operating
deficits. This is a dangerous practice, however, which has led to the demise, or
severely threatened the viability, of once healthy and prestigious institutions such
as the New York City Opera (Stewart, 2013)) and the New York Historical Society
(Guthrie, 1996).

Conclusion

This chapter has focused on the various ways that nonprofit organizations
finance their operations. We have not given particular attention to financing of
capital needs, which would entail examination of a variety of technical strategies
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(including capital campaigns, tax-free bonds, and various other debt, equity, and
governmental financing approaches). Nonetheless, with the exception of bor-
rowing, the sources of nonprofit capital are mirrored by the main sources of
nonprofit operating income support—charitable giving, government financing,
and retained (earned) income. As such, the general approach that we have
taken here—connecting the benefits of a nonprofit’s programs to its sources of
finance—applies as well to capital financing. In fact, the two dimensions of non-
profit finance are intimately related. In particular, the capital structure of a
nonprofit, especially its degree of reliance on fixed assets, helps determine the
kinds of operating income it needs to generate. Fixed costs associated with
the maintenance of capital assets such as real estate and physical facilities, for
example, require steady sources of income independent of service output, such
as investment income or steady sources of charitable gifts, including capital gifts
from donors who appreciate being associated with named facilities.

The main premise of this chapter is that nonprofits produce unique mixes
of public and private and benefits, which through appropriate financial mecha-
nisms can be paid for by the recipients of those benefits. By matching financing
strategies to benefits and beneficiaries, nonprofits can approach efficient levels of
financing that allow them to producemaximum net social benefits within accept-
able bounds of organizational stability and remain true to the missions for which
they are established.
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CHAPTER TWENTY

MANAGING THE CHALLENGES
OF GOVERNMENT CONTRACTS∗

Stephen Rathgeb Smith

During the last forty years, government contracting with nonprofit organiza-
tions for the delivery of important public services has risen sharply. The

widespread interest, in the United States and in other countries, in contract-
ing with nonprofit organizations reflects many factors: pressure to reduce the
costs of public service; broad interest in voluntarism, social innovation, and cit-
izen and community engagement; and public management reform which seeks
to improve the efficiency and effectiveness of public services through privatiza-
tion, more competition, individual choice, and decentralization (Phillips and
Smith, 2011; Smith and Smyth, 2010). Nonprofits also represent diverse commu-
nities and local citizens, so policymakers may also turn to nonprofits to enhance
the responsiveness and representativeness of public services. Government con-
tracts also can be attractive from the perspective of the nonprofit organization,
offering greater resources, improved legitimacy in the community and the poten-
tial to have broader and deeper impact on urgent social problems or concerns
(De Hoog, 1984; Grønbjerg, 1993; Kramer, 1982; Smith and Lipsky, 1993).

Significantly, though, government contracting can have profound effects on
nonprofit organization governance, program innovation, and the relationship of

*The author would like to gratefully acknowledge the excellent research assistance of
Meghan McConaughey and the input of Putnam Barber in the preparation of this chapter.
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agencies to their local communities and the citizens using their services (Smith,
2016; Smith and Lipsky, 1993). Moreover, political, economic, and organizational
trends are creating much greater uncertainty for nonprofit organizations receiv-
ing such contracts than those that rely on other funding sources: competition
for contracts among nonprofits and with for-profit firms is growing; government
contract funds are scarcer; policymakers are expecting much higher levels of
performance and accountability from nonprofits; and citizens are demanding
more choice and responsiveness from nonprofits providing contracted services.
In addition, governments at all levels are moving away from a reliance on
contracts to support nonprofits and toward a more diverse set of financing tools,
including vouchers, tax credits, tax-exempt bonds, and client-based fees for
services such as Medicaid (Smith, 2016).

This chapter deals with the management challenges for nonprofit agencies
created by contracting in an era of greater competition and environmental uncer-
tainty. Potential strategies for nonprofit agencies to adopt to effectively cope with
the higher accountability demands while successfully developing a sustainable,
effective organization will also be discussed and highlighted. The chapter is based
on extensive research on the impact of government contracting on nonprofit
organizations, primarily in the fields of social services and health care, although
many of the findings andmanagement recommendations are applicable to other
types of nonprofit organizations.

Background

Prior to the 1960s, nonprofit agencies in the United States were primarily depen-
dent on private revenue from client fees, charitable donations, and endowment
income. Some agencies such as child welfare organizations received public
subsidies, but these agencies were nonetheless largely reliant on private funds.
However, this funding mix changed dramatically in the 1960s with the rise of the
federal role in social policy. As part of the War on Poverty, the federal govern-
ment created a host of new programs and initiatives, including neighborhood
health centers, community mental health centers, community action agencies,
youth service agencies, and drug and alcohol treatment programs. Most of these
new programs were implemented through government contracting with local
nonprofit service organizations. Some of these agencies were entirely new; yet
many existing agencies such as Catholic Charities and Lutheran Social Services
also expanded their service offerings in response to the dramatic increase in
federal funding support for social and health services (Smith and Lipsky, 1993).
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Many nonprofit agencies were initially reluctant to accept government con-
tracts due to concern that government funding might undermine their mission
and autonomy (Kramer, 1982; Smith and Lipsky, 1993). However, most of these
agencies eventually accepted government contracts. This shift occurred for sev-
eral reasons. First, some federal programs were matching programs so a private
agency might be able to use a 25 percent private match to obtain a 75 percent
matching grant from the federal government. So at least initially, federal rev-
enues essentially allowed the expansion of existing services. Second, some of
the early federal grant programs had very loose accountability requirements, so
nonprofit agencies could accept the funds without onerous compliance require-
ments, thus allowing substantial discretion by nonprofits on themanagement and
implementation of their programs. Third, federal grants offered many agencies
far more money than they could reasonably expect from private philanthropy
and fees. Fourth, and relatedly, federal funding allowed nonprofit agencies to
reduce their dependence on private donations and fees, allowing agencies in
some cases to increase their services to disadvantaged and very needy clients.
And fifth, many federal programs were structured as grants to state and local gov-
ernments who then contracted with local agencies. Often, state and local govern-
ment officials already had established relationships with local nonprofits agencies
such as Catholic Charities. With the advent of federal funding, state government
officials tended to simply continue these relationships and, at least initially, did
not change the terms of the existing agreements between the nonprofit agency
and government (Smith, 2016).

Federal spending on contracts soared in the 1960s and 1970s, through direct
contracts with nonprofits and more indirectly through grants to the states which
then contracted with local community organizations (Smith and Lipsky, 1993).
Many state agencies relied almost exclusively on nonprofit agencies to provide
services, especially new and innovative services such as community residential
programs, respite care, and day treatment.

This increased federal role changed dramatically when the Reagan admin-
istration reduced federal spending on many community programs provided
by nonprofits, and devolved more responsibility for federal grant programs to
the states (Smith, 2012). Over time, though, federal spending rebounded, in
part through the expansion of existing grant programs or via the enactment
of new programs in areas such as child welfare, workforce development, and
community residential programs for the homeless and disadvantaged. Through
a variety of changes to existing law as well as new program initiatives, funds for
social and health services provided by nonprofit agencies rose again in the late
1980s and 1990s.
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Contracting with nonprofits grew in the aftermath of the landmark welfare
reform legislation of 1996. As part of this legislation, the federal government cre-
ated new funding for services and gave greater administrative discretion to state
and local governments to spend the new money, including much greater flexibil-
ity by local administrators to shift money from cash assistance to services. At least
initially, many states used the increased administrative discretion to increase con-
tracting with local community agencies to provide various support services to
individuals on welfare, including day care, welfare to work, job training, and
counseling programs. Other federal programs reliant on contracting with non-
profits also increased in the late 1990s and early 2000s, including programs for
at-risk youth, community service, drug and alcohol treatment, prisoner reentry,
and home care.

Since the early 2000s, though, non-health spending on social programs has
been in a long-term decline, especially after the 2008 recession (Gais, Dadayan,
Bae, 2009; Lynch, 2014). Even before the recession,many federal social programs
had essentially been either level-funded or incrementally reduced each year; for
grant programs such as the Social Service Block Grant (SSBG) these resulted
in a sharp drop in value over time in inflation-adjusted terms (Lynch, 2014).
Federal funding for child welfare services has also declined (DeVooght, Fletcher,
and Cooper, 2014, p. 2). Likewise, state government funding of key social
programs declined during the 2000s after a period of sharp growth in the mid-
to late-1990s (Gais, Dadayan, and Bae, 2009). With the onset of the recession
of 2008, many state governments dramatically cut funding for social programs,
resulting in often sharp cutbacks in staffing and services by community-based
nonprofit agencies (Harrison, Eleveld, and Ahern, 2011; National Council of
Nonprofits, 2010; Pettijohn and Boris, 2013). As the economy has recovered,
states have been able to replace some of the lost funding; nonetheless, the
recovery has been very uneven, with many states still struggling to fund their
social and health programs (see, for example, Palmer and Robertson, 2016).

Two policy fields are the exception to this overall trend of cutbacks and slow
recovery, albeit unevenly. First, Medicaid has emerged as a central funder for
community-based, nonprofit social service programs—a trend that dates to the
1980s. But the cutbacks in federal and state funding programs like SSBG has
accelerated this shift, particularly for services for the mentally ill, developmen-
tally disabled, and at-risk youth. For instance, in 1980, most public funding for
services for the developmentally disabled came from state dollars, but because
of Medicaid’s Home and Community Based Services waiver program, federal
dollars (and the state match) through Medicaid are currently the primary
funder for these services (Andrews, Grogan, Brennan, and Pollack, 2015;
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Braddock, Hemp, Rizzolo, Tanis, Haffer, and Wu, 2015; Ng, Harrington,
Musumeci, and Reaves, 2015).

Medicaid funding for community nonprofit health agencies has also
increased sharply in the last few years because of the implementation of the
Affordable Care Act (ACA). The high-profile legislation offers significant federal
subsidies to states that decide to expand eligibility for Medicaid. As of 2015,
over half of the states have taken advantage of these subsidies and increased
eligibility and services for low-income and disabled individuals (Snyder and
Rudowitz, 2015). This effort has, in turn, led to sharp rises in federal funding of
community health centers and other related community health programs such
as substance abuse clinics.

The second policy field with growth in government funding of nonprofit
organizations is early childhood and kindergarten through grade twelve (K–12)
education. As states have changed their laws in recent years, the number of char-
ter schools—largely financed by government—has risen from 1,542 in 1999–2000
to 6,440 in 2013–2014 (Public Agenda, 2014). Many of these charter schools are
independent nonprofit schools, while over 30 percent of the total number of
charter schools are overseen by management companies, including large non-
profit management entities like the Knowledge Is Power Program (KIPP) (Miron
and Gulosino, 2013). Importantly, the growth in nonprofit charters has occurred
in the context of falling overall funding for K–12 education in many states
(Leachman, Albares, Masterson, and Wallace, 2016). The result for local
nonprofits, including charter schools, is often underfunding and intense
competition for contracts and resources.

In sum, the funding environment for nonprofits with government contracts
has been very turbulent: cutbacks have often occurred with relatively little notice;
state and local governments continue to face fiscal scarcity, despite the recovery
of the economy; and alternative sources of revenue for nonprofits such as private
philanthropy and earned income are difficult for many nonprofits to raise.
Moreover, significant changes have been under way in the form government
funding takes via diversification of the tools of government funding, with
profound effects on the management of nonprofit organizations and their
relationship to government and their communities.

Ironically though, this competitive and austere funding climate is likely to
encourage continued reliance on government funding for nonprofits through
contracts and other funding tools. State and local governments, eager to save
money, often view contracting as a less costly way of providing needed public ser-
vices. The widespread interest in social innovation and social entrepreneurship
is also fueling government support through contracts with nonprofits with novel
but proven program models.



Trim Size: 7in x 9.25in Renz852965 c20.tex V3 - 07/11/2016 9:46 A.M. Page 541

�

� �

�

Managing the Challenges of Government Contracts 541

A Restructured Contracting Relationship

Even before the economic crisis, nonprofit agencies receiving government
contracts were facing important shifts in their funding and their relationship
with other government, nonprofit and for-profit organizations as well as their
host communities. These developments have profoundly affected the con-
tracting relationship, as well as the staffs and clients of nonprofit agencies.
Significantly, even though it had increased such funding until 2008, government
had moved away from the traditional contracts that were the hallmark of the
initial period of widespread government contracting in the 1960s and 1970s.
In this earlier period, most nonprofit agencies did not really compete with
other agencies for contracts. Most contracts were cost-reimbursement contracts
that paid agencies for their costs based on the contract terms and budget.
Reimbursement was not linked to outcomes, and most agencies recovered their
costs (at least as specified in the contract). Little incentive existed for agencies
to compete with other agencies since contracts were unlikely to be moved from
one agency to another unless egregious problems existed.

The current contracting environment ismuchmore competitive, with higher
levels of expectation based on performance. Many government contracts with
nonprofits are performance-based, with government specifying the program tar-
gets that nonprofits are required to meet in order to receive reimbursement for
their services (Desai, Garabedian, and Snyder, 2012; Fraser and Whitehill, 2014;
Smith, 2016; Smith and Grinker, 2004). These performance-based contracts are
now widely used in many different service fields, including child welfare, mental
health, workforce development, and low-income housing.

These performance-based contracts are part of a broader movement
affecting public and nonprofit management called “pay-for-success” (PFS)
(Corporation for National and Community Service, 2015; In the Public Interest,
2015; Roman, Walsh, Bieler, and Taxy, 2014). A relatively recent innova-
tion in performance-based contracting is the development of “social impact
bonds” (SIBs) that depend on private investors loaning money to a third-party
intermediary, which then subcontracts with a local nonprofit service agency
on a performance contracting basis. The project is evaluated by independent
researchers and government repays the loan to investors if the performance
targets are met. Despite widespread publicity to SIBS, they remain quite limited
in terms of their impact on services, in part because of their complexity and
high transaction costs.

Performance contracts and “pay for success” models are especially con-
sequential because they increase organizational and revenue uncertainty and
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because these contracts offer at least the threat of contract termination for
poor performance (although, in practice, losing contracts remains infrequent).
Nonprofit service agencies also have an incentive to compete with their fellow
agencies since they could potentially grow through additional contracts. Also,
performance contracts are usually structured so that agencies receive graduated
payments as they hit their performance targets; thus, agencies may receive less
revenue than planned, reducing their available cash flow.

Increased competition for funding is also a direct and indirect effect of the
restructuring of government support itself. In the big build-up of government
contracting with nonprofits, government funding primarily flowed to nonprofits
through block contracts for a certain levels of service. However, many current
forms of government support are tied to the client rather than the agency. The
most vivid example is Medicaid, which functions like a “quasi-voucher” since eli-
gibility is tied directly to the client (Steuerle, 2000). Agencies are reimbursed
for providing qualifying services to eligible clients; their reimbursement rate is
a vendor rate, whereby government will pay a certain amount for a specific ser-
vice regardless of the actual costs incurred by the agency. In general, Medicaid
vendor rates encourage competition for clients, since it may only be possible to
generate surpluses at high levels of service volume (because each new Medicaid-
eligible client is more revenue for the agency at only marginally more cost).
This financing arrangement is dramatically different from the traditional cost-
reimbursement contract. Under the latter, agencies actually faced disincentives
for service expansion because additional services added to an agency’s cost with-
out any certainty that these costs would be reimbursed.

The diversification of government support—or policy tools (Salamon, 2002;
Smith, 2016)—is also evident in the growing use of vouchers for child care and
housing and tax-exempt bond money to support the capital needs of nonprofit
agencies. Access to bond funding can be very competitive and subject to the state
budget cycle; nonetheless it has become an important source of capital financing
formany nonprofit agencies providing community-based services (Calabrese and
Ely, 2015).

The scarcity of contract funding, the emphasis on performance, and the
growth in the number of nonprofit agencies (McKeever, 2015) fueled growing
competition from for-profit social and health services firms, especially in
community-based services like home care, child care, early childhood education,
and mental health. Many for-profits possess some notable advantages vis-à-vis
nonprofits in competition for government contracts (and private fees). For
example, for-profit chains have access to capital and operate at a sufficient size
to enable substantial economies of scale, allowing them to operate at least some
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programs more efficiently. Further, since nonprofits are mission-based and many
are small and unwilling to serve certain types of clients or certain regions, the
opportunities for them to cross-subsidize their operations through growth or a
diversified client mix are reduced. Many community-based nonprofits may also
be very ambivalent about expansion (or even lack the capacity for expansion).
For-profits typically do not have these types of mission constraints and are
thus more willing or able to serve a more diverse mix of clients. Finally, larger
for-profits may be able to use their size and bargaining power to obtain higher
rates than the small community-based nonprofits. As a result of these factors,
the percentage share of the market among for-profits has been rising for the
last twenty years in these community services such as home care and child care
(U.S. Census Bureau, 2015).

Contracting as a Regime

This turbulent and more competitive environment for contracting is disrupting
(and has the potential to further disrupt) many longstanding relationships
between government and nonprofit agencies. During the development of
extensive contracting in the 1960s and 1970s, contracting tended to evolve
through patterned relationships and expectations between government and
nonprofit agencies that could be characterized as a “contracting regime” (that
is, “a set of stable relationships that transcend simple common practice and
reveal assumptions about the way the world works” [Smith and Lipsky, 1993,
p. 43]). The historic nonprofit-government contracting relationship could be
characterized as a “regime” for the following reasons. First, regimes tend to
have accepted means of resolving disputes and addressing particular problems.
This is evident in the tendency to rely upon nonprofit organizations funded
by government to address current social problems, and in the existence of
accepted norms governing the interaction between nonprofit organizations
and government. Second, the regime concept is helpful in illuminating the
regularized patterns of interaction between government and nonprofit agencies,
even when these nonprofit organizations are opposed or resistant to particular
government regulations and mandates. Third, regimes are marked by continu-
ity, and participants in regimes are mutually dependent. If participants depart
from the regime norms, they are penalized, either by the dominant party or
by third parties. Fourth, regimes are usually sustained and dominated by a
powerful party. For example, in international relations, this role is performed
by a country whose policies and norms are accepted by other countries in
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the regime (Krasner, 1982). The government-nonprofit relationship is similar;
despite the mutual dependency of government and nonprofit organizations,
government tends to be the more powerful in the relationship. Thus, nonprofit
organizations are often in the position of being forced to accept or follow the
norms and policies of government (Considine, 2000; Smith and Lipsky, 1993).

The implications of the contracting regime for nonprofit management are
profound. Managers of nonprofit agencies receiving government contracts
are not free agents but are linked in an ongoing relationship with government,
which at once constrains their behavior as well as provides certain incentives
for organizational strategy, including a susceptibility to government influence.
The vulnerability of nonprofit agencies receiving government contracts reflects
the important characteristics of nonprofit finance, especially in the fields of
social and health services. Nonprofit agencies, especially grassroots commu-
nity organizations such as battered women’s shelters, poverty agencies, and youth
organizations, emerge through the collective efforts of like-minded individuals
interested in addressing a particular social problem. Typically, these organiza-
tions are dependent on a mix of small cash and in-kind donations. As a result,
they tend to be significantly undercapitalized. Overcoming the capitalization
dilemma is hampered by the preference of private donors for specific programs
and projects. This undercapitalization can be exacerbated by many banks’ reluc-
tance to lend money to nonprofits, especially smaller agencies. Such constraints
on building an adequate capital base make it difficult to weather disruptions in
cash flow. When nonprofit organizations are young, mostly volunteer, and small,
a cash flow interruption may represent a minor problem. But when a nonprofit
becomes involved in a contractual arrangement with government, the impli-
cations of cash flow disruptions often are more serious. Contracting typically
requires more resources, such as more paid staff with higher salaries and greater
levels of professionalization (Hwang and Powell, 2009), hence much higher cash
flow demands. Thus, shortfalls in client censuses, managementmiscues, payment
delays, or unexpected expenses are much more disruptive and problematic. For
some agencies, cash flow problems in the current competitive contract environ-
ment can encourage mergers—or even the outright closure of some agencies.

Importantly, the uncertainty of contract revenue has been exacerbated by
changes in the structure of the government-nonprofit contracting relationship.
In the early years of widespread contracting, most contracts entailed a direct rela-
tionship between government and the nonprofit agency, such as a direct contract
between state or federal government and a local nonprofit social service agency.
But this relationship has evolved significantly through the involvement of a
wide variety of intermediary organizations. Managed care organizations are
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one prominent example in health and social services, including child welfare
and mental health (Courtney, 2000; McBeath and Meezan, 2010). In particular,
many states contract with managed care organizations (MCOs) for their Med-
icaid spending; these MCOs then contract with local nonprofit and for-profit
service providers. This increase in intermediary relationships is evident in
various public-private partnerships that have become more common in the last
twenty-five years. For example, a nationwide initiative called Funders Together
to End Homelessness strives to bring together the resources and expertise of
multiple funders in order to develop a more coordinated and effective strategy
to end homelessness (Wertheimer, 2011). Many other similar public-private
partnerships exist around the country in services such as early childhood
education and workforce development.

Overall, the growth of these intermediary associations has created greater
turbulence and less predictability in the contracting relationship from the
perspective of the nonprofit agency, thus contributing to financial challenges
and uncertainty. The cash flow problem, as well as the more general challenge of
generating adequate revenue, is exacerbated by a common characteristic of the
contracting regime: the inability to secure contracts that fully fund the agency’s
costs. Given the continuing budgetary volatility faced by many state govern-
ments, government officials across the country routinely set rates for nonprofit
providers at levels insufficient to cover their costs. Multiple factors account
for this shortfall: a contract may have declined in inflation-adjusted terms
due to government budget cuts and austerity; a nonprofit manager may have
underestimated the contract implementation costs; or government may saddle
the agency with unexpected expenses or fail to provide the expected revenue.
In this performance-based contracting environment, the latter is a much greater
possibility than in the past. Also, agency expenses may rise unexpectedly and
exceed contract revenues.

Underfunded contracts put nonprofit managers in a delicate position:
relinquish the contract, with its implications for staff layoffs and shrinkage of
the agency, or continue with the contract, albeit at an underfunded level. Since
nonprofit executives are rarely rewarded for staff layoffs and the accompanying
organizational turmoil, most nonprofit executives elect to keep the contract.
To compensate for revenue shortfalls from contracts, nonprofit managers often
try one or more of several strategies: (1) diversify their government contracts
so they can obtain greater economies of scale and mitigate their risk from
any one particular contract; (2) seek private donations from individuals or
corporations;( 3) obtain foundation grants; (4) increase earned income such as
rental or technical assistance income; and (5) attempt to directly or indirectly
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tap fee income from government sources, including Medicaid, vouchers, or tax
credits such as the Low Income Housing Tax Credit (LIHTC).

Obtaining additional revenue in the current economic climate is especially
challenging though. Intense competition exists for private donations and gov-
ernment contracts, and many agencies lack the infrastructure and capacity to
effectively compete for government contracts, raise private donations, or gener-
ate earned income. Consequently, large nonprofit agencies and for-profit firms
have a decided competitive advantage, since they are more likely to have access
to adequate credit lines or bank loans and possess the professional staff to raise
private donations and launch commercial ventures.

The Challenges of Contract Renewal

The greater uncertainty of the contracting environment for nonprofits has exac-
erbated longstanding problems that may occur in the contract renewal process.
Delays and problems in contract renewal occur for many reasons: a state legisla-
ture may be deadlocked, requiring that the state agencies suspend final action
on contract renewals until the available funding for contracts is known; key
government contract administrators may have left or been replaced; an election
may be under way, generating funding uncertainty and job insecurity with
resultant ripple effects on the contracting process.

Other reasons for delay may be more strategic. For example, government
contract administrators may delay the process of contract renewal in order to
gain greater compliance by nonprofit agencies with contract terms and expecta-
tions. Alternatively, government administrators may use their ability to expedite
the contract-renewal process, to at least some degree, as a way of currying favor
with nonprofit contract agencies. This assistance may then be remembered in
future negotiations.

The uncertainties of the contract renewal process are masked somewhat by
the relatively high rate of contract renewal, despite the increase in performance-
based contracts. A domestic violence agency awarded a contract in 2005 is likely to
still have a contract in 2015, barring egregious quality problems or major shocks
to the provider system. Nonetheless, the renewal process can be highly frustrat-
ing. Nonprofit managers may be unclear as to the exact amount of the new
contract. And, due to government funding cutbacks, a renewed contract might
well be for a lower amount than the previous one. Also, government officials
may decide to rewrite the contract upon renewal. For instance, a child welfare
agency might have a contract for several years to provide counseling services
to children. But a change in political priorities might lead state administrators
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to use contract renewal as an opportunity to restructure the agreement so that
the child welfare agency, if it wants to keep the contract, would be required to pro-
vide (for example) intervention services to abused and neglected children.Other
examples of substantive changes in contracts by state officials include requiring
nonprofit agencies to serve a larger geographical area, giving part of a contract to
another agency, reducing the administrative costs allowed on the contract, and
adopting new policies on client referrals and reimbursement.

Nonprofit managers, at least theoretically, have the option of refusing to
accept the terms of the contract or to abide the long delays often accompanying
contract renewal. Yet, managers are often ill-positioned to challenge or refuse
the contract. First, the proliferation of nonprofit (and for-profit) service agencies
gives government administrators more service options (although the number
of agencies varies tremendously across geographic areas). Thus, nonprofit
managers know that if they resist the renegotiation of a contract, many other
agencies are likely to be eager to take the contract on the terms stipulated by
government. Second, competition for private charitable funds, which might
serve as alternatives to contract funds, is fierce. Moreover, most foundation
and United Way grants tend to be short-term and for much smaller amounts
than government funds. And raising private funds with appeals to individuals
is a long-term process that usually cannot substitute for lost government funds.
Third, nonprofit agencies often find that the only way they can fulfill their
mission to address a particular problem, such as juvenile delinquency or child
abuse, is through government funding; private funding is either unavailable or
inadequate for the agency’s needs.

Strategic Management in an Era of Impact, Competition,
and Accountability

Despite the increasingly uncertain and competitive environment for nonprofits
contracting with government, many nonprofit executives are nonetheless able to
develop sustainable, effective business models for their organizations. This strate-
gic success requires sustained attention to agency governance, effective leader-
ship, the development of broad and sustained community support, and ongoing
advocacy on behalf of the agency and its clients.

Rethinking Agency Governance and Management

An effective board of directors of a nonprofit agency serves as a key connect-
ing link between the organization and the local community. This board role is
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especially critical if community-based service agencies are to effectively represent
their communities and service users. Yet, contracting poses complicated gover-
nance challenges for many boards. Most board members tend to be unfamiliar
with contracting and the intricacies of the contracting process. Consequently,
board members may be unable or unwilling to exercise effective oversight over
agency contracts.

Significantly, contracting also requires the agency to develop and maintain
effective new systems of accountability to document and report on expenditures
and clients, almost inevitably requiring greater staff specialization and profession-
alization (Hwang and Powell, 2009), more formal organizational structure, and
new investments in agency capacity and infrastructure. As the paid staff expands
and the demands on the agency’s resources grow, the board may not be well posi-
tioned to set the agenda for the agency, especially if they are highly dependent
on contract revenues. The board may be relegated to a position of supporting
the executive’s initiatives, rather than the executive implementing the board’s
directives and policies. For the organization, the danger inherent in this kind of
shift is that the board may encounter some unpleasant surprises. The executive,
in the pursuit of contract revenues, may obligate the agency to contracts that are
underfunded or ill-advised. Board involvement in the agencymay wither as board
members find that their governance roles are restricted. And as board involve-
ment declines, management mistakes or morale problems may go undetected
until a crisis develops.

Other types of management problems may develop due to conflicts over
agency mission. For example, the board of a relatively young nonprofit may be
comprised of the foundingmembers of the organization who are deeply commit-
ted to a specific mission and vision. In some cases, to secure additional contract
funds, an executive may try to steer the organization in a direction that is quite
different from the board’s vision for the agency. The result may be protracted
negotiations between the board and staff about the agency’s future. Sometimes,
the outcome is the resignation of some board members or the ouster of the
chief executive as the board and staff compete to define the agency’s future
mission. Alternatively, the executive may serve in the key role in agency gover-
nance until a crisis develops, such as inadequate cash flow, staff discontent, or
lost contracts. Then, in response, the board may intervene to exert greater con-
trol and oversight over agency operations. Although the board often withdraws
to its previous role as the crisis eases, in other cases the board simply may be
unable to find an appropriate executive director and so the board will retain a
major role in day-to-day agency management as well as the overall agenda setting
for the organization.
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Overall, a general tendency exists among nonprofits with substantial con-
tracts to see a shift in influence from the board to the executive director and his or
her staff, although the extent of this change will differ with organizations’ individ-
ual circumstances. This change can be especially visible in new community-based
organizations with roots in the informal sector of community members, neigh-
bors, and social movements. For these organizations, professional management
often represents values and policies at variance to the original purposes of the
organization, and the result can be significant internal dissension

To an extent, the enhanced role of the executive and the professionalization
of the staff is part of the natural process of the nonprofit organizational life cycle
that entails greater formalization as a nonprofit evolves and grows (Carlson and
Donohoe, 2010, pp. 119–126; Speakman Management Consulting, 2009). Thus,
the challenge for nonprofits is to successfully adapt their organizations to the
imperatives of professionalization and formalization attending to contracting
(and organizational growth) while maintaining the commitment of staff and
volunteers to their organizing mission. Critical to the successful adaptation of
the organization is strengthening board governance and developing positive,
productive board-staff relations. First, the board can recruit individuals with
knowledge of contracting for boardmembership. Second, the board can develop
a broad base of community support for the agency. A number of strategies exist
to achieve this goal: regular community forums to engage citizen feedback;
advisory committees of community members; more diverse board member-
ship; participation by agency staff on other local committees and boards; and
increased engagement with the policy process at the local, regional, or state level.
And third, the board can support investments in infrastructure and capacity to
help the agency to effectively manage the contracting development and imple-
mentation process. Chapter Five of this Handbook provides important additional
information on organization, development, and maintenance of nonprofit
governing boards.

Finding the Right Executive

Given the changing environment for contracting, the quality of executive
leadership is more important than ever to the ability of nonprofits to provide
effective and efficient programming. In the current era of budget scarcity, even a
relatively small management mistake can create a financial crisis for the agency.
Consequently, significant pressure exists on the executive director to effectively
manage both the internal operations and the external network of public and
private funders. Ideally, agency executives should be very knowledgeable of
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government contracting and financial management, as well as sensitive to the
agency’s mission. Given the multiple economic and organizational challenges
facing executive directors, the process of selecting an executive director can
often reveal underlying differences among members of the board and staff
about the agency’s future. Moreover, many individuals with the credentials
necessary to cope with the management complexities of contracting may not be
well attuned to the subtleties of the agency’s relationship with its surrounding
community or consumers. This situation can be exacerbated in the current
era of funding cutbacks, when executive directors may need to make difficult
programmatic or administrative decisions.

Given these leadership challenges, the ideal type of executive for a nonprofit
service agency cannot be determined without understanding the particular char-
acteristics and needs of the organization. And although it may no longer be
sufficient to have a respected clinician with relatively little management train-
ing or experience as an executive, it is equally true that a board of directors
would be in error if it simply sought an executive whose primary qualification
was government contracting experience or a business management background.
Instead, an agency needs to strike a balance between a concern for the efficient
utilization of resources, due in part to the demands of the contracting regime,
and sound financial management with a commitment to agency mission. Thus,
agencies might choose executives from the government and business sectors who
have also demonstrated support for the agency’s mission through board and
volunteer service.

Arguably, the current contracting environment also places a primacy on
the ability of nonprofit executives to work collaboratively, both internally and
externally. Competition and scarcity of funding mean that executive directors
need to be able to work closely and productively with government contract
administrators. In addition, agency executives need to be able to partner with
local foundations, other nonprofits, and local businesses. Indeed, many govern-
ment contracts now require agencies to collaborate with other agencies. Also,
collaboration on back-office and benefit costs may help nonprofits becomemore
efficient and better cope with funding scarcity.

The higher expectations for social impact and innovation also encourage
nonprofit executives to build their internal organization to foster learning,
effective problem solving, and new and creative strategies to achieve individual
and “collective impact” (Kania and Kramer, 2011). This effort also calls for a
strategic, forward-looking vision for the agency, rather than simply reacting to
external demands or developments, including the expectations of government
contract agency. Moreover, while it is certainly common for government contract
administrators to specify in great detail the expectations for contracts, many
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contracts have vague or unclear performance expectations, at least initially,
requiring that the government administrators and nonprofit leaders work
together to develop appropriate performance expectations. Chapter Six of this
volume presents an extensive discussion of the demands for effective executive
leadership.

Broadening the Agency Constituency

Nonprofit agencies, as noted, typically represent, at their founding, the efforts of
like-minded people to address a particular problem. Often these organizations
are not representative of their community as a whole; many agencies are directed
by people from a particular political, ideological, ethnic, or income group in a
community. Indeed, many nonprofit organizations are valued for their ability to
represent specialized or minority constituencies (Smith and Lipsky, 1993). This
community of interest focus can become a handicap as an agency develops and
obtains contracts from the government: the boardmay be small; broader commu-
nity connections may be weak; political support may be lacking; and government
priorities for the target population and clients may over time be at variance with
the nonprofit’s priorities.

Successful and sustainable nonprofits with government contracts are able to
transcend the initial limited focus of the agency and relative lack of professional-
ization of the board and staff while retaining their strong mission commitment.
Key to this is a diversification and broadening of the organization’s constituency.
Toward this end, an agencymay create an affiliate organization that can help with
fundraising, community support, and program visibility. Typically, these organi-
zations are directed by the paid staff of the parent organization, but are operated
primarily by volunteers. A nonprofit also may alter the composition of its board
in order to engage key supporters in the oversight and governance processes of
the organization. Further, an agency might join community organizations, such
as the Chamber of Commerce. The regular presence of a nonprofit agency at
Chamber meetings can go a long way toward creating a role for the agency as a
vital and important member of the community.

An agency may also alter its rules for membership. As noted earlier, many
nonprofit organizations were established by a relatively small number of people
who formed the core of the initial board of directors; no official membership
in the organization apart from the board and staff existed. Often, in these
situations, the board of directors is self-perpetuating rather than elected by
the membership. Such a board structure can work against wide and sustained
community engagement. Thus, a nonprofit agencymay be well served by rethink-
ing the concept of membership and consider engaging community members
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and service users as members (voting or non-voting) of the organization. This
approach can offer important friends of the organization a stake in the agency
and help recruit new supporters and volunteers. Over time, these new members
could be very helpful in mobilizing community and political support on behalf
of the agency as well as promoting greater accountability. To be sure, this type of
membership is not appropriate for all nonprofit agencies. Nonetheless, service
agencies with roots in a local community might benefit from rethinking their
membership structure.

One strategy to engage the community that may achieve some of the same
goals as changes in membership is the use of advisory committees (or other more
informal governance entities) as complements to the board of directors. Advi-
sory structures can be especially helpful for specialized purposes such as strategic
planning, advocacy, or a new capital campaign for the organization (Saidel, 1998;
Smith, forthcoming).

Constituency development can also be achieved through strategic part-
nerships and collaborations with other nonprofit, public, and for-profit
organizations. Partnerships with local businesses can help with private fundrais-
ing, political support for the agency, and the recruitment of volunteers and
board members. Collaborations with other nonprofits can yield potential savings
on administrative costs and potentially help win new grants and contracts, given
the current emphasis of public and private funders on collaboration among
nonprofit service agencies. The entire subject of nonprofit partnerships and
collaboration is discussed in more depth in Chapter Fifteen of this volume.

It must be noted that enlarging an agency’s constituency is not without risks.
Newmembers or supporters may try to change the agency’s mission and lead it in
new directions. An agency may trade dependency on state contract administra-
tors for dependency on a powerful donor or group of donors. More community
members may make the organization more risk-averse. Mobilizing comm-
unity members can be complicated, and it is often difficult to organize a rep-
resentative sample of local citizens in support of the organization. Nonetheless,
greater community connections can be helpful in improving nonprofit programs
despite these difficulties. Engaging with citizens in providing programmatic sup-
port can provide valuable information for program improvement and build social
capital that can be a base to build donor and volunteer involvement in the agency.

Engaging the Policy Process

Prior to the advent of widespread government contracting, nonprofit service
agencies tended to operate quite apart from the political process. Dependent
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primarily on private revenues, management decisions, and the fate of the orga-
nization were relatively disconnected from decisions made by state and local
legislatures, the federal government, or governors and mayors. The practice of
government contracting fundamentally changed this situation; nonprofit agen-
cies with contracts are now inextricably connected to the political process.

Important political decisions, legislation, and administrative rulings can have
a profound impact on the success of nonprofits and their leaders. For example,
if a legislature refuses to allocate sufficient funds for a contract rate increase,
the nonprofit may be forced to reduce staff, with the resultant implications
for morale and program quality. Accountability requirements instituted by the
legislature or government administrators may also have a major impact on staff
priorities and activities. Contract requirements and/or funding cutbacks may
require agencies to collaborate, merge, or go out of business entirely. Even
relatively minor or technical changes to eligibility requirements or rate levels can
have an enormous impact on the capacity of local nonprofit agencies to deliver
quality services. Sometimes, nonprofits providing contract services may need
special zoning permits in order to house their facilities. Often, local nonprofits
receive cash and in-kind subsidies from municipalities. Special linkages with
local government may also be required. For example, a nonprofit child welfare
agency may need to work very closely with the local school districts, or the users
of nonprofit services may need to use public transportation in order to receive
agency services.

Importantly, government officials possess many tools to restructure or alter a
contract in ways unfavorable to a nonprofit agency. Contract administrators may
want to refer different types of clients to the agency. Or the state may want to
restrict or curtail certain contract expenditures. The state may even want to end
the contract altogether and award it to another agency. Personal appeals by the
executive, the board of directors, or intervention by community political support-
ers may produce a reversal of unfavorable decisions, although many nonprofit
agencies (especially smaller or newer agencies) frequently lack substantial polit-
ical clout, creating a vulnerability to government influence. In short, the success
of nonprofits now hinges, at least in part, on effective agency advocacy, especially
at the state and local level. As a result, nonprofit executives and their boards need
to be actively engaged with policymakers on an ongoing basis, including main-
taining an agency’s visibility and support. Thus, nonprofit boards and staff should
enlist the support of local political figures, including municipal leaders and state
legislators. This goal may be accomplished in part by selecting key community
leaders to be agency board members. More routinely, nonprofit staff and boards
should make local leaders aware of agency activities through the active use of
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social media, the agency’s website, print mailings, and other local publications,
including newspapers.

As nonprofit staff and volunteers engage in advocacy, they should also
strive to represent the needs of their clients and communities, broadly defined.
Nonprofit agencies receiving government contracts tend to be most involved
in policy issues such as funding and regulations directly relevant to the agency
itself (Mosley, 2014; Smith and Lipsky, 1993). Ideally, though, nonprofit agencies
should also strive to advocate on behalf of broader user and community needs
and issues, such as the lack of affordable housing, persistent poverty, and
community economic development.

Despite these strong incentives for advocacy due to the dynamics of con-
tracting, many nonprofit staff and board members are reluctant to engage in
advocacy on behalf of their agency or their clients. They are wary because they
fear that it might spur scrutiny from the Internal Revenue Service or other
government regulators, perhaps leading to threats to their tax-exempt status or
serious fines (Bass, Arons, Guinane, and Carter, 2007; Berry, 2003; Pekkanen,
Smith, and Tsujinaka, 2014). Further, many agencies are quite small and lack
the staff resources to actively engage in advocacy. The board members of many
nonprofits tend to be attracted to board service due to their commitment to the
agency’s mission and services such as child welfare or homelessness. Most board
members possess little formal advocacy experience. Relatedly, board members
may be unfamiliar with regulations on permissible advocacy by nonprofits, espe-
cially 501(c)(3) charitable organizations. Nonprofit agencies can be effective
advocates in spite of these obstacles, but to do so does require persistence and
a multipronged strategy, including education of board and staff on legal issues;
investment in staff with expertise on advocacy; and building positive network
relationships with government officials. Chapter Fourteen of this volume
provides a practical explanation of how nonprofits can effectively engage in
such advocacy.

Importantly, nonprofits should work collaboratively with other nonprofits as
well as through local and statewide associations and coalitions to influence gov-
ernment policy. Three important types of nonprofit associations and coalitions
exist. The first type are mission- or service-specific associations, such as the North
Carolina Association of Home Care Agencies and the Massachusetts Association
of Community Mental Health Centers; these coalitions and associations tend
to be quite homogeneous in terms of organizational type. The second category
are statewide nonprofit associations representing all nonprofits in the state.
Prominent examples include the California Association of Nonprofits and the
Maryland Association of Nonprofits. Typically, these associations are heavily
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involved in various government contracting issues, including funding levels.
These statewide associations are also represented at the national level by
the National Council of Nonprofits, which advocates at the federal level and
throughout the United States on important policy concerns of direct relevance
to nonprofits and government contracting. Indeed, one of the top priorities
of the National Council was the implementation in 2014 of a rule issue by
the U.S. Office of Management and Budget (OMB) requiring that the federal
government pay reasonable overhead and administrative costs to nonprofits that
receive federal contracts (National Council of Nonprofits, 2016). A third type of
association or coalition is a public interest organization dedicated to a particular
policy cause, such as Medicaid expansion or ending homelessness. These coali-
tions typically attract a diverse membership and often have private foundation
funding to support their goals and objectives (Boyarski, 2016). These coalitions
can be quite helpful in pushing broader social policy goals as well as increased
government funding—such as Medicaid expansion—that benefit nonprofit
organizations and their local communities. Overall, each of these different types
of associations and coalitions can help nonprofits develop broader networks in
support of their agencies (Chandler and Kennedy, 2015). Statewide associations
and coalitions can also assist member agencies with more operational concerns,
such as insurance and liability issues, human resource problems, and bulk pur-
chasing. To be sure, some associations are small and many may lack paid staff.
Nonetheless, in an era of greater competition and funding scarcity, nonprofit
associations and coalitions can be important resources for nonprofit agencies
with government contracts.

Innovation and Reform in Contracting

The sharp expansion of contracting with nonprofits in the United States and
beyond has been accompanied by persistent nonprofit complaints about the
contracting process itself, including lack of transparency, overly burdensome
regulations and reporting requirements, inappropriate performance targets,
and underinvestment in infrastructure. In response, government and nonprofits
have tried different types of reforms and innovations.

First, many performance-based contracts represent the imposition of
specific outcome targets on nonprofit organizations with little input from
these agencies. However, many performance-based contract negotiations begin
with a decided lack of adequate information on the appropriate outcomes;
thus, the construction of the contract can be a process of mutual discovery
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and problem solving. This point is another reason why nonprofits need to
invest in their own capacity to manage and implement contracts; government
officials may be looking to them for input. Second, a persistent lament among
nonprofits is excessive regulation of nonprofit contract agency budgets, greatly
limiting spending flexibility (Pettijohn and Boris, 2013). Further, the spread
of performance-based contracts and “pay-for-success models” has often meant
much greater attention to outcomes without a corresponding reduction in
paperwork on accounting for specific line-item expenditures. Consequently,
initiatives for innovation and reform in contracting have increasingly focused
on identifying ways in which government can hold nonprofits accountable for
expenditure of government funds while not imposing unnecessary restrictions.
In many jurisdictions, officials and nonprofit agencies have been attempting
to reduce regulatory burdens and at the same time achieve positive outcomes.
For example, New York City has established the Health and Human Services
Accelerator, which seeks to streamline the procurement process with local
nonprofit (and for-profit) service providers. Many other jurisdictions have been
exploring or implementing similar policies to reduce the regulatory burden of
contracting (National Council of Nonprofits, 2014).

In addition, a wide variety of efforts are being devoted tomore self-regulation
by nonprofit service providers as a strategy to raise service standards while reduc-
ing the need for intensive government regulation. One example involves new ini-
tiatives in the area of accreditation, which typically specify a minimum standard
of service that is detailed by the accrediting body. For example, nonprofit organi-
zations in Herefordshire in the United Kingdom created their own accreditation
system, which is administered by a third-party organization; government agrees to
only contract with accredited agencies (Smith and Smyth, 2010). Other examples
include the Commission on the Accreditation of Rehabilitation Facilities (CARF)
and the Joint Commission (which accredits health care organizations). Increas-
ingly, governments are looking to these accrediting bodies to certify minimum
standards of quality in services provided by nonprofit (and sometimes for-profit)
service providers in social and health care.

Also, growing interest exists in the United States and abroad in develop-
ing quality frameworks specifically tailored for nonprofit organizations. Thus,
Maryland Nonprofits (2016) developed its Standards for Excellence program,
which details ethical and quality guidelines for the governance and management
of nonprofits. Similarly, the Charities Review Council (2014) in Minnesota has
created a set of “Accountability Standards” and the Minnesota Council of Non-
profits (2014) has issued the “Principles and Practices for Nonprofit Excellence.”
Relatedly, efforts are under way to strengthen the self-regulation of fundraising
by nonprofits (see NCVO, 2015a, 2015b).
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Further, recognition is growing among policymakers and nonprofit leaders
that investment in nonprofit capacity also is essential for the delivery of sus-
tainable and quality programs (Gregory, A. G., 2009). Indeed, since so many
nonprofit organizations are now “agents” of government, one could argue that
government has an obligation to support training and education and, more
generally, capacity building among nonprofit agencies providing public services.
Government can provide funding to associations, coalitions, and other interme-
diary organizations such as Maryland Nonprofits to provide technical assistance
to nonprofits. Government officials can also provide direct help to nonprofits
through information sessions and direct capacity building assistance to non-
profits, and they can indirectly assist nonprofits by their willingness to work
collaboratively with nonprofit organizations and their representative associations
on issues of mutual concern (such as rates and regulations) (National Council
of Nonprofits, 2014; NCVO, 2015b; Pettijohn and Boris, 2013). Of course, a
sustained collaborative effort requires an ongoing commitment of resources by
government.

In support of improved nonprofit capacity, government can structure
contracts to include support for reasonable administrative costs. This is espe-
cially important given the constant challenge faced by nonprofits to find
sufficient funds to support their administrative infrastructure. Underfunded
infrastructure is a common problem, since many government and private
funders focus on program-related funding. Lacking sufficient funds to pay
for an adequate administrative structure, agencies are at a disadvantage when
they seek to raise private funds and compete for public grants and contracts.
Insufficient infrastructure also contributes to program instability, especially
among smaller community-based organizations. More generally, state and local
governments can strive to more fully fund contracts to reflect reasonable costs of
nonprofits (National Council of Nonprofits, 2014; NCVO, 2015b). Importantly,
the U.S. Office of Management and Budget in 2014 adopted a rule requiring
that U.S. federal agencies pay for legitimate administrative expenses in addition
to direct program expenditures (National Council of Nonprofits, 2016).

Government can also play an important role in directly and indirectly help-
ing nonprofit contract agencies with their capital costs. Before the financial crisis
hit in 2008, many states and localities expanded nonprofit contract agencies’
access to tax-exempt bonds to help them with their capital needs, such as the
purchase and renovation of their facilities and new equipment (Calabrese and
Ely, 2015; Human Services Council, 2015; Smith, forthcoming). To the extent
that nonprofits can improve their capital position, they will be in a better position
to manage their cash flow effectively and be able to develop productive relation-
ships with government contract officials.
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Government administrators, especially at the state and local level, can also
help improve governance and performance among nonprofit organizations
through their support of appropriate mergers and collaborations. As discussed
earlier, many nonprofits are small and struggle with capacity and funding issues,
creating problems with board and executive leadership. Mergers of some of
these organizations could be quite helpful in resolving some of these governance
problems. Nonetheless, nonprofits are often resistant to mergers, so support
from government (and private funders) is often essential if mergers are actually
to occur.

Importantly, these steps to enhance performance in nonprofits will be
insufficient to improve the overall quality and effectiveness of publicly funded
services provided by nonprofit agencies unless government takes steps to invest
in its own management team and structure. In the case of contracting with
nonprofits, state and local government will most assuredly fail to realize the
benefits of contracting if government contract administrators are unable to
monitor nonprofit performance or work effectively with nonprofits. Conse-
quently, government agencies need contract managers with skills in negotiation
and bargaining, and knowledge of management, finance, budgeting, and the
organization of nonprofits. Government managers could thus benefit from
executive education and training opportunities focused on contract manage-
ment, nonprofit management, financial management, program evaluation, and
negotiation (National Council of Nonprofits, 2014; Smith and Smyth, 2010).

Government contract managers with these skill sets would also promote
more effective relationships with nonprofits, as well as support working groups
and more formal arrangements among nonprofits and government, to address
important sector policy and management issues. Toward this end, government
and nonprofit organizations in the United Kingdom negotiated a formal agree-
ment, called “The Compact,” outlining key principles and practices to guide
their interactions at all levels of government (Compact Voice, 2010). The U.K.
Compact has generated broad attention among governments and nonprofit
organizations throughout the world. Some countries such as Australia have
experimented with local level compacts (Casey and Dalton, 2006). Nonetheless,
the basic principles of The Compact, such as regular communication and
dialogue between government and the nonprofit sector and good standards
of practice, can be developed through more informal relationships and
partnerships at any level of government.

Nonprofits, for their part, should strive to invest in their administrative and
programmatic infrastructure, including new technology and qualified adminis-
trative staff (Human Services Council, 2015; Light, 2004). The development of a
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private donor base can also be essential to building capacity, especially given the
competition for scarce public contracts. Fundraising may not produce large ben-
efits for the organization in the short term but, in the long term, may become
very important as a way of cross-subsidizing programs inadequately funded by
government contracts, and it may help build broader community support.

Conclusion

Government contracting with nonprofit agencies is in the midst of an impor-
tant transition. The competition for government contracts is increasingly intense,
reflecting growth in the number of agencies, coupled with the profound and
broad-based interest of government and many private donors in accountability,
efficiency, and results. Over time, this emphasis on performance and outcomes
will produce more comparative analysis among nonprofit organizations, as well
as between nonprofits and for-profits, particularly in service fields (such as home
care) where these agencies directly compete. In the process, the monopoly now
enjoyed by many nonprofits in their local communities is likely to be eroded or
threatened by for-profit agencies or upstart nonprofit agencies. Moreover, larger
nonprofit (and for-profit) contract agencies with proven track records and capac-
ity are likely to have an edge in the competition for contracts. Further, govern-
ment is likely to continue to shift at least some of its contract funding away from
traditional contracts and into other, less direct funding vehicles such as vouchers,
quasi-vouchers (such as Medicaid), and tax credits, further encouraging a more
competitive, entrepreneurial contract culture. Amidst this competitive contract-
ing environment, nonprofits will also need to engage in collaborative initiatives
to enhance efficiency and program effectiveness, including the co-location of
services; cooperative arrangements on benefits; sharing staff; and formal agree-
ments to merge some services, yet retain separate organizations.

In short, the contracting environment is likely to remain relatively unpre-
dictable and turbulent for the foreseeable future. Thus, nonprofits will need to
adapt in ways that support both agency sustainability and program effectiveness.
In the process, they will need to balance the imperative to be market-oriented
in order to compete effectively for contracts with the imperative to stay true to
their social mission and community orientation. Multiple revenue streams will
become increasingly important, even for modest-sized agencies, and effective
advocacy on behalf of the agency and its local constituencies will be vital for
agency sustainability. Ongoing investments in their own capacity will be necessary
for agencies, too. Nonetheless, government also needs to recognize its obligation
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to invest in nonprofit infrastructure and capacity and to support nonprofit con-
tractors with equitable and fair funding. For nonprofit leaders and managers,
such investments in agency capacity and good governance, coupled with sus-
tained engagement of local citizens and stakeholders, will enable the sector to
realize the promise that nonprofits offer as effective providers of vital public
services in a new and dynamic environment.
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CHAPTER TWENTY-ONE

TOOLS AND TECHNIQUES
OF NONPROFIT FINANCIAL
MANAGEMENT∗

Woods Bowman

Recessions and bad luck do not cause financial crises; incompetence and poor
planning do. Recessions and bad luckmerely expose weaknesses in financial

management. Survival in bad times requires preparation in good times. Long run
success requires planning and disciplined execution. This chapter introduces
tools and techniques that nonprofit executives and financial managers can use
to prepare for adversity and to plan for growth. After a brief introductory section
highlighting a special feature of nonprofit finance that is of particular impor-
tance to financial management, the chapter progresses from short-term tactical
issues to long-term strategic issues and governance, focusing on:

• How to avoid a cash shortage;
• How to prepare a budget;
• How to use a budget to manage;
• How to achieve long-run success; and
• How boards should oversee finance.

Italicized words and phrases generally are defined in endnotes to avoid
interrupting the narrative, and supplementary information is available on this

*The author thanks Brianna Bingham, Sue A. Dahlkamp, Chris Einolf, and Francie Ostrower
for many useful comments on earlier drafts. Some equations in this chapter may not apply to
endowed organizations (that is, those having an investment portfolio that exceeds spending
on operations). For more on these cases, see Bowman (2011).
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Handbook’s website (including a catalog of resource sites, “Websites Featuring
Financial Data and Other Useful Information.”)

A Special Feature of Nonprofit Finance

The United Nations (2003, p. 218) defines nonprofit institutions (NPIs) as:

organizations that do not exist primarily to generate profits, either
directly or indirectly, and that are not primarily guided by commercial
goals and considerations. NPIs may accumulate surplus in a given year, but
any such surplus must be plowed back into the basic mission of the agency
and not distributed to the organizations’ owners, members, founders, or
governing board.

Mission primacy, protected by a prohibition against distributing any surplus
to private persons, makes nonprofit organizations attractive to donors who share
goals and objectives similar to the organization. Donors may give without speci-
fying how the recipient should spend their gifts, or they may restrict their gifts to
specific projects. Nonprofit organizations have a moral obligation and, in some
cases, a legal duty, to honor donors’ wishes. This complicates nonprofit financial
management because every restricted gift and grant must be accounted for indi-
vidually. The simplest and surestmethod ofmaintaining the integrity of restricted
gifts and grants is to deposit them in a special bank account reserved exclusively
for restricted cash pending satisfaction of restrictions.

How to Avoid a Cash Shortage

The key financial concept introduced here is liquidity, which refers to main-
taining enough cash and cash equivalents free from donor restrictions to pay all
obligations as they come due.1 This section deals with the common situation in
which cash inflows equal or exceed cash outflows in a given year but from time to
time cash outflows exceed cash inflows (that is, cash flow shortfalls). The amount
of cash needed at the beginning of each year to cover occasional shortfalls during
the next twelve months is working cash.

Cash Flow Analysis

Table 21.1 presents a simplified description of cash flow for a hypothetical orga-
nization, which would enable amanager to anticipate the amount of cash needed
for every month of a fiscal year (abbreviated FY).2
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TABLE 21.1. Hypothetical Cash Flow Analysis
in dollars, for FY 20XX as of (insert preparation date here)

Income Budget Q1a Q2 Q3 Q4 Sumb

Gifts & Grants 300,000 60,000 74,700 62,700 102,600 300,000
Fees & Charges 165,000 40,000 40,000 45,000 40,000 165,000
Releasedc 20,000 0 0 0 20,000 20,000
Cash In 485,000 100,000 114,700 107,700 162,600 485,000

Spending Budget Q1a Q2 Q3 Q4 Sumb

Personnel 320,000 75,000 75,000 75,000 95,000 320,000
Occupancy 63,000 15,000 16,000 16,000 16,000 63,000
Other 100,000 25,000 25,000 25,000 25,000 100,000
Cash Out 483,000 115,000 116,000 116,000 136,000 483,000

Net Cash Flowd 2,000 (15,000) (1,300) (8,300) 26,600 2,000

Notes: a“Q1” is 1st quarter of the fiscal year.
bSum of Q1 through Q4. At the beginning of a fiscal year “Sum” equals “Budget”.
cCash “released” from restrictions are withdrawals from a bank account reserved for restricted
gifts and grants pending satisfaction of restrictions.
d“Cash In” minus “Cash Out.”

It presents financial information according to the customary practices of
finance professionals.

1. Tables should indicate the ending date of the fiscal year.
2. Because numbers change as new information becomes available, tables should

always indicate a preparation date.
3. Parenthesis indicates negative numbers.
4. Inflows and outflows are recorded on a gross basis.3

An actual cash flow table would show more income and spending detail and
be organized by months. Payments (cash outflow) and receipts (cash inflow) are
tabulated when they are expected to occur. Restricted gifts and grants should
not be tabulated as cash inflows until restrictions are satisfied (that is, released
from restrictions).4

Table 21.1 shows a negative net cash flow in the first three quarters but a
positive net cash flow in the last quarter and for the fiscal year. The hypothetical
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TABLE 21.2. Hypothetical Cash Flow Projections
in dollars, for FY 20XX as of (insert preparation date here)

Available Income Budget Actual YTDa Q3 Q4 Sumb

Gifts & Grants 300,000 128,000 62,700 102,600 293,300
Fees & Charges 165,000 85,000 45,000 40,000 170,000
Released 20,000 0 0 20,000 20,000
Cash In 485,000 213,000 107,700 162,600 483,300

Spending Budget Actual YTDa Q3 Q4 Sumb

Personnel 320,000 150,000 75,000 95,000 320,000
Occupancy 63,000 31,000 16,000 16,000 63,000
Other 100,000 45,000 25,000 25,000 95,000
Cash Out 483,000 226,000 116,000 136,000 478,000

Net Cash Flow 2,000 (13,000) (8,300) 26,600 5,300

Notes: aActual YTD is Actual Year-to-Date data.
bSum = Actual YTD + Q3 + Q4.

organization must begin the year with at least $24,600 cash ($15,000 + $1,300 +
$8,300) to avoid a cash shortage before the fourth quarter. Cash could be with-
drawn from the special account early tominimize the expected cash flow shortfall
but only if the restrictions attached to a $20,000 grant are certain to be satisfied
by the fourth quarter of the current year.

Table 21.2 illustrates a revision of Table 21.1 that assumes that two quarters
have elapsed since Table 21.1 was created. It replaces estimated numbers for the
first and second quarters with a single column of actual data year-to-date (YTD).

• Gifts and grants YTD were $128,000, $6,700 less than anticipated. Fees and
charges YTD were $85,000, $5,000 more than anticipated. Total cash inflows
were $1,700 less than anticipated.

• Personnel and occupancy costs are unchanged from their initial estimates but
“other” costs were $5,000 less. So total cash outflow was $5,000 less than antic-
ipated.

• Actual net cash flow is negative $13,000 instead of negative $16,300 that had
been anticipated, representing an improvement of $3,300.

Borrowing would appear as a cash inflow on Tables 21.1 and 21.2.
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Optimizing Liquidity

The solution to a cash shortage is to establish a fund consisting of unrestricted
cash and cash equivalents that enables an organization to avoid borrowing
from banks or other external lenders, that is, a working cash fund.5 A popular
rule of thumb is that working cash should not be less than an average month’s
cash outflow. However, a one-size-fits-all rule is unlikely to be optimal for all
organizations.

While it is important to have adequate liquidity, too much is wasteful.
Managing liquidity is like managing time: it is important to be punctual for every
appointment, but being very early wastes time. An organization should find
the minimum level of working cash it needs from its own experience. In other
words, it should optimize its working cash. The optimal size for this hypothetical
organization’s working cash fund would be $25,000 (rounded).

In preparation to optimize, an organization should complete the following
three-point checklist in Figure 21.1.

A line of credit (LOC) with a commercial bank guarantees ready access to
enough cash to deal with a temporary cash shortage. A LOC that is never used
is indicative of too much working cash. However, withdrawing from a LOC more
than once or twice a year indicates insufficient working cash.

What to Do with Liquid Assets

Restricted gifts and grants and working cash should only be invested short
term. The simplest and safest investment opportunity is an interest-bearing
checking account at a federally insured commercial bank. The Federal Deposit
Insurance Corporation (FDIC) insures accounts up to “$250,000 per depositor,
per insured bank, for each account ownership category, including checking

FIGURE 21.1. Three-Point Checklist

Restricted gifts and grants:
Should not be comingled with unrestricted cash;
preferable deposited in a segregated account.

The operating budget must be balanced. Budgeting
is covered the next section of this chapter.

Bills should be paid on time but not too early;
debtors should be encouraged to pay on time.

Operating budget:

Payables/receivables:
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accounts, savings accounts, money market deposit accounts, and certificates of
deposit [CDs]” (FDIC, 2014). It does not insure other financial products and
services that commercial banks may offer. Nor does it insure money market
funds at non-bank institutions.

Diagnostic Tests for Liquidity

An organization’s liquidity is the total of all of its liquid assets minus donor-
restricted funds. Organizations should keep a continuous record of all bills to be
paid (that is, accounts payable) and all of its own billings (that is, accounts receivable).
On the same date of every month a financial manager should prepare reports of
receivables and payables that tally open accounts, indicating the average length
of time elapsed since the invoice dates. These reports are called aging reports. Two
key rules of thumb for receivables and payables are

• Receivables should not exceed sixty days. Extra effort should be made to
collect past due receivables. An increase in receivables indicates worsening
liquidity; a decrease indicates improving liquidity.

• Payables should not exceed sixty days. Payables should not be allowed to
become past due because they accrue late fees and interest. It would be
cheaper to borrow the necessary cash.

How to Prepare a Budget

Budgeting is an essential management tool. It has a rich vocabulary, so this
section begins with a few definitions before outlining general recommendations
and issues that may arise during budget preparation. After defining the basic
terms, I offer eight recommended practices for preparing a budget.

Definitions

A budget is an annual financial plan. There are two categories: operating budgets
and capital budgets. When the word “budget” is used without a modifier it refers
to an operating budget. Budgets are usually organized by line items, which are the
categories of goods and services an organization plans to buy during the year.
Once a board adopts a budget, the spending lines are called appropriations. Debt is
the cumulative result of borrowing; long-term debt consists of loans an organization
must pay off (that is, retire) more than one year hence.
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An organization’s budget is intimately related to its accounting system.
Nonprofits use either of two types of accounting systems: cash-basis accounting
or accrual-basis accounting. Cash-basis accounting enters a transaction into the
record (that is, it recognizes it) only when cash changes hands. Accrual-basis
accounting recognizes a transaction whenever it creates a financial obligation,
regardless of when cash changes hands (which could be years into the future).
Accrual-basis accounting rules in the United States are known as “generally
accepted accounting principles” (GAAP), and they are promulgated by the
Financial Accounting Standards Board. Other countries use a variant of “inter-
national financial reporting standards” (IFRS) promulgated by the International
Accounting Standards Board.

Regardless of the accounting system, bookkeepers identify every financial
transaction with a code number identifying the source of funds and purpose of
spending. The set of such codes constitutes what is called a chart of accounts.

Recommended Budgeting Practices

Boards should adopt a budget policy to provide consistency in budget prepara-
tion from year to year. Supplements A and B of this Handbook’s website provide
a sample budget policy and a sample budget, respectively, reflecting my recom-
mendations for budgeting practices that are applicable to all organizations in all
circumstances.

1. A budget should be adopted before the next fiscal year begins. A budget cannot
effectively control spending when it is adopted after a new fiscal year begins.
Maximum effectiveness requires that the board adopt it in advance. However,
advance preparation requires estimating income and spending for the
current year (see Recommendation 7, as follows).

2. The operating budget should be separate from the capital budget. An operating budget
is a plan for mobilizing resources (income) to spend on services and goods
that have a useful life of one year or less, in other words, “spending on oper-
ations.” In general, the goods and services included in an operating budget
are purchased every year, which are the result of an organization’s ongoing
commitments.

A capital budget is a plan for mobilizing resources (restricted gifts and
grants, loans, allocation of current income from operating accounts) to spend
on capital assets, which are assets having useful lives exceeding one year.6

Capital assets are expensive as compared to most items in an operating
budget, and items in a capital budget are not purchased every year.
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An organization should not merge operating and capital budgets because
year-to-year comparisons of total income and total spending would be mean-
ingless due to fluctuations in capital spending. However, capital assets that
cost less than a minor amount—the capitalization threshold—are included in
an operating budget without ill effect.7 Supplement C on the book’s website
offers a typical organizational policy regarding capital assets.

Ideally, an operating budget should show allocations of current income to
the capital budget based on specific financing needs. Some nonprofit organi-
zations include depreciation in their budget. However, depreciation is a number
that accounts for the fact that capital assets wear out. Depreciation is a cost,
yet it is not paid out to anybody. Practically speaking, including depreciation
in a budget is functionally equivalent to saving, and it allows the organization
to set aside money that will help replace capital goods when they wear out.
However, the amount listed for depreciation is based on original cost. When
capital goods must be replaced, they will be more expensive than their origi-
nal cost. Thus, allocations of current income to the capital budget should be
based on specific financing needs that reflect current prices.

3. An operating budget must be balanced without borrowing, whereas borrowing is an
acceptable method for financing a capital budget. Organizations should balance
their operating budgets. By definition a balanced operating budget may show
a surplus but never should show a deficit. Figure 21.2 presents the operating
budget equation; it displays sources of funds on the left and uses of funds on
the right.

Because operating budgets embody ongoing commitments, deficits (that
is, negative surpluses) are unsustainable. Number 2 on a recently published
list of “10 ways to kill your nonprofit” is “operate in the red” (Hager and
Searing, 2014, p. 67).8 A small surplus in the budget is useful because it pro-
vides a cushion against external shocks and internal stresses.

Borrowing is an acceptable method of financing capital assets, provided:
(1) the repayment period does not exceed the useful life of the items being
financed and (2) there is sufficient cash flow to retire the debt on schedule.
Interest on the debt should be in an operating budget, not in a capital budget.

FIGURE 21.2. Operating Budget Equation

current
income

released
from
restrictions

spending on
operations

debt
service

current income
allocated to
capital budget

surplus (to
board-designated
capital reserve)

+ = + + +
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FIGURE 21.3. Capital Budget Equation

allocation from
operating budget

released from
restrictions

from board-
designated
capital reserve

borrowing =
capital
spending

+ + +

Figure 21.3 presents the capital budget equation. It shows sources of funds on
the left and uses of funds on the right.

4. The line items in an operating budget should correspond to the accounting system’s
chart of accounts. A budget cannot effectively be used to control spending when
it is organized into income and spending categories that are different from
the categories used by the accounting system, namely the chart of accounts.
Also, using accounting software with budgeting functionality is preferable to
preparing a budget on a spreadsheet. When using one system for both, it
ensures that income and spending categories will be the same in both the
accounting reports and the budget document.

5. An operating budget should not include restricted income, unless restrictions are
expected to be satisfied during the fiscal year that the budget is in effect. Organizations
have a moral obligation to honor donors’ restrictions and, in the United
States, they have a legal obligation to do so as well. Therefore, an organization
should not include a restricted gift in a budget unless it will be able to satisfy a
donor’s restrictions in the same year. Conversely, if an organization that
received a restricted gift or grant in a prior year with restrictions it was unable
to satisfy at the time and it now can satisfy them in the new year, this should be
shown in the budget with the statement that it is “released” from restrictions.

6. An operating budget should include no more than a small amount of non-recurring
income. Examples of non-recurring income are bequests and proceeds from
asset sales. Because most line items in an operating budget recur every year,
it is risky to rely on non-recurring income to balance an operating budget.
It is wise for an organization to establish a policy limiting the amount of
non-recurring income that will be included in its annual operating budget.
Whenever a bequest exceeds this amount, the organization should spend it
on capital or other non-recurring needs or designate it for a reserve fund.

7. An operating budget for a new year should be based on the current year’s estimated
income and spending—not the current year’s budget. Some financial managers
take the easy way out and use the current budget as the starting point for
preparing the next year’s budget. This habit is not only lazy, but it is also
inefficient and unwise. The purpose of a budget is to provide just enough
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financial resources—not too much and not too little—to buy needed items.
Assuming that an organization does not allow its employees to spend more
than the appropriated amount for any particular line item (an important
requirement), there may be appropriations (funds) left at year’s end for
many line items. These are lapsed appropriations that may reflect inaccuracies
in that budget. Thus, if a financial manager bases the next year’s budget on
the previous budget instead of on the actual spending for the year, he or she
will be incorporating past errors into the next budget.

8. A narrative is an integral part of a budget. A budget is a plan based on assump-
tions about future events. It is meaningless without an accompanying narrative
that explains key assumptions. During the implementation phase, an organi-
zation will be able to move quickly to respond to assumptions that are no
longer valid even before an operating deficit becomes evident, if they have
been made clear. In addition, a good budget narrative reviews the successes
and failures of the current year and sets quantified goals and objectives for
the upcoming year.

Budgeting Decisions

The preceding discussion features recommended practices that apply to every
organization, large or small, located in this country or that. The following
section highlights matters that are organization-specific and contingent on
circumstances.

1. Cash or Accrual? A budget document should be compatible with the orga-
nization’s accounting system. A critical decision for every organization is which
basis of accounting to adopt. Cash-basis accounting is the same in every coun-
try and used by half of U.S. nonprofit organizations because it is very simple.
It is generally satisfactory for organizations having incomes less than $250,000.
However, accrual-basis accounting provides a more complete representation of an
organization’s financial condition. Use of an accrual accounting system requires a
professionally trained financial manager. It is important to note that government
purchasing regulations typically require vendors to submit audited financial state-
ments based on accrual accounting, regardless of an organization’s size.

2. Structure. A typical budget is organized by line item; a list of all types of
anticipated “available” income from every source (gifts, sales, released from
restrictions, and so forth) and spending authorization for all of the types of goods
and services that will be purchased in the year (for example, personnel, supplies).
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TABLE 21.3. Template for Line Item and Program Budgets Combined

Line Item
Program

A
Program

B
General &
Unassigned Totals

Current
Year’s
Actual

Personnel

Supplies

Total Direct Costsa Total (A) Total (B) Total (G) Total All

Earned Income + Funds
Released from Restrictions

Net Surplus or Deficitb

Notes: aTotal Direct Costs equals the sum of line items (personnel, supplies).
bNet Surplus or Deficit equals Total Direct Costs minus Program Income.

This format facilitates spending control during budget implementation.
However, for organizations that operate more than one program, it is useful to
have a budget structure that also identifies each of the programs of the organi-
zation, how much each program costs, and how much income each generates.9

Budgets can be prepared both ways simultaneously, as Table 21.3 shows.
The shaded area is a conventional line-item budget for the entire organization.
The last column is a benchmark for determining which line items have increased
or decreased. A program budget shows the portion of budgeted spending appli-
cable to each program, together with each program’s earned income and any
restricted gifts and grants intended for it alone. A program budget facilitates
accountability because all the direct costs and earned income of the program are
the undivided responsibility of that program’s manager. Costs that are shared by
more than one program should be divided by usage. Each program’s share then
is shown as another cost that is assigned to the program.

Budgeted spending authority for personnel and other resources that are
not direct costs of any specific program are shown in “General & Unassigned.”
These costs are known by the name of overhead. Costs associated with governance,
finance, and nonspecific public relations generally fall into this category. The
full cost of a program equals the sum of its direct costs and its share of overhead.
Each program’s share of overhead equals its direct cost multiplied by the overhead
rate of the entire organization. The overhead rate is the direct cost of “general
and unassigned” cost divided by the sum of program direct costs. In Table 21.3
the overhead rate equals the Total (G) divided by the sum of Total (A) and
Total (B).
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Fundraising should be shown in a separate column, but it is omitted from
Table 21.3 for purposes of simplicity. Fundraising is, in effect, a program that
serves the organization instead of the public, so accountability demands sepa-
rate treatment. The costs of fundraising are not included in overhead because
fundraising pays for itself.10

Audited financial statements of health and welfare nonprofits in the
United States always include a Statement of Functional Expenses that looks
like Table 21.3. Other organizations may elect to have such a statement
included in their audit, and many do so. Supplement D in this chapter’s section
of the Handbook website shows a sample Statement of Functional Expenses.
With the addition of an income line, it can be used as a template for a
program budget.

3. Special Problems of Budgeting for Fundraising. There are three kinds of
contributed resources: grants, gifts, and noncash (that is, in-kind) contributions.
Budgeting should distinguish between those grants and gifts intended for sup-
porting current spending and others contributed to a capital campaign.

Cash and in-kind contributions are not perfect substitutes, so budgets
should segregate them. Consumption of contributed goods should be shown as
spending. The value of volunteer time may be included in a budget. However,
does not allow it to be included in financial statements, except in certain
specific cases.11

Grants may hurt an organization’s surplus more than they help. They hurt
when they do not pay the full cost of the programs they support (see issue 2
earlier). An organization’s grants should not only cover direct program costs,
but they should cover the program’s portion of overhead costs as well. For a
grant to be helpful, the current year’s portion of the grant minus the direct pro-
gram cost must equal or exceed the grantee’s overhead rate multiplied by direct
program cost.

It is reasonable to pay the costs of soliciting grants and gifts in support of
current spending with funds received in the same fiscal year. Capital campaigns,
however, are episodic andmay incur substantial initial costs before the first dollar
is forthcoming, sometimes even several years in the future. The costs of capital
campaigns should be paid from a special board-designated reserve set aside as
seed money for the campaign. Neither working cash nor the operating reserve
should be used for this purpose.

Development staff and budget staff typically use different metrics to account
for funds raised; development typically includes pledges for funds but financial
management staff typically do not.
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TABLE 21.4. Characteristics of Nonprofit Income Sources

Predictability Autonomy

Investment Income High High
Government Contracts* High Moderate
Earned Income (3rd party payers) High Low
Federated Gifts and Grants High Low
Individual Contributions (small/many) Moderate High
Membership Dues Moderate High
Earned Income (individuals)* Moderate High
Individual Contributions (large/few)* Low Low
Foundation Grants Low Low

Sources: Pratt (2004) and *Froelich (1999) as adapted by author.

4. Special Problems Related to Estimating Income. Some sources of income
are unpredictable and some, frequently, are restricted. Table 21.4 describes pre-
dictability for different types of nonprofit income, and shows the typical degree
of accuracy of predictions and autonomy for each source. Autonomy in this table
refers to the degree of freedom from restrictions that typically will be imposed
by the source of income.

Organizations that anticipate a high proportion of their income will come
from sources that rank low on either of the scales of unpredictability or autonomy
should budget a little extra for surplus to compensate for possible error in their
income estimates. Also, although the amount of income from government con-
tracts is highly predictable, the timing of payments may be erratic. Organizations
doing business with government may experience long delays during economic
recessions. This possibility should be considered when optimizing an operat-
ing reserve and obtaining a line of credit. Additional important information
about the characteristics and implications of government contracts is presented
in Chapter Twenty of this Handbook.

Arithmetically, it is immaterial which part of the budget is prepared first.
However, it is important to recognize that if the process of estimating spending
precedes the process of estimating income, it can be too easy to indulge in wishful
thinking and overestimate future income in order to avoid the painful necessity
of reducing proposed spending. Unrealistically high estimates are worse than
worthless; they are dangerous.

5. Program Deficits and Cross-Subsidy. Many nonprofits operate multiple pro-
grams. If one or more programs chronically spends more than it earns, it must
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find a reliable way to make up the difference. It can (1) use unrestricted gifts and
grants, (2) take the surplus of a different program and use it to pay the bills of
the deficit-plagued program (that is, cross-subsidy), or (3) use investment income.
The first two options are covered here. A later section of this chapter explores
the investment option.

As explained earlier, gifts and grants are not always predictable (issue
4) and some grants may hurt an organization’s surplus more than they help
(issue 3). Cross-subsidy is a risky long-term financing strategy because the
surplus-generating potential of a popular program may become known to other
nonprofit organizations and they will imitate it. In time, the effectiveness of
cross-subsidy may erode because competition squeezes profits.

Furthermore, cross-subsidy creates short-term budget problems. Whenever
it tries to balance its budget with across-the-board budget cuts, the organization
will reduce positive cash flow from profit centers in tandem with reducing neg-
ative cash flow of deficit centers. Budgetary balance may not improve and could
worsen as a result.

How to Use a Budget to Manage

The key financial concept of this section is resilience. Resilient organizations are
able to withstand external shocks and internal stresses. Resilience requires reg-
ular budget surpluses and a “rainy day” fund (that is, an operating reserve). It can
be useful to have other reserve funds, as well, especially reserves that can be used
for capital acquisition or seeding a capital fundraising campaign.

The Goal for Surplus

The label nonprofit does not mean that an organization generates zero profit.
It merely connotes that an organization has a purpose that transcends making a
profit. Nonprofit organizations often eschew the term profit, preferring to talk in
terms of surplus or net income. (The equivalent organizational label, not-for-profit, is
more evocative but not as popular.) Every nonprofit organization must generate
a surplus to keep its capital assets in good condition and to grow.

Financial performance of a nonprofit organization is measured by the excess of
unrestricted income over spending on operations, usually known as an operating
surplus. (A negative surplus is called a deficit.) Calculation of operating surplus
depends on which accounting rules an organization follows—cash or accrual,
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GAAP or IFRS. The following definitions of operating surplus are comparable
measures for nonprofit organizations in the United States:

• The cash-basis operating surplus is the sum of (1) net unrestricted cash inflow,
including cash released from restrictions and (2) spending to acquire capital
assets.

• The accrual-basis operating surplus is change in unrestricted net assets plus
depreciation and minus pledges. The calculation of this differs outside the
United States.12

To avoid compromising its ability to deliver service, a nonprofit organization
must maintain its assets at current market prices (that is, replacement cost),
which naturally increase with inflation. Ideally, a U.S. organization that uses
GAAP should have a minimum annual operating surplus equal to the product of
the value of its assets (excluding land) and the long run rate of inflation of 3.4
percent.13 Thus, an organization having capital assets of greater value than its
spending on operations (for example, a museum) will need to have an operating
surplus that exceeds the long-run rate of inflation (Bowman, 2011). Conversely,
an organization having capital assets with a value that is less than spending
on operations (for example, a legal services clinic) can survive comfortably
with a surplus that is less than the long-run rate of inflation. Organizations with
repeated annual surpluses that are less than the prescribed amount will find
it necessary to conduct periodic capital campaigns to address the conditions
created by deferred maintenance.

Exercising Control

Early every month, an organization’s financial managers should search for areas
of weakness in financial performance by comparing, line by line, actual income
and spending to budgetary expectations. Variances should be calculated. A posi-
tive difference is favorable and a negative difference is unfavorable.

• Income variance = actual income − budgeted income
• Spending variance = budgeted spending − actual spending

Table 21.5 combines information from Tables 21.1 and 21.2 in a variance
analysis to show how each item in the budget performed relative to expectations.
It reports an unfavorable variance in gifts and grants but a favorable variance in
fees, charges, and “other” costs. Gifts, grants, and “other costs” are both lower
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TABLE 21.5. Hypothetical Variance Analysis
in dollars, for FY 20XX as of (insert preparation date here)

Available Income Budget Budget YTD Actual YTD Variancea

Gifts & Grants 300,000 134,700 128,000 (6,700)

Fees & Charges 165,000 80,000 85,000 5,000

Released 20,000 0 0 0

Income 465,000 214,700 213,000 (1,700)

Payments Budget Budget YTD Actual YTD Varianceb

Personnel 300,000 150,000 150,000 0

Occupancy 63,000 31,000 31,000 0

Other 100,000 50,000 45,000 5,000

Spending 463,000 231,000 226,000 5,000

Net 2,000 (16,300) (13,000) 3,300

Notes: aVariance = Actual Income YTD minus Budgeted Income YTD.
bVariance = Budgeted Spending YTD minus Actual Spending YTD.

than budgeted, but one variance is negative whereas the other variance is posi-
tive. The net difference is projected to be $3,300 higher than budgeted, which
is favorable.

Early intervention in response to an incipient operating deficit can avert
catastrophe. To illustrate: an actual operating deficit of 2 percent at the end of
the first quarter may not seem like much, but it is worthy of immediate correc-
tive action. Reducing spending by 2 percent for an entire year requires cutting
quarterly spending by 2.67 percent to obtain the necessary savings over the three
remaining quarters. If a financial manager waits until the last quarter to elimi-
nate a projected 2 percent annual operating deficit, the total cuts will have to
constitute 8 percent of projected spending.14

Reserves

Operating deficits are not sustainable. When confronted with an operating
deficit, an organization can (1) cut expenses, (2) find new sources of income,
or (3) wait until its economic situation improves. Assuming that it does not
want to hurt its clientele by cutting expenses, the organization is left with two
choices, but both tactics take time to implement. To buy the time it needs to
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supplement weak income, an organization must have a pool of unrestricted
assets that can be converted into cash with little or no loss in value and without
significant transaction costs (such as early withdrawal penalties). In other words,
it needs an operating reserve. An operating reserve is similar to a working cash
fund, except that its assets are slightly less liquid. An operating reserve should
never be invested in stocks of individual corporations or in stock mutual funds.

Some executives do not want an operating reserve. Some say, “I can either
serve one hundred more clients or have a reserve” (Sloan, Grizzle, and Kim,
2014), but this is wrong-headed. The purpose of a reserve is to continue service
to current clients when income suddenly and unexpectedly becomes insufficient
for an extended period of time. An operating reserve provides relief until cir-
cumstances improve or until managers find a new source of continuous funding.
Once it is established, maintaining it at a constant level does not deduct from net
income until replenishing it occurs.

Many organizations establish a target level for their operating reserve based
on a rule of thumb, such as a minimum of three months of spending on opera-
tions (Nonprofit Operating Reserve Initiative, 2008). However, a one-size-fits-all
rule is unlikely to be optimal. An organization can determine the minimum nec-
essary reserve (that is, the optimum reserve) by learning from its own experience
(that is, optimizing).

An organization with a history of conservative budgeting will need a smaller
reserve than one with frequent unexpected operating deficits. To calculate
the optimum reserve, subtract spending from unrestricted income in each of the
past five years. Only the negative numbers (deficits) are cause for concern.
After adjusting calculated deficits for inflation, add them. (Supplement E in the
book’s website shows how to adjust historical data for inflation.) Division by last
year’s spending on operations and multiplication by twelve converts this number
to months of spending.

Whenever an organization withdraws funds from its operating reserve to
finance an operating deficit, it should replenish the reserve in the first upcom-
ing budget. If the organization cannot replenish the entire amount in one year,
it should develop a plan to replenish it within a maximum of three years.

Investing Reserve Funds

Bills and notes issued by the U.S. government are an alternative to bank deposits
for all reserve funds.15 Individuals and nonprofit organizations can purchase
these securities electronically at the most recent auction price through Treasury
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TABLE 21.6. Yields on U.S. Securities and APRs on Bank-Issued
CDs by Maturity

(in Percent as of December 23, 2014)

3 mo. 6 mo. 1 yr. 2 yr. 3 yr. 5 yr.

US Bills & Notes 0.03 0.14 0.26 0.73 1.17 1.76
Bank CDs — 0.70 1.10 1.30 1.45 2.25

Note: APR is Annual Percentage Rate.
Source: US Department of the Treasury (2014b). The bank is not identified to avoid the appear-
ance of product endorsement.

Direct (U.S. Department of the Treasury, 2014a, 2014b). Bank-issued certificates
of deposit (CDs) are a higher-earning option. Table 21.6 shows the difference
between market interest rates (“yields”) at various maturities. Maturities should
be staggered (“laddered”) so some bills and notes mature every month. See Sup-
plement F of this book’s resource website for a sample investment policy.

Diagnostic Tests for Resiliency

Nonprofit organizations should consistently have surpluses. The method of
calculating an operating deficit depends on an organization’s basis of account-
ing. Comparable metrics were given in the discussion of financial performance,
discussed earlier in this chapter. For organizations in the United States that use
GAAP, the annual surplus should be no less than 3.4 percent multiplied by total
assets, excluding land.

How to Achieve Long-Run Success

An organization can be liquid and resilient but still fail to thrive. It is the quality
of robustness that enables nonprofit organizations to fulfill their mission to the
maximum possible extent. The first part of this section discusses the theory and
method of designing an income portfolio to achieve robustness. The second part
discusses the two faces of long-term debt: How it can aid growth?, and How it can
be a drag on growth.

The Income Portfolio

Commercial business firms derive nearly all of their income from sales of goods
and services (that is, they have earned income). In addition to earned income,
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nonprofit income may include gifts, grants, and investment income.16 Each type
of income has advantages and disadvantages (Froelich, 1999). Conventional
wisdom urges nonprofit organizations to diversify their income portfolios but
Dennis Young’s Benefits Theory of nonprofit income argues that every orga-
nization faces natural constraints on possibilities for exploiting diversification.
The key to growth is finding the right combination of income sources. In
Chapter Nineteen of this Handbook, Young and Jung-In Soh discuss a wide range
of nonprofit funding sources. Benefits Theory posits “Sources of income should
correspond with the nature of benefits conferred on, or of interest to, the
providers of those resources” (Young, 2007, p. 341).

• Private benefits accrue from individuals who are willing to pay for the goods
and services. Private benefits generate earned income (examples: ticket sales,
tuition). Ideally, the market price of these goods and services covers their cost
of production. If mission dictates that price should be below cost, the produc-
ing organizations must seek cross-subsidy, gifts, or endowment income.

• Group benefits benefit a subgroup of society to which donors belong or benefit
a group that donors care about (examples: art lovers, homeless persons). The
chief source of income to cover the cost of production is gifts.

• Public benefits accruing to a sufficiently large segment of the general public
stimulate political support that can result in government funding (examples:
libraries, privately owned historic sites). There may be overlapping interests
with subgroups, such as assistance for homeless persons.

• Trade benefits are goods and services purchased by institutions or groups
in commercial relationship with the producing nonprofit organization
(examples: ads in trade publications and program booklets). Trade benefits
also generate earned income.

Table 21.7 shows the composition of income portfolios of major nonprofit
subsectors. Nonprofit organizations should diversify their income portfolios to
the extent possible, recognizing that their efforts to develop new income sources
are constrained by whom they benefit and who is interested in seeing that its
beneficiaries are well-served.

Every nonprofit organization should occasionally compare the composition
of its income portfolio to a relevant peer group. According to Benefits The-
ory, their income portfolios should be similar. Marked differences should raise
questions. For example, if an inquiring organization’s peers have income from
government sources but it does not, there may be possibilities for it to obtain
public funding. A peer analysis proceeds in three steps.
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TABLE 21.7. Composition of Income Portfolio of Major Subsectors
in 2010 as a percent of subsector income

Private
Gifts

Earned
Income

Government
Grants

Investment
Income

Arts, culture, humanities 45 35 12 5
Education 17 63 12 6
Environment, animals 49 31 14 3
Health care 4 90 3 2
Human services 20 53 23 2
International 69 9 19 2
Other reporting charities 44 32 16 5

Total 13 74 8 3

Note: Rows may not add to 100 percent due to rounding.
Source: Roeger, Blackwood, and Pettijohn, 2012, Tables 5.19–5.25.

• Identify peers. All U.S. tax-exempt organizations’ Internal Revenue Service
(IRS) Form 990 reports are publicly available on the Internet (GuideStar,
2014). An inquiring organization should look up its own report and find
its National Taxonomy of Exempt Entities (NTEE) code number, then
search for other organizations with the same NTEE code number, in the
same geographic region, in the same size category, using the same basis of
accounting (cash or accrual).

• Calculate the percent of total income (“revenue” on the form) by income category. The
information is found on the IRS 990 form (page 9, part VIII, column A).
Substitute zero for net gain from sales of assets other than inventory (page
9, line 7d) and all negative numbers. Calculate total income reflecting all sub-
stitutions. The sum of calculated percentages must be 100 percent, plus or
minus rounding error.

• Compare percentages in each category with the corresponding percentages of peers. If the
peer organization is able to derive substantiallymore support from a particular
source than has been the case for the inquiring organization, Benefits Theory
predicts that it should be able to improve its support from the same source or
type of source.

Financing Deficit Centers Long Term

It is possible to finance deficit centers with surpluses from high market value pro-
grams (that is, cross-subsidy), but competition is likely to negate this tactic in the
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long run. A more reliable alternative than cross-subsidy for long-term financing
of chronic deficit centers is an endowment which, in this context, means a port-
folio of long-term investments that generate a cash flow of constant purchasing
power in perpetuity.17 A common misperception is that only interest and divi-
dend income may be spent. In fact, the increase in market value also may be
converted into cash for current spending.18

Long-term investments may have attractive returns but they are inherently
riskier than short-term investments used to manage reserves. Return is the sum of
an investment’s interest, dividends, and capital gain. Risk is variability in return.19

Table 21.8 shows three of the many ways to measure it: (1) return in the best year
minus return in the worst year, (2) the worst annual return alone, and (3) the
number of years returns were negative.

The goal of investing is to assemble an efficient portfolio—a collection of invest-
ments that maximizes return at an acceptable risk or, conversely, minimizes risk
for an acceptable return. Efficiency is achieved by diversification, which is a pro-
cess of investing in stocks and bonds with different returns and risks.20

A portfolio of long-term investments should be diversified at two levels:
between asset categories and within asset categories. So in addition to allocating
investments among stocks, bonds, cash equivalents, and possibly other asset
categories, diversify within each asset category (that is, do not place all of your
assets with one single investment). The SEC offers the following warning with
regard to the use of mutual funds as an investment vehicle

Mutual funds make it easy for investors to own a small portion of many invest-
ments. A total stock market index fund, for example, owns stock in thousands of
companies. That’s a lot of diversification for one investment! . . . Be aware, however,

TABLE 21.8. Asset Allocation Models

Allocation

Stocks (%) 0 20 30 40 50 60 70 80 100
Bonds (%) 100 80 70 60 50 40 30 20 0

Performance

Avg. return (%) 5.5 6.7 7.4 7.8 9.3 8.9 9.2 9.6 10.2
Best year (%) 32.6 29.8 28.4 27.9 32.3 36.7 41.1 45.4 54.2

Worst year (%) (8.1) (10.1) (14.2) (18.4) (22.6) (26.6) (30.7) (34.9) (43.1)
Loss years (#) 14 12 14 16 17 21 22 23 25

Source: Vanguard, https://personal.vanguard.com/us/insights/saving-investing/model-portfolio-
allocations (accessed December 2014).

https://personal.vanguard.com/us/insights/saving-investing/model-portfolio-allocations
https://personal.vanguard.com/us/insights/saving-investing/model-portfolioallocations
https://personal.vanguard.com/us/insights/saving-investing/model-portfolio-allocations
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that a mutual fund investment doesn’t necessarily provide instant diversification,
especially if the fund focuses on only one particular industry sector. Investing in
more than one mutual fund may be necessary to get the desired extent of diversifica-
tion. (U.S. Securities and Exchange Commission, 2014, n.p.)

State law governs long-term investing and spending, usually modeled on the
Uniform Prudent Management of Institutional Funds Act (UPMIFA). The 2010
Dodd-Frank Wall Street Reform and Consumer Protection Act requires chari-
ties to register with the U.S. Commodities Futures Trading Commission if they
co-manage funds for private investors.

Most endowed organizations spend a fixed fraction of the average of the
most recent three to five years of the market value of their endowment’s portfo-
lio. An alternative method, which sets a cap and a floor on the spending rate, is
growing in popularity because it is less volatile and provides more predictability
to operating budgets (Sedlacek and Jarvis, 2010). For example, Yale University
uses a 6.0 percent cap and a 4.5 percent floor (Yale University, 2010).

An organization should optimize its working cash and operating reserve
before establishing an endowment. Using cash flow from annual operating
surpluses to form the nucleus of an endowment is difficult and/or time-
consuming. The usual method of endowment building involves a combination
of major gifts and a host of smaller ones. Common experience is for 10 percent
of donors to account for 90 percent of gifts. Chapter Eighteen of this book
offers an extensive discussion of the practices associated with fundraising
and philanthropy.

Borrowing and Long-Term Debt

Organizations that do not invest in themselves do not grow. Capital assets
(buildings and equipment) are productive resources. If they are allowed to
deteriorate, the inevitable result will be less output or lower quality services.
Because nearly everything becomes more expensive over time, average annual
spending on capital should be equal to the long-term inflation rate (3.4 percent)
multiplied by the value of existing assets. Growth requires greater spending
on capital.

There are two ways to pay for capital projects—equity and debt. Equity in this
context refers to major gifts and grants. The gift aspect of equity is appealing,
but its downside is the cost of fundraising and the time it takes to accumulate
enough equity to begin a project.21 Debt is appealing because it can be acquired
quickly, but it saddles an organization with ironclad financial obligations for years
into the future.22 At the top of a recently published list of “10 ways to kill your



Trim Size: 7in x 9.25in Renz852965 c21.tex V3 - 07/11/2016 9:47 A.M. Page 586

�

� �

�

586 The Jossey-Bass Handbook of Nonprofit Leadership and Management

nonprofit” is to “overwhelm it with liabilities”—in other words, create a heavy
debt load (Hager and Searing, 2014, p. 67). Capital project financing is a complex
balancing act.

There are many good reasons for owning rather than renting, and they all
are either a cause or an effect of growth:

• When a nonprofit organization needsmore space for specialized activities (for
example, laboratories, theatrical productions, museums), it faces a decision
to spend its resources to improve its landlord’s property or to acquire its own.
Acquisition is preferable, provided it is cost-effective.

• Renters are vulnerable to losing their leases or being forced out when
landlords raise rents to unaffordable levels. If doing business at a particular
location is important, acquisition is preferable to renting, provided it is
cost-effective.

• When the scale of a nonprofit’s operations reaches a certain point it will
be unable to rent sufficient space at a single location. If it is important that
staff or consumers have face-to-face communication with all departments,
then it becomes necessary to create a campus and acquisition is likely to be
cost-effective.

The qualifier in every case is cost-effectiveness. Property acquisition, unlike
renting, involves large initial costs and operating costs that may have been shared
with neighbors in leased space. The economics of every project is different
and each must be evaluated on its own merits.23 There are some certainties,
however: (1) only liquid and resilient organizations should consider borrowing
and (2) estimates of fundraising and borrowing capacities should be realistic.
It should be unnecessary to stress the last point, but the following cautionary
tales suggest otherwise.

• When the Field Museum of Natural History in Chicago raised less money than
the project budget required, it borrowed. The result was a crisis in its operat-
ing budget that forced the museum to cut deeply into its research program
(Gillers and Grotto, 2013).

• The initial plan for creating a new August Wilson Performing Arts Center in
Pittsburgh called for donations of $2 million. Cost overruns were $11 million,
so the board amended the plan to increase the donation requirement. The
original estimate of $2 million was a realistic fundraising goal, but $11 million
was not. It defaulted and its creditors now have possession of the property
(Bloom, 2014).
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During a project’s concept phase (that is, pre-planning), an organization
should assess its capacity to fundraise and to borrow. Financing decisions deter-
mine the scale of a project, which is not easily changed after work commences.
A project’s budget should utilize as much equity as possible to minimize bor-
rowing. As noted earlier, a general rule is that 10 percent of donors contribute
90 percent of the money (counting pledges) to a capital campaign. Before an
organization decides on the scale of a project, it should canvass a large sample of
the most generous 10 percent of likely donors to determine the depth of philan-
thropic support.

As a general rule, current cash flow must be sufficient to retire a long-term
debt because estimates of future income growth for nonprofit organizations are
notoriously unreliable. A commonly used test of ability to retire a debt is the
debt service ratio—the average annual surplus before interest and depreciation
divided by projected annual debt service payments.24 Supplement G in this
book’s resource website offers more detail on this topic.

Diagnostic Tests for Robustness

There is no simple test to assess the robustness of an income portfolio; peer analy-
sis is recommended instead. Average annual spending on capital should be equal
to the long-term inflation rate multiplied by the value of existing assets. Growth
requires greater spending. Total debt should not exceed 50 percent of total assets.

How Boards Should Oversee Finances

Organizations work best when neither staff nor board dominates the other party.
In a word, the board should be independent of the organization’s executive
leadership—neither compliant nor domineering. I encourage a balanced divi-
sion of labor between board and staff, emphasizing the role of a board’s Finance
and Audit Committee. (Some organizations have a separate Audit Committee.)

Chapter Five of this book discusses in broad scope the work of the govern-
ing board; here we address the specific aspects of a governing board’s work with
regard to financial oversight. The board’s role in financial management is to
ask questions, especially when important decisions are imminent. When under-
taking a new project, the board should verify that the staff has considered all
contingencies.

Executive and finance staff have primary responsibility for financial oper-
ations, but a governing board always shares culpability when an organization
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collapses or fails to thrive. All governing boards have a fiduciary duty to the public.
That is, a boardmust act solely in the public’s best interest. Of course, staff should
do likewise, but the board’s fiduciary duty is legally binding (Legal Information
Institute, n.d.). Practically speaking, all organizations with income of $500,000
or more should have an annual financial audit and, in recognition of the board’s
role as a legal fiduciary, auditors should send the final audit and accompanying
documents directly to the board chair to share with the board.

Members of a nonprofit’s governing board, acting in their official capacity,
have three individual duties:

• Duty of Care: Board members must be reasonably familiar with relevant laws
and regulations. (See Supplement H of the website for a summary of U.S.
federal law.) They must be reasonably informed about the organization’s busi-
ness and regularly participate in activities of the board and of the committees
on which they sit. Whenmaking decisions theymust: act in good faith, exercise
prudence, and avoid conflicts of interest. Ignorance of finance is no excuse
for failure to exercise these responsibilities. Board members have an ethical
obligation to learn the rudiments.

• Duty of Loyalty. Board members must place the interests of the organization
above their own and above the interest of other organizations they may also
serve as director. The duty of loyalty precludes conflicts of interest. (Supple-
ment I has a sample conflict of interest policy and a sample annual disclosure
form.)

• Duty of Obedience. Board members must be committed to advancing the orga-
nization’s mission. While the board may amend the mission statement in light
of changing circumstances, it must follow procedures prescribed by the bylaws
and law in order to do so. Losing focus on the mission is inappropriate; allow-
ing “mission drift” is not only inappropriate, it is wasteful.

Boards are ultimately responsible for the control environment and internal
controls. The control environment “includes the integrity, ethical values, and
competence of the entity’s people” (University of Delaware, 2014, n.p.). Internal
controls are methods to ensure “the integrity of financial and accounting
information, meet operational and profitability targets and transmit manage-
ment policies throughout the organization” (Investopedia, 2014, n.p.). Internal
controls vary considerably depending on the complexity of an organization and
should be reviewed and revised as an organization grows.

Boards can forestall problems by adopting formal policies on budgeting, cash
management, investing, and internal controls. Policies are often technical but
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always time-consuming to draft and implement, so every board should have a
finance committee to take ownership of this work. (Supplement J has a sample
Finance and Audit Committee Charter, together with an annual checklist of typ-
ical committee activities.) The annual cycle of committee responsibilities must
include oversight of budgeting and auditing.

Dialogue between the finance committee and the staff during budget
preparation is important and often can expose hazards and contingencies
that staff, working alone, might overlook. Further, the finance committee
should monitor budget implementation throughout the year by regularly
reviewing a variance analysis. Finance committee members also should under-
stand how common financial transactions are executed and by whom on
behalf of the organization. As an organization grows, its finance committee
should review its internal controls to be sure they align with changing needs
and risks.

Finance committees often serve in the dual role of audit committee. The
purpose of an audit is to verify the accuracy of information that an organization’s
financial managers present on its financial statements (subject to GAAS). It
must be understood that auditors do not express an opinion on the financial
health of an organization. They do, however, evaluate the control environment
and the adequacy of internal controls. Undetected or unresolved material
weaknesses are likely to result in one or more misstatements on financial
statements that distort the picture of an organization’s true financial strengths
and weaknesses.

Finance committees should be alert to careless financial practices. For
example, they should (1) never allow one person have sole custody of cash
before it has been counted and recorded, (2) require at least two persons,
working independently, to complete every transaction, and (3) require all
persons who have financial responsibilities to be bonded.25 Supplement K of
the website offers a short list of issues that a policy on internal controls should
address. Theft from nonprofits is not unusual. In the event of theft, boards
should not hesitate to file a criminal complaint. Failure to prosecute sets a bad
precedent and it may jeopardize an insurance claim.

A finance committee should never have responsibility for fundraising.
The knowledge, skills, and abilities needed for each function differ signifi-
cantly, and both areas of responsibility can consume entire meeting agendas.
If finance and fundraising are combined, there is a constant danger that
mundane but important aspects of finance will be neglected in favor of resource
development, or vice versa, depending on the personal interests of committee
members.
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Conclusion

The chapter began with a discussion of short-term tactical issues and progressed
to long-term strategic issues. However, successful executives and financial man-
agers think in the reverse sequence. Their long-term goals form the basis for
short-range plans that guide daily their activity.

The language and methods of financial management intimidate many, yet
anyone can master these tools and techniques. Mastery is only a matter of study
and practice. Successful financial managers may have modest technical skills, yet
they are always disciplined. Only a disciplined individual can implement a painful
solution to a problem. And it must be noted that postponing intervention nar-
rows the range of options for addressing problems, and the last option available
is often the most painful.

Discipline also helps financial managers avoid succumbing to wishful think-
ing, which is the principal cause of borrowing more than an organization can
afford. Nonprofit organizations need dreamers, but they need disciplined dream-
ers most of all.

Reference Resources

An extensive set of financial management resource materials is available at
the Internet resource website that offers supplementary premium content for
this Handbook. This url address for this site is www.wiley.com/go/JBHandbook.
Among the resources provided by the author are a white paper on “Manag-
ing Reserves and Investments” and supplements such as sample policies and
assessment tools.

Notes

1. Cash consists of currency and demand deposits (checking accounts). Cash equiv-
alents include savings accounts, money market funds, and, according to some
authorities, certificates of deposit (CDs). Cash and cash equivalents are known as
liquid assets.

2. A fiscal year is a twelve-month period that reflects the annual rhythm of an organiza-
tion’s financial operations, which may not coincide with the calendar year. Fiscal
years ending June 30 are common because many state governments, which are
important funding sources, have June 30 fiscal years. The U.S. federal fiscal year
ends September 30.

http://www.wiley.com/go/JBHandbook
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3. Gross means that receipts and payments for a fundraising event would be recorded
in the inflow and outflow categories, respectively. The alternative of net recording
is where only the profit or loss of an event would be reported.

4. Performing arts organizations should treat subscription sales as restricted income
and designate a fraction to each production in the series.

5. Working cash should not be confused with working capital, which includes obliga-
tions to pay (payables) and rights to be paid (receivables).

6. Accountants call capital assets “fixed assets” or “property, plant, and equipment.”
The IRS 990 Form refers to them as “land, building, and equipment.”

7. There is no standard capitalization threshold for nonprofit organizations. Based on
rules for businesses and government, it should be in the range of $500 to $5,000,
depending on the size of an organization.

8. Number 1 is “burden it with liabilities [i.e., debt].” See the next section of the
chapter for more.

9. A precondition for a program budget is a chart of accounts that includes programs
in its coding scheme.

10. The overhead ratio is the fraction of total cost attributable to overhead. It is cited in
debates about whether organizations spend enough of their resources on programs.
These debates usually include fundraising costs in overhead.

11. An organization may include the value of a volunteer’s time on its financial state-
ments only if the volunteer performs a specialized skill and the organization would
have purchased the same service in the absence of volunteer assistance.

12. IFRS for Small and Medium Enterprises (SMEs) treats nonprofit organizations the
same as proprietary firms. A nonprofit organizations adhering to these rules should
calculate their surplus as “net profit” (the IFRS term) plus depreciation and minus
change in the balance in the bank account holding restricted gifts and grants pend-
ing satisfaction of restrictions, if withdrawn cash is used as intended.

13. The long-term U.S. inflation rate is from Bowman (2011).
14. Two percent is three-quarters of 2.67 percent and one-quarter of 8 percent.
15. Billsmature in less than one year; notesmature between one and ten years. An invest-

ment’s maturity is the date when the investor, who is also the purchaser, is paid its
face value.

16. Nonprofit organizations also receive in-kind contributions (discussed in the bud-
geting section of this chapter, that is, goods and volunteer time), but these do not
affect cash flow.

17. The literature contains various definitions of endowment. The definition here is
equivalent to the sum of true endowment (permanently restricted net assets) and
quasi-endowment (board-designated unrestricted net assets that function like true
endowment).

18. This assumes a donor does not explicitly restrict the capital gains on his or
her gift.

19. Technically, it is variability relative to a so-called risk-free investment, like U.S.
Treasury bills.

20. For diversification to be effective, risks must be uncorrelated, meaning that the
return on one investment is unaffected by returns on other investments.
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21. Gifts of real estate should be examined for environmental contaminants, which are
very expensive to abate.

22. At the same time, creditors possess a claim on the organization that takes prece-
dence over all other claims. Assets used as collateral become forfeit in case of
default.

23. A common misperception is that nonprofit-owned property is exempt from prop-
erty tax, whereas leased space is taxed. Actually, property tax exemption is a matter
of state law and nonprofit ownership is never sufficient. Some states exempt rented
space, and nonprofit lessees in this select group of states already receive benefits
from exemption.

24. Interest in this context refers to interest paid on debt. “Before interest and depreciation”
means that these costs are to be added to surplus. Explanation: depreciation does
not use cash and the level of operations has no effect on interest payments but both
reduce the size of a surplus. Adding them to surplus gives ametric of the profitability
of operations.

25. A bond in this context is an insurance policy that protects the organization from loss
due to defalcation—more commonly known as theft and fraud.
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CHAPTER TWENTY-FOUR

DESIGNING AND MANAGING
VOLUNTEER PROGRAMS

Jeffrey L. Brudney

One of the most distinctive features of the nonprofit sector is its ability to
harness the productive labor of literally millions of citizens in service

to organizational goals, without benefit of remuneration. Government organi-
zations at the federal, state, and local levels also rely on substantial volunteer
labor to pursue their public purposes. This remarkable achievement does not
just happen spontaneously as a consequence of compelling agency missions,
although, certainly, the desire to help people through donating time to a worth-
while cause is a powerful motivation for most volunteers. The credit belongs,
instead, to the volunteer program, which allows citizens to realize the helping
impulse as well as a variety of other motives through work activities designed by
the organization with the volunteer in mind to meet its needs and objectives.
The volunteer program may be part of an organization that also has paid staff,
or it may consist of a group or organization staffed entirely by volunteers.

An organized volunteer program provides a structure for meeting certain
requisites: volunteers must be recruited; they must be screened and given orien-
tation to the agency; they must be assigned to positions and afforded necessary
training; they must be supervised, motivated, and accorded appropriate recog-
nition; and they should be evaluated to assess the efficacy of their placement for
themselves, as well as for the organization. This inventory focuses too narrowly
on the volunteer, however, and overlooks the groundwork the organization must
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first lay for an effective program. The agency must determine its reasons for
enlisting voluntary assistance and how it plans to involve and integrate citizen
participants. Based on that philosophy, it must develop job descriptions for volun-
teer positions and arrange for orientation and training for employees expected
to work with nonpaid staff. The agency should make clear the importance of
collaborating with volunteers and hold these employees accountable for doing
so. Given the infrastructure that must be created to have an effective volunteer
program, an agency must exhibit or reach a certain state of preparation or
readiness (Brudney, 2012).

The volunteer program is a vehicle for facilitating and coordinating the work
efforts of volunteers and paid staff toward the attainment of organizational goals.
The core program functions that make this achievement possible can be grouped
as follows:

• Establishing the rationale for volunteer involvement
• Involving paid staff in volunteer program design
• Integrating the volunteer program into the organization
• Creating positions of program leadership
• Preparing job descriptions for volunteer positions
• Meeting the needs of volunteers
• Recruiting and retaining volunteers
• Managing volunteers
• Evaluating and recognizing volunteer effort

This chapter elaborates the essential components of the volunteer program
and offers suggestions for increasing their effectiveness. Two caveats with respect
to coverage are in order. First, one might reasonably add risk management for
volunteers and volunteer programs to the listing above, since it has become a
concern to many host organizations (Herman and Jackson, 2001). Resources
on this topic are provided in the Internet resource web site for this Hand-
book and will not be covered here (for a treatment of risk management and
legal holdings in relation to volunteers in the United States, see Groble and
Brudney, 2015).

Second, this chapter concentrates on “service” volunteers, individuals who
donate their time to help other people directly, rather than on “policy” volun-
teers (citizens who assume the equally vital role of sitting on boards of directors
or advisory boards of nonprofit organizations). The aspects of volunteer ser-
vice that are unique to boards are discussed in Chapter Five of this volume.
Although the demands of managing the performance and incorporating the
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benefits into the agency of these two types of volunteer activity are quite distinct,
some overlap does exist. Service volunteers can bring a wealth of practical expe-
rience and knowledge that might prove a great asset to a governing or advisory
board. Similarly, experience in direct service might usefully shape or sharpen
the observations and insights of board members. Yet service volunteers may not
always possess the breadth of perspective and background important to effective
policymaking, or an interest in this pursuit, whereas boardmembers may lack the
immediate skills or motivation to perform well in a service capacity. As a result
of such trade-offs, a great variety of practices governs the relationship between
service and policy volunteering across the nonprofit sector. Some organizations
encourage service volunteers to become boardmembers, others permit the inter-
change, and still others prohibit it. The term “volunteer program” conventionally
refers to the organization and management of service volunteers for best results.
This topic forms the core of this chapter.

Establishing the Rationale for Volunteer Involvement

No matter how overburdened an agency, constrained its human and financial
resources, eager for fresh input and innovation, and enthusiastic about the
potential contribution of citizens, organizational efforts to incorporate volun-
teers should not begin with recruitment. Unfortunately, well-intentioned but
premature calls for (undifferentiated) “help” can breed apprehension among
paid staff and frustration among volunteers, and exacerbate the very problems
volunteerism was intended to solve. Because this scenario would reinforce
negative stereotypes about volunteers and undermine their credibility as a vital
service resource, it must be avoided. In fact, Susan J. Ellis (1994) begins The
Volunteer Recruitment Book with the admonition (and chapter) “Recruitment Is
the Third Step.” The first step, treated in this section, is to determine why the
organization wants volunteers; the second, discussed in a section below, is to
design valuable work assignments for them (Ellis, 1994, pp. 5–6). The agency
must resist the temptation to “call in the volunteers” until the groundwork for
their sustained involvement has been put in place. “Throwing people at a prob-
lem” (rather than money) is no way to solve it. The foundation for an effective
volunteer program rests, instead, on a serious consideration by the agency of
the rationale for citizen involvement and the development of a philosophy or
policy to guide this effort. The initial step in planning the program should
be to determine the purposes for introducing the new participants into the
organization. For what reasons are volunteers sought?
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Especially in times of fiscal exigency, top organizational officials will often
express “cost-savings” as the primary reason for enlisting volunteers. Yet the claim
is misleading (Brudney, 2016). In the first place, although the labor of volun-
teers may be “free” or donated, a volunteer program requires expenditures, for
example, for orientation, training, reimbursement, promotion, materials, and so
forth. In the second, for volunteers to finance cost-savings (rather than extend
agency resources), cutbacks must be exacted somewhere in the agency budget.
If cutbacks are to be visited on paid staff, officials risk the kind of resentments
and antagonisms that have scuttled many a volunteer program.

A more accurate description of the economic benefits that volunteers can
bring to an agency is “cost-effectiveness.” When a volunteer program has been
designed to supplement or complement the work of paid staff with that of citi-
zens, volunteers can help an agency to hold costs down in achieving a given level
of service or to increase services for a fixed level of expenditure (Brudney, 1990,
2016; Karn, 1982–1983, 1983; Moore, 1978). From the perspective of organiza-
tional efficiency, what volunteers offer is the capacity to make more productive
application of existing funds and person-power. With a relatively small invest-
ment of resources, volunteers have the potential to increase the level and quality
of services that an agency can deliver to the public. Although costs are not spared
in this situation, to the degree that volunteers improve the return on expendi-
tures, they extend the resources available to an agency to meet pressing needs
for assistance and services.

Additional or different purposes may drive a volunteer program. The lead-
ership of a nonprofit organization may decide to enlist volunteers to interject
a more vibrant dimension of commitment and caring into its relationships with
clients. Or the goal may be to learn more about the community, nurture closer
ties to citizens, and strengthen public awareness and support. Volunteers may
be needed to reach clients inaccessible through normal organizational chan-
nels, that is, to engage in “outreach” activities (for example, Dorwaldt, Solomon,
and Worden, 1988; May, McLaughlin, and Penner, 1991; Young, Goughler, and
Larson, 1986). They may be called upon to provide professional skills not readily
available to an agency, such as computer programming, legal counsel, or account-
ing expertise. The purpose may be to staff an experimental or pilot program
otherwise doomed to fiscal austerity. Enhancing responsiveness to client groups
or establishing a community perspective internally offer still other rationales for
volunteer involvement.

Volunteers also make excellent fundraisers. Because the public tends to
perceive them as neutral participants who will not directly benefit frommonetary
donations to an agency, organizations very frequently enlist citizens for this task.
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In fact, in a 1989 national survey nearly half (48 percent) of the volunteers
reported assignments in fundraising (Hodgkinson, Weitzman, Toppe, and Noga,
1992, p. 46). More recent survey research on volunteers shows that fundraising
ranked first by frequency of mention as a volunteer assignment in surveys con-
ducted in 1996 and 1994 (tied in 1994 with assisting the elderly, handicapped,
social service recipients, or homeless not as part of an organization or group),
although the percentages are much more modest (7.3 percent and 4.8 percent,
respectively), probably due to differences in question wording (Hodgkinson
and Weitzman, 1996, p. 34).

That the list of possible purposes for establishing a volunteer program
is lengthy attests to the vitality of the approach. Before seeking volunteers,
agency leaders should agree on the results to be achieved for their organization.
An explicit statement of goals advances several important facets of program
design and functioning. First, it begins to define the types of volunteer positions
that will be needed and the number of individuals required to fill these roles.
McCurley (2005) strongly cautions against over-recruitment. Such information
is at the core of eventual recruitment and training of volunteers. Second, it
aids in delineating concrete objectives against which the program might be
evaluated once in operation. Just as in any organized effort, evaluation results
are instrumental to strengthening and improving the program.

Finally, a statement of the philosophy underlying volunteer involvement and
the specific ends sought through this form of participation can help alleviate
possible apprehensions of paid staff that the new participants may intrude on
professional prerogatives or threaten job security. Clarifying the goals for volun-
tary assistance can dampen idle, typically negative speculation and begin to build
a sense of program ownership on the part of employees—especially if they are
included in planning for the volunteer program (see next section).

It should be acknowledged that simply stating the mission or goals for volun-
teer involvement (or for other organizational endeavors) is insufficient. Without
follow-through or commitment, even the most laudable purposes can fall easy
victim to failure and frustration.Worse, rhetorical support (alone) can breed cyn-
icism and lack of trust that can be particularly difficult to overcome. In the wake
of the tragic events of September 11, 2001, for example, President Bush seemed
to have the moment and the oratory to galvanize the citizenry toward greater vol-
unteerism, self-sacrifice, and responsibility for commonpurposes. Approximately
one year later, editorialists began to question whether the social, moral, and polit-
ical capital that grew out of that terrible day had already evaporated. “Mr. Bush
continues to extol the virtues of voluntary service, and this is admirable. But it is
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hardly enough to resist the erosion in the level of public engagement as people
return to everyday routines” (New York Times, 2002).

Involving Paid Staff in Volunteer Program Design

The support of top-level organizational officials is crucial to the establishment
and vitality of a volunteer program (for example, Ellis, 1996; Farr, 1983; Scheier,
1981; Valente, 1985). Yet they are not the only ones who should be involved in
defining the mission, philosophy, and procedures of the program. Paid staff, and
if they are already known to the agency or can be identified, volunteers, should
also be included in relevant meetings and discussions.

A precept in the field of organizational development is to include groups
to be affected by a new policy or program in its design and implementation.
Involvement adds to the knowledge base for crafting policy and inculcates a sense
of ownership and commitment that can prove very beneficial in gaining accep-
tance for innovation. Because the incorporation of volunteers into an agency
can impose dramatic changes in work life, the participation of paid staff is espe-
cially important (Graff, 1984, p. 17). The sharing of needs, perspectives, and
information among agency leadership, employees, and prospective volunteers
that ensues plays a pivotal role in determining how the volunteer programmight
be most effectively designed, organized, and managed to further attainment of
agency goals. At the same time, the process helps to alleviate concerns of paid
staff regarding volunteer involvement and its implications for the workplace.

A primary purpose of the planning meetings and discussions is to develop
policies and procedures governing volunteer involvement endorsed by all parties.
Agency guidelines need not be lengthy, but they should address all major aspects
of volunteer participation (see McCurley and Lynch, 1996, pp. 24, 195–202).
Important aspects include

• Definition of volunteer
• Screening procedures
• Orientation and training
• Probationary period
• Assignment of volunteers
• Performance evaluation
• Benefits of service
• Length or term of service
• Grievance procedures
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• Reimbursement policies
• Use of agency equipment and facilities
• Confidentiality requirements
• Disciplinary procedures
• Record-keeping requirements

In all areas these policies should be as comparable as possible to pertinent
guidelines for paid staff.

Although some may lament the formality of conduct codes for volunteers as
somehow inimical to the spirit of help freely given, this device is associated with
positive results. Explicit policies for volunteers demonstrate that the agency takes
their participation seriously and values their contribution to goal attainment. By
setting standards as high for volunteers as for paid staff, an agency builds trust
and credibility, increased respect and requests for volunteers from employees,
a healthy work environment, and, perhaps most important, high-quality
services (Deitch and Thompson, 1985; Goetter, 1987; McCurley and Lynch,
1989, 1996; Wilson, 1984). A seasoned volunteer administrator advises, “One
should not have different qualifications for staff than one has for volunteers
doing the same work” (Thornburg, 1992, p. 18). These guidelines and expec-
tations greatly facilitate organizing the volunteer program, handling problem
situations, protecting rights, and managing for consistent results.

Some authorities go further to argue that “Non-profits should treat volun-
teers as if they were paid employees” (Stoolmacher, 1991). They contend that
the standard elements of volunteer administration in the United States, which
have counterparts in paid employment—for example, interview, screening,
placement, job description, orientation, supervision, ongoing training, perfor-
mance review, maintenance of records, recognition, and fair and professional
treatment—reduce the possibility for confusion and frustration on the part of
volunteers that can result in an unsuccessful experience for both them and the
organization. The “volunteers as unpaid staff” model is not without detractors
(for example, Ilsley, 1990), and the approach should be amply leavened to
take into account the needs, perspectives, and circumstances of volunteers so
that volunteers are matched to missions and jobs for which they have interest,
ability, skills, and input (Meijs and Brudney, 2007). Other scholars maintain that
this “programme” [program] model of volunteer management may work well
in certain circumstances (for example, in a larger volunteer program or in a
program operated by a government agency or large nonprofit), but not in all,
such as in a membership-based organization or a small cooperative (Meijs and
Hoogstad, 2001).
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Explicit policies for the volunteer program help solidify the “psychological
contract” linking volunteers to the agency and, thus, may reduce withdrawal and
turnover. In one study Jone L. Pearce (1978, pp. 276–277) found that those orga-
nizations most successful in clarifying the volunteer-agency relationship suffered
the lowest rates of turnover. These agencies distributed notebooks with all written
policies, formal job descriptions, and training manuals to citizen participants. By
contrast, the organization with the highest turnover in Pearce’s sample provided
none of this information to volunteers.

In another study Steven M. Farmer and Donald B. Fedor (1999) investigated
the effects of the psychological contract in a survey of 451 executive committee
volunteers working in the chapters of a large, national, nonprofit fundraising
health advocacy organization. Similar to the results of Pearce’s study, Farmer and
Fedor found that fulfillment (or violation) of the psychological contract affected
the level of volunteer participation. Volunteers who reported that the organi-
zation had met their expectations participated more in the organization and
perceived greater levels of organizational support for their involvement. In
turn, perceived organizational support not only increased levels of participation
but also reduced volunteers’ turnover intentions. In another study, Matthew
Liao-Troth (2001) found the attitudes of paid workers and volunteers holding
similar jobs in a single hospital setting to be quite similar, including the psy-
chological contract (with the exception of psychological contracts regarding
benefits). Liao-Troth (2001, p. 437) concludes: “Volunteers may believe that they
have made certain agreements with the organization as to what they will provide
the organization and what the organization will provide them. If a manager is
not aware of her or his volunteers’ psychological contracts, then he or she may
unintentionally violate the volunteers’ psychological contracts, which can have
negative consequences in terms of job performance.”

Although volunteers may not be involved in initial discussions concerning
volunteer program planning and design (at this stage they may not be known
to the agency), once this effort is launched and in operation, they need to have
input into major decisions affecting the program. Just as for paid employees,
citizens are more likely to invest in and commit to organizational policies, and
provide useful information for this purpose, if they enjoy ready access to the
decision-making process. Participation in decision making is a key element
of “empowerment” in volunteer administration, which is thought to result in
increased ownership of the volunteer program by participants and, hence,
greater commitment and effectiveness (for a full discussion, see Naylor, 1985;
Scheier, 1988a, 1988b, 1988–1989). Formerly, this term seemed to center on
citizen volunteers and expressed the idea that they should enjoy greater say in
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these programs, as well as greater recognition for the time, skills, and value
they contributed. More recently, the term seems to have shifted to a focus on
the administrators of these programs and expresses the conviction that they
should have positions (and prerequisites), influence, authority, and status in
host organizations commensurate with performing a very difficult but highly
productive managerial task (Ellis, 1996; McCurley and Ellis, 2003).

Integrating the Volunteer Program into the Organization

As these comments suggest, the volunteer programmust be organized to respond
to the motivations and requirements of volunteers and employees. With respect
to volunteers, the program should have mechanisms for determining the types
of work opportunities sought and meeting those preferences, and for engender-
ing an organizational climate in which volunteers can pursue their goals, with
the acceptance if not always the avid endorsement of paid personnel. From the
perspective of staff, the program must have structures and procedures in place
to assume the task of volunteer administration and to generate a pool of capable
citizens matched to the tasks of participating offices and departments.

To accomplish these goals, the volunteer program must be linked to the
structure of the nonprofit or government host organization. A small nonprofit
may accommodate volunteers with a minimum of structural adaptation, but
larger agencies need to consider alternative structural configurations for
integrating volunteers into their operations (Brudney, 2012; Valente and
Manchester, 1984, pp. 56–57). In order of increasing comprehensiveness,
these arrangements consist of ad-hoc volunteer efforts, volunteer recruitment
by an outside organization with the agency otherwise responsible for man-
agement, decentralization of the program to operating departments, and a
centralized approach. Each option presents a distinctive menu of advantages
and disadvantages.

Volunteer efforts may arise spontaneously in an ad hoc fashion to meet exi-
gencies confronting an organization, especially on a short-term basis. Normally,
citizens motivated to share their background, training, skills, and interests with
organizations that could profit by them are the catalyst. Fiscal stress, leaving an
agency with few options, may quicken the helping impulse. The Service Corps
of Retired Executives (SCORE), an association of primarily retired businessper-
sons who donate their time and skills to assist clients of the U.S. Small Business
Administration, began in this way in the early 1960s; retired business executives
approached the SBA to offer assistance with its huge constituency (Brudney,
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1986, 1990). The responsiveness and alacrity with which an ad hoc effort can be
launched and operating are inspiring.Within sixmonths of its inception, SCORE
supplied two thousand volunteers to the SBA. Crisis and emergency situations
can provoke an even more spectacular response, mobilizing huge numbers of
volunteers in a remarkably short time.

Spontaneous help from citizens can infuse vitality (and labor) into an agency
and alert officials to the possibilities of volunteerism. Offsetting these benefits,
however, is the fact that only selected parts or members of the organization may
be aware of an ad hoc citizen effort and, thus, be able to take advantage of it.
In addition, because energy levels and zeal wane as emergencies are tamed or
fade from the limelight of publicity or attention, the ad hoc model of volunteer
involvement is very vulnerable to the passage of time. A volunteer program
requires not only a different type of ongoing rather than sporadic commitment
from citizens, but also an organizational structure to sustain their contributions
and make them accessible to all employees. Unless the agency takes steps to
institutionalize participation, it risks squandering the long-term benefits of
the approach.

The history of the U.S. Small Business Administration and its volunteer
SCORE program offers an example of an organization-volunteer partnership
that understood and surmounted this hurdle to sustainability. Almost from the
start the SBA and the SCORE volunteers worked to develop an appropriate
structure (Brudney, 1990). In 1989 they celebrated the twenty-fifth anniversary of
a partnership that has brought a continuous stream of volunteers to the agency
(thirteen thousand volunteers in 1989 alone) and assistance to an estimated
2.5 million small businesspersons (National SCORE Office, 1989). In 2014,
through 348 chapters located in urban, suburban, and rural communities,
SCORE (2016) volunteers donated more than 1.2 million hours of their time to
help start 56,079 businesses, create 47,187 jobs, mentor and train 148,800 small
business owners and entrepreneurs, and increase revenue for 107,201 clients.
Working on behalf of the U.S. Small Business Administration (2016), since its
inception in 1964 SCORE volunteers have assisted nearly ten million Americans.

A second option sometimes open to nonprofit agencies is to rely on the
expertise and reputation of an established organization, such as the United Way
and its affiliates, or a volunteer center or clearinghouse, to assist in the recruit-
ment of volunteers, but to retain all other managerial responsibilities internally.
Since recruitment is the most fundamental program function and, arguably, the
most problematic, regular, professional assistance with this task can be highly
beneficial, particularly for an agency just starting a volunteer program. Some
private business firms seeking to develop volunteer programs for their employees



Trim Size: 7in x 9.25in Renz852965 c24.tex V3 - 07/11/2016 9:48 A.M. Page 698

�

� �

�

698 The Jossey-Bass Handbook of Nonprofit Leadership and Management

have extended this model: They find it advantageous to contract with local volun-
teer centers not only for help with recruitment but also other primary program
functions, such as volunteer placement and evaluation (Haran, Kenney, and
Vermilion, 1993). A large national network of volunteer centers and affiliates of
the Points of Light Institute–HandsOnNetwork offers these services to nonprofit
organizations and government agencies (Brudney and Kim, 2003).

When this model is used, quality control presents a necessary caution, just
as it does in the delegation of any organizational function. Recruiters must be
familiar with the needs of the nonprofit agency seeking voluntary assistance, lest
volunteers be referred who do notmeet the desired profile of backgrounds, skills,
and interests. A recruiter may also deal with multiple client organizations so that
the priority attached to the requests of any one of them is unclear. More impor-
tant, trusting recruitment to outsiders is a deterrent to developing the necessary
capacity in-house, which is an essential aspect of a successful volunteer program.
By all means, organizations should nurture positive relationships with agencies in
the community to attract volunteers and for other purposes. But they must avoid
total dependence on external sources and endeavor to implement recruitment
mechanisms of their own.

The volunteer program can also be decentralized in individual departments
within a larger nonprofit organization. The primary advantage offered by this
approach is the flexibility to tailor programs to the needs of specific organiza-
tional units and to introduce volunteers where support for them is greatest. Yet
duplication of effort across several departments, difficulties in locating sufficient
expertise in volunteer management to afford multiple programs, and problems
in coordination—particularly, restrictions on the ability to shift volunteers to
more suitable positions or to offer them opportunities for job enrichment across
the organization—are significant liabilities.

In the public sector the selective approach can unwittingly generate disincen-
tives for managers to introduce volunteers (Brudney, 1989, p. 117). Top agency
officials maymistakenly equate nonpaid work with “unimportant” activities to the
detriment of a department’s (and a manager’s) standing in the organization, or
they may seize upon the willingness to enlist volunteers as an excuse to deny a
unit essential increases in budget and paid personnel. Such misunderstandings
must be ameliorated prior to the introduction of volunteers.

Despite the limitations, the decentralized approach may serve an agency
quite well in starting a pilot or experimental program, the results of which might
guide the organization in moving toward more extensive volunteer involvement.
Alternatively, a lack of tasks appropriate for volunteers in some parts of the
agency or, perhaps, strong opposition from various quarters may confine
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voluntary assistance to selected departments. Among larger organizations that
enlist volunteer assistance, the decentralized approach is likely most common.

The final structural arrangement is a centralized volunteer program serving
the entire agency. With this approach a single office or department is responsi-
ble for management and coordination of the volunteer program. The volunteers
may serve exclusively in this unit, or they may be deployed and supervised in
line departments throughout the organization. The office provides guidelines,
technical assistance, screening, training, and all other administration for volun-
teer activity throughout the agency. The advantages of centralization for averting
duplication of effort, assigning volunteers so as to meet their needs as well as
those of the organization, and producing efficient and effective voluntary ser-
vices are considerable. However, the program demands broad support across
the organization, especially at the top, to overcome issues that may be raised
by departmental staff and any limitation in resources. When such backing is
not forthcoming, the other structural arrangements may serve the nonprofit
agency quite well. Although it may be tempting to conceive of the various struc-
tural arrangements as a progression from less to more “organized” volunteer
involvement, they should instead be seen as corresponding to differences among
agencies in acceptance and uses of volunteers.

Creating Positions of Program Leadership

Regardless of the structural arrangement by which the volunteer program is inte-
grated into agency operations, the program requires a visible, recognized leader.
All program functions, including those discussed earlier (developing a rationale,
involving paid staff in program planning and design, housing the volunteer pro-
gram), benefit from the establishment and staffing of a position bearing overall
responsibility for management and representation of the volunteers. Such posi-
tions go by a variety of names (for example, “volunteer coordinator”); in this
chapter, we label it the “director of volunteer services” (DVS) to signify the impor-
tance of the role.

James C. Fisher and Kathleen M. Cole (1993, pp. 15–18) elaborate two
approaches that organizations typically take in designing the volunteer man-
agement function: personnel management and program management. The
personnel management approach is most common in organizations in which
volunteers are deployed in several or many units or departments and have
numerous responsibilities throughout the organization. In this configuration
the volunteer program manager works with the line departments in all facets
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of volunteer administration and supports the line departments. However, the
principal accountability of the volunteer is to the paid staff (or other) supervisor
in the unit where the volunteer is housed. The volunteer administrator does not
directly supervise the volunteer or provide training or evaluation.

By contrast, in the program management approach the volunteer admin-
istrator normally supervises the volunteers, who are housed in a single unit
under her or his leadership. As Fisher and Cole (1993, p. 18) explain, “In the
program management approach, the volunteer administrator is a program
developer as well as the leader of volunteer efforts integral to the organization’s
program delivery. In the personnel management approach, the volunteer
administrator recruits, selects, and places volunteers and trains paid staff to
work with them. In both approaches, the responsibilities of the volunteer
administrator usually include job design, recruitment, interviewing, orientation,
and recognition.”

Themanner by which the office of the director of volunteer services is staffed
sends a forcefulmessage to employees regarding the significance of the volunteer
program to the agency and its leadership. Organizations have experimented with
an assortment of staffing options for the post, including volunteers, personnel
with existing duties, and employee committees. None somanifestly demonstrates
a sense of organizational commitment and priorities as does a paid DVS position.
Establishing the office as close to the apex of the agency’s formal hierarchy as
feasible conveys a similar message of resolve and purposefulness. Unfortunately,
the evidence suggests that agencies do not always attend to supports for such
positions (for a review, see Brudney, 1992, pp. 272–273).

Based on a nationally representative sample of charities, the Urban Institute
(2004) found that only about three out of five charities (62 percent) report that
they have a paid staff person whose work responsibilities include management
of volunteers. The presence of a paid staff coordinator does not mean that this
official spends much time on volunteer administration, or that she or he has
training in the field. Consistent with other research (Brudney, 1990, 2016), the
paid staff coordinators of volunteers in the Urban Institute study devote about
one-third of their time on the job to the volunteer function; the median paid
staff volunteer coordinator in charities spends 30 percent of her or his time on
this task. Full-time managers of volunteers are especially rare. In the sample of
1,753 charities, among those charities with a paid staff volunteer coordinator,
only one in eight has a staff member who devotes 100 percent of her or his time to
volunteer management. Across the sample of 541 religious congregations in the
Urban Institute study, only one congregation said that it has a full-time volunteer
coordinator for its social service outreach activities.
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Support for training of administrators of volunteers was somewhat better.
About two-thirds of the paid staff coordinators in the charities (66 percent)
reported receipt of a minimum level of training, defined as any formal training
in volunteer administration such as coursework, workshops, or attendance at
conferences that focus on volunteer management. Support for the volunteer
administrator increased with organizational size or resources. Based on these
findings the Urban Institute (2004, p. 9) reported that the use of staff to manage
volunteers by charities lags behind their parallel need and use of staff for
fundraising, and concluded:

Taken together, the findings regarding paid staff support for management
of volunteers point to low professionalization and capitalization of volun-
teer administration in the United States. The fact that many coordinators
are getting some training suggests that many are interested in learning
about how to manage volunteers. However, the small amount of time
spent on volunteer administration suggests that charities and congrega-
tions do not have the resources to allocate to volunteer management or
that they devote their organizational resources primarily to other efforts.

These findings point to the ongoing need to press for greater organizational
support for the director of volunteer services (DVS) positions. For example, the
DVS should enjoy prerogatives and responsibilities commensurate with positions
at the same level in the agency hierarchy, including participation in relevant
decision making and policymaking and access to superiors. In this manner the
incumbent can represent the volunteers before the relevant department(s) or
the organization as a whole, promote their interests, and help prevent officials
from taking their contributions for granted. A part-time or full-time (as nec-
essary) paid position lodges accountability for the program squarely with the
DVS, presents a focal point for contact with the volunteer operation for those
inside as well as outside the organization, implements a core structure for pro-
gram administration, and rewards the office-holder in relation to the success
of the volunteers.

In addition to these roles, the DVS has important duties that further sub-
stantiate the need for a dedicated position (Ellis, 1996, pp. 45–49). The DVS is
responsible for volunteer recruitment and publicity, a critical function requir-
ing active outreach in the community and highly flexible working hours. The
incumbent must communicate with department and organizational officials to
ascertain workloads and requirements for voluntary assistance. Assessing agency
needs for volunteers, enlarging areas for their involvement, and educating staff
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to the approach (see earlier) should be seen not as a one-time exercise but as an
ongoing responsibility of the DVS. The DVS interviews and screens all applicants
for volunteer positions, maintains appropriate records, places volunteers in job
assignments, provides liaison supervision, andmonitors performance. The office
must coordinate the bewildering variety of schedules and backgrounds brought
by volunteers to the agency. The DVS also bears overall responsibility for ori-
entation and training, as well as evaluation and recognition, of volunteers. Since
employees may be unfamiliar with the approach, training may be appropriate for
them as well; the DVS is the in-house source of expertise on all facets of volun-
teer involvement andmanagement. Finally, as the chief advocate of the program,
the DVS endeavors not only to express the volunteer perspective but to allay the
apprehensions of paid staff and facilitate collaboration.

Positions of leadership for the volunteer program require extensive interac-
tion with new and continuing volunteers. Thus, as volunteer programs increase
in size, the DVS will likely need to share leadership duties with designated vol-
unteers and/or paid staff. Given the scope of the job tasks, clerical and other
support for the leadership positions is highly advisable.

Preparing Job Descriptions for Volunteer Positions

The essential building block of a successful volunteer program is the job descrip-
tion. Paradoxically, no intrinsic basis exists to create (or classify) a position as
“paid” or “volunteer.” Even among agencies that have the same purpose or mis-
sion, or that work in the same substantive or policy domain, a given position can
be classified differently (for example, business counselor, computer programmer,
day-care provider, receptionist, ombudsperson). Within an agency, moreover, job
definitions are dynamic so that volunteers can give way to paid service profession-
als in some areas (Becker, 1964; Ellis and Campbell, 2005; Park, 1983; Schwartz,
1977) and gain responsibility from them in others (Brudney, 1986).

Handy, Mook, and Quarter (2008) present an analysis documenting the
interchangeability of some jobs performed by paid staff and volunteers in non-
profit organizations. Based on two national surveys of nonprofit organizations
and case studies of two hospitals in Canada, they find evidence that volun-
teers were replacing paid staff, and that paid staff were replacing volunteers,
sometimes in the same organization. About two-thirds of the organizations
in their study agreed that interchangeability of tasks between paid staff and
volunteers occurred, although their data indicate that it was limited to about
12 percent of tasks.
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Without an intrinsic basis to designate a task or position as “volunteer” or
“paid,” the process by which work responsibilities are allocated assumes paramount
importance. As explained above, the most enduring basis for an effective
volunteer program is for top agency officials and employees (and if possi-
ble, volunteers) to work out in advance of program implementation explicit
understandings regarding the rationale for the involvement of volunteers, the
nature of the jobs they are to perform, and the boundaries of their work (Brown,
1981; Ellis, 1996; Graff, 1984; Wilson, 1976). This agreement should designate
(or provide the foundation for distinguishing) the jobs assigned to volunteers
and those held by paid staff.

The second critical step in the job design process consists of a survey of
employees, or perhaps personal interviews with them, to ascertain key factors
about their jobs, and to make them aware of the potential contributions of volun-
teers. At a minimum, a survey should seek to identify those aspects of the job that
employees most enjoy performing, those that they dislike, and those for which
they lack sufficient time or expertise. The survey should also ascertain any activi-
ties or projects that employees would like to do but cannot find time to perform.
Since employees may lack information regarding the assistance that volunteers
might lend to them and to the agency, the survey or interview (or alternatively,
in-service training) should provide resourcematerials regarding volunteers, such
as a listing of the jobs or functions that unpaid staff are already performing in
their agency or in similar organizations, new initiatives undertaken by volunteers
beyond the time or expertise of paid staff, and skills and descriptions of avail-
able volunteers (compare McCurley and Lynch, 1996, pp. 25–26; McCurley and
Lynch, 1989, pp. 27–28).

Popular stereotypes to the contrary, not all volunteer positions need be in
supportive roles to employee endeavors. In someMaryland counties, for instance,
paid staff have facilitated and supported the activities of volunteers in delivering
recreation services, rather than the reverse (Marando, 1986). In certain Court
Appointed Special Advocates (CASA) and Big Brothers and Big Sisters programs,
paid staff also facilitate and support the core work performed by volunteers.Many
organizations rely on donated labor for highly technical, professional tasks, such
as accounting, economic development, and computer applications, not provided
by employees and which they otherwise could not afford or obtain. For example,
organized into 364 chapters across the United States, the 12,400 volunteers of
SCORE (2016) provide business advice and counseling to the clients of the Small
Business Administration well beyond the means and paid personnel of the SBA.
Most important is that the delegation of tasks takes into account the unique
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capabilities that paid staff and volunteers might bring toward meeting organi-
zation needs.

To allocate work responsibilities among employees and volunteers, Ellis
(1996) suggests that an agency reassess the job descriptions of the entire staff,
paid and unpaid. Prime candidates for delegation to volunteers are tasks with
the following characteristics:

• Those that might be performed periodically, such as once a week, rather than
on a daily or inflexible basis

• Those that do not require the specialized training or expertise of paid
personnel

• Those that might be done more effectively by someone with specialized train-
ing in that skill

• Those for which the position occupant feels uncomfortable or unprepared
• Those for which the agency possesses no in-house expertise
• Those whichmight be performed “episodically,” that is, on an occasional basis

using very short time intervals
• Those whichmight be performed “virtually” or through computer technology

such as the Internet, e-mail, or online applications

The culmination of the task analysis should be a new set of job descriptions
for employees and a second set for volunteers who are sensitive to prevailing
organization conditions. Paid staff are primarily assigned to the most important
daily functions, whereas volunteers handle work that can be done on a periodic
basis or that makes use of the special talents for which the volunteers have been
recruited (Ellis, 1996). The intent is to achieve the most effective deployment
of both paid and nonpaid personnel. The respective tasks should be codified
in formal job descriptions not only for paid but also nonpaid workers, with the
stipulation that neither group will occupy the positions reserved for the other.

A pioneer in the field, Harriet H. Naylor insisted, “Most of the universally
recognized principles of administration for employed personnel are even more
valid for volunteer workers, who give their talents and time” (1973, p. 173,
emphasis in original). Her insight into the parallels between the administration
of paid staff and volunteers is especially pertinent with respect to job specifi-
cations, placement, and orientation. Studies undertaken by the International
City/County Management Association on volunteer programs in local govern-
ments indicate that “Volunteer job descriptions are really no different than job
descriptions for paid personnel. A volunteer will need the same information
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a paid employee would need to determine whether the position is of interest”
(Manchester and Bogart, 1988, p. 59). Specifications for volunteer positions
should include (McCurley and Lynch, 1996, p. 30)

• Job title and purpose
• Benefits to the occupant
• Qualifications for the position
• Time requirement (for example, hours per week)
• Proposed starting date (and ending date, if applicable)
• Job responsibilities and activities
• Authority invested in the position
• Reporting relationships and supervision
• Evaluation
• Probationary period (if necessary)

The parallels to paid administration noted by Naylor (1973) and others con-
tinue beyond the job description to other key functions of the volunteer program.
Applicants for volunteer positions should be screened for relevant competencies
and interests, as well as pertinent background and qualifications. Especially for
positions that call for contact with vulnerable populations such as youth and
the infirm, reference or background checks should be conducted for volunteers
(in many states, such checks are required by law and agencies are responsible
for compliance). Volunteers should be interviewed by officials from the volunteer
program, the agency, or both to ensure a suitable fit of citizen and organizational
needs. These new members will require an orientation to the agency and its volun-
teer component. Among the topics that orientation activities should address are
the overall mission and specific objectives of the organization, its traditions and
philosophy, its operating rules and procedures, the rationale and policies of the
volunteer program, and the roles and interface of paid and nonpaid staff mem-
bers. Finally, as needed, training should be provided to volunteers to assume the
organizational tasks assigned to them.

New Forms of Volunteer Involvement: Virtual Volunteering
and Episodic Volunteering

As mentioned briefly earlier in the listing of organizational tasks that might be
accomplished through the participation of volunteers, involving volunteers virtu-
ally or online through electronic means, and episodically in short-term or nonre-
curring arrangements, are new forms. Virtual volunteering refers to volunteering
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“at a distance” (Murray and Harrison, 2002a, 2002b, 2005) through advanced
information technology such as the Internet, e-mail, or online applications. In
the 1999 edition of the Independent Sector survey of Giving and Volunteering in
the United States, just 1 percent of respondents had learned about volunteering via
the Internet, a finding that prompted the authors to conclude, “Few charities are
maximizing the possibilities of the Internet to stimulate giving and volunteering”
(Kirsch, Hume, and Jalandoni, 2000, p. 16). By the time of the 2001 Giving and
Volunteering survey, however, 3.3 percent of a national sample of U.S. volunteers
reported that they had learned about a volunteering opportunity via an Inter-
net posting or responded to a solicitation over the Internet (Toppe, Kirsch, and
Michel, 2002, p. 41). Also in the 2001 survey, among volunteers with Internet
access, about 13 percent reported that they had used the Internet to search for
or learn about volunteer opportunities. About 4 percent of volunteers with Inter-
net access reported that they had volunteered over the Internet over the past
year, performing such activities as mentoring, tutoring, or website development
(Toppe, Kirsch, and Michel, 2002, p. 41).

A study of virtual volunteering in Canada conducted by Vic Murray and
Yvonne Harrison (2002a, 2002b) in 2001–2002 yields similar findings. Murray
and Harrison found that only about 4 percent of a sample of 1,747 potential vol-
unteers who had used the online “Volunteer Opportunities Exchange” said that
they had done any virtual volunteering in the past year. Of the 494 managers of
volunteer resources surveyed across Canada as part of the study, only one-third
reported having any openings for virtual volunteering, and over 70 percent of
them reported making fewer than five such placements in the previous year. The
study showed that the top three types of virtual volunteer assignments reported by
mangers of volunteer resources were desktop publishing, website development
and maintenance, and research. Despite the limited use of virtual volunteering
found in their study,Murray andHarrison (2002a, p. 9) concluded, “Even though
the demand for virtual volunteers may not be large at present, it is likely to grow
in the future.”

Murray and Harrison (2002a, 2005) attribute the relatively low incidence of
virtual volunteering in Canada in 2001–2002 not to a lack of potential volunteers
or “supply” but to a lack of organizational readiness or “demand.” They spec-
ulated that the lack of demand could emanate from several sources, including
a lack of organizational capacity (funds, skills) for developing virtual volunteer-
ing positions and recruitment andmanagement systems, negative or uninformed
attitudes toward electronic technology, a genuine shortage of volunteer work
that lends itself to virtual volunteering, and even fear that the electronic tech-
nology may put charitable and nonprofit organizations at risk as consequence
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of anti-terrorism legislation (Murray and Harrison, 2005, p. 45). They observe
that this form of volunteering may require a review of all current volunteer (and
possibly paid staff) positions to determine whether organizational work could be
reengineered to become virtual rather than on-site (advice parallel to the dis-
cussion above regarding the possible reallocation of job tasks among paid staff
and volunteers to achieve an efficient result). In addition, other major organi-
zational changes that are likely to prove necessary could occasion reluctance, if
not outright resistance, to the accommodation of virtual volunteers. Once virtual
volunteer jobs have been identified, defined, and posted, for example, training,
supervision, recognition, and communication systems will probably need to be
redesigned to support this new type of volunteer involvement.

More contemporary data and commentary suggest that the forecasts made
in the early 2000s have materialized in tremendous growth in virtual volunteer-
ing. The largest and best-known source of volunteer opportunities and place-
ments online (the number 1 result for “volunteer” on Google and Yahoo!) is
the nonprofit, virtual volunteer service VolunteerMatch (2016). VolunteerMatch
claims to have 850,000 visitors monthly, and to have assisted more than 73,500
participating nonprofit organizations (and 112 corporate clients) and to have
made 4.5 million volunteer referrals since 1998 (www.volunteermatch.org). Its
national partnerships include such well-known nonprofits as the American Red
Cross, National Multiple Sclerosis (MS) Society, National Court Appointed Spe-
cial Advocates (CASA), Easter Seals, Girl Scouts USA, American Cancer Society,
and Ronald McDonald House Charities. VolunteerMatch also partners with gov-
ernment agencies, such as the Corporation for National and Community Service
program Senior Corps (2016), which linksmore than 270,000 Americans fifty-five
years and older to service opportunities.

Jayne Cravens and Susan J. Ellis (2014) are emphatic in summarizing this
trend and its implications in the provocative title of their book, The Last Virtual
Volunteering Guidebook (emphasis in the title). They write, “The title we eventually
chose . . . highlights the biggest and best change in the last decade: the notion
of volunteering online is no longer new and has, in fact, been adopted in one
way or another by a majority of organizations” (p. xiii). Although Cravens and
Ellis (2014) do not substantiate their conclusion with specific statistics or stud-
ies, they propose that virtual volunteering has become so common that the need
or rationale no longer exists for separate treatment of this subject, and that it
should be integrated into volunteer management books and training sessions as
a matter of course. “Virtual volunteering,” they write, “is part of all volunteer-
ing” (p. xvi): “Some people will volunteer solely online; others will incorporate
a virtual component into an online placement, and others may do their service

http://www.volunteermatch.org
http://www.volunteermatch.org
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totally hands-on. But even for this last group, increasingly we can expect some
Internet contact, whether in recruitment, training, recordkeeping, or simply to
communicate information” (p. xvii).

Like virtual volunteering, episodic volunteering has emerged as a central
aspect of many volunteer programs (for an integrated theoretical approach
to episodic volunteering, see Hyde, Dunn, Bax, and Chambers, 2016). Yet,
understanding—and management—of episodic volunteering has been compli-
cated because no universally accepted definition of this type of volunteering
exists. Nancy Macduff (1995) characterizes episodic volunteers as those who
give service that is short in duration (temporary) or at regular intervals for short
periods of time (occasional). “A rule of thumb is that the episodic volunteer
is never around longer than six months” (Macduff, 1995, p. 188). Michele A.
Weber (2002, pp. 1–2) defines episodic volunteers as those who contribute
their time sporadically, only during special times of the year, or consider it a
one-time event. These volunteers give time without an ongoing commitment,
often in the form of self-contained and time-specific projects. Weber (2002,
p. 2) contrasts these volunteers with “periodic” volunteers, who give time at
scheduled, recurring intervals, such as daily, weekly, or monthly. Macduff (1995,
pp. 55–57) relates the growth in episodic engagement to the advent of “reflexive
volunteering,” in which citizens decide for themselves where, when, and how
much to volunteer in creating their own “life biography.” Formerly, “collective”
forms of volunteering dominated, which were mediated much more strongly by
organizational needs, demands, and mores.

The trend data made available by Independent Sector in its biennial
national surveys illustrate the scope of episodic volunteering in the United States
(Kirsch, Hume, and Jalandoni, 2000, p. 21). Over the period 1987 through 1998,
reported rates of volunteering among the American public generally increased,
with some perturbations. Yet the total number of hours contributed annually
remained fairly constant (within the range of 19.5 to 20.5 billion) so that the
average number of hours donated on a weekly basis per volunteer steadily
diminished over the decade. The decline is substantial—a 25 percent decrease
from an average of 4.7 hours contributed per week and 244.4 hours per year
in 1987 to 3.5 hours weekly and 182.0 hours annually in 1998. Points of Light
Institute CEO Michele Nunn (2000, p. 117) speculates, “This could be the result
of broader participation levels of individuals who did not regularly volunteer,”
that is, episodic volunteers.

Given the vagaries of definition, estimates of the extent of episodic vol-
unteering are not precise although, as suggested by the comparative data,
unquestionably substantial. According to the 1999 Independent Sector survey,
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which assessed giving and volunteering behavior for 1998, 39 percent of volun-
teers preferred to volunteer at a regularly scheduled time, weekly, bi-weekly, or
monthly (Kirsch, Hume, and Jalandoni, 2000, p. 5). By contrast, “For 41 percent
of volunteers, serving is a sporadic, one-time activity;” another 9 percent
reported volunteering only at special times of the year such as holidays or festi-
vals. If Weber’s (2002) distinction between periodic and episodic volunteering
is accepted, 69 percent of volunteers could be classified as “periodic” in 2001,
meaning that they volunteered at scheduled times recurring at regular intervals
(for example, daily, weekly, monthly). The other 31 percent were “episodic
volunteers” (Toppe, Kirsch, and Michel, 2002). With regard to the preference
among potential volunteers for shorter-term, episodic engagements, McCurley
and Ellis (2003, p. 1) insist, “You can find similar data in Canada, Australia, the
United Kingdom, and practically every other country that’s done even a casual
survey of volunteer attitudes.”

Host organizations that wish to attract episodic volunteers must overcome
several barriers. These include potentially antagonistic attitudes of long-term
volunteers and paid staff regarding the value of episodic volunteering, agency
preferences for continuous service, general resistance to change, and legal
liabilities (Macduff, 1995, pp. 189–191). To start or accommodate an episodic
volunteer program, volunteer jobs will need to be shorter in duration; have
a clearer, more limited focus; avoid those areas in which legal liability could
be an issue (for example, direct contact with vulnerable populations); and
have less intensive administrative procedures such as the extent of screening,
interviewing, and training required for the job. An organization need not choose
between having an episodic volunteer program and a more traditional one based
on long-term volunteer involvement; the programs can exist side-by-side. In fact,
Macduff (2005, p. 201) believes that “Supervision of short-term volunteers can
be done quite effectively by long-term volunteers,” a factor that could carry
benefits for both parties as well as for the organization as a whole. I discuss
the benefits of having such “career ladders” for volunteers in the section
that follows.

McCurley and Ellis (2003) argue that, given the rising trend in short-term,
episodic volunteering, the field is in danger of “using the wrong model” to
design volunteer jobs, manage and supervise volunteer involvement, and inte-
grate these vital human resources into host organizations. In light of changing
volunteer attitudes, preferences, demographics, and availability, the tradi-
tional “volunteer as unpaid staff” model that conceived volunteers as holding
long-term, continuous jobs albeit for many fewer hours than paid staff may well
be in need of refinement for large numbers of potential volunteers (Brudney and
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Meijs, 2009). Brudney and Meijs (2014) go further: They contrast “universalistic
volunteer management” with “conditional volunteer management” to suggest
that directors of volunteer resources must adapt their management approaches
to the organizational circumstances and contingencies confronting them. As
Sibylle Studer and Georg von Schnurbein (2013) show in their systematic review
of the literature, the contingency factors that may affect volunteer coordi-
nation are numerous and complex (cf. Hager and Brudney, 2015). Brudney
and Meijs (2014, p. 302) elaborate, “Although researchers have focused on a
variety of conditions that may affect volunteer management, the most frequent
contingency factors in the conditional volunteer management literature are
either volunteer-focused or program/organization-focused.” Volunteer char-
acteristics include such factors as the motivations and skills of the volunteers,
and program/organizational factors include the worldview and culture of the
organization toward promoting radical change versus acceptance of the status
quo, and more flexible versus more stable operational arrangements. Brudney
and Sink (in press) present an application of the conditional approach in a
chapter entitled “Volunteer Management: It All Depends.”

Virtual volunteering and episodic volunteering increase the demands on
agencies and their directors of volunteer services to design positions strategically
to integrate new forms of productive labor and to make attendant changes in
the workplace—as well as to overcome the organizational and personal hurdles
and obstacles likely to result. In a volunteer world in which traditional sources of
recruitment are lagging, competition for recruits is keen, new forms of participa-
tion are gaining popularity, and agency workloads are expanding, organizational
investment in these emerging forms of volunteering may well be worth the effort.
In light of such trends, Brudney andMeijs (2009) conceive of volunteer energy as
a natural resource that must be sustained through creative involvement by host
organizations.

Meeting the Needs of Volunteers

To this point, my analysis has focused primarily on the demands of nonprofit
and public organizations for attracting, structuring, and managing volunteer
labor. Agency needs constitute only half of the equation for a successful vol-
unteer program, however. The other half consists of meeting the needs of
volunteers. An effective volunteer program marries organizational demands
for productive labor with the disparate motivations that volunteers bring for
contributing their time.
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The theme of voluntary action gives to the study of nonprofit institu-
tions much of its characteristic identity. Most nonprofit organizations are vitally
dependent on volunteers to carry out missions and reach objectives. Accordingly,
voluminous research has been concerned, directly or indirectly, with the moti-
vations that spur volunteers. A basic conclusion emanating from this research
is that these motivations are complex and multifaceted, and that they may serve
a variety of functions for the individual volunteer, including values, understand-
ing, career, social, esteem, and protective dimensions (Clary, Snyder, and Ridge,
1992; Clary, Snyder, and Stukas, 1996). As Clary and his colleagues point out, an
understanding of volunteer motivations and the functions that they perform for
individuals will assist nonprofit and government organizations in recruiting and
retaining volunteers—as well as lead to more satisfying experiences for these
citizen participants (Clary, Snyder, and Stukas, 1996, pp. 502–503).

Although the reasons for volunteering are rich and diverse, several large,
national surveys extending over more than a quarter of a century reveal a
markedly consistent pattern of professed motivations. Table 24.1 displays the
reasons for involvement in volunteer work as expressed most often by repre-
sentative samples of Americans over time in seven surveys (the earliest taken in
1965 and the latest in 1991). Other, more recent surveys of volunteers’ professed
motivations have been conducted; however, they are based on different items.
The survey results summarized in Table 24.1 offer the most comprehensive and
consistent set of items available regarding volunteer motivation. The length of
the series reinforces the reliability of the responses.

As presented in Table 24.1, the most common stimulus for volunteering is
to “do something useful to help others” (or to “help people”), manifested by
nearly a majority and often substantially more of the respondents in each sur-
vey. In addition, approximately one in four people mention “religious concerns.”
About 10 percent of volunteers, rising to 17 percent in 1991, state as a motiva-
tion that they had previously benefited from the activity; perhaps their volunteer
work is motivated by a desire to “give something back” for the services or atten-
tion they had earlier received. Even allowing for the possibility of some socially
desirable responses, the attention that such altruistic motivations seem to com-
mand is impressive. Although such altruistic motivations appear to drive a great
amount of volunteering, more instrumental motivations are common as well. For
example, in the survey findings summarized in Table 24.1, approximately 30 to
40 percent of the volunteers gave as reasons that they “enjoy doing volunteer
work” or that they “had an interest in the activity or work.” A substantial number
of volunteers (22 to 29 percent) also said that they have a friend or relative either
involved in the activity in which they volunteer or who would benefit from it.
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TABLE 24.1. Motivation for Involvement in Volunteer Work by Year,
1965–1991 (in Percentages)

Motivation 1965a 1974 1981 1985 1987 1989 1991

Help people 38 53 45 52 – – 70
Do something useful – – – – 56 62 61
Enjoy doing volunteer work 31 36 29 32 35 34 39
Interest in activity or work – – 35 36 – – –
Sense of duty 33 32 – – – – –
Religious concerns – – 21 27 22 26 31
Could not refuse request 7 15 – – – – –
Friend or relative received serviceb – 22 23 26 27 29 29
Volunteer received service – – – – 10 9 17
Learning experiencec – 3 11 10 9 8 16
Nothing else to do, free time – 4 6 10 9 10 8
Thought work would keep taxes down – – 5 3 – – –

Note: The percentages do not sum to 100 because respondents were permitted multiple
responses. A dash indicates that this option was not presented to respondents (not that 0.0 per-
cent gave this response). In the 1965 and 1974 surveys, volunteers were asked about the reason
for doing their first “nonreligious” volunteer work. In the 1981, 1985, 1987, 1989, and 1991
surveys, the motivations also pertain to “informal” volunteer work, that is, work that does not
involve a private-sector association or formal organization.
aIn the 1965 survey, the question of motivations for volunteering was presented to respondents
as open-ended. The responses were coded into the categories shown in the table. In the other
surveys, the respondents were presented with a listing of possible motivations for volunteering
and were asked which were motivations for them (see Department of Labor, 1969, p. 9).
bIn 1974, this category referred exclusively to respondents’ children; in 1989, this category stated
that a family member or friend would benefit.
cIn the 1974 survey, this category referred to the idea that volunteer work can lead to a paid job.

Sources: The data are adapted from U.S. Department of Labor (1969); ACTION (1974); Gallup
Organization (1981); and Hodgkinson and Weitzman (1986, 1988, 1990, 1992).

In the surveys conducted in the 1980s, another 8 to 11 percent of respon-
dents identified volunteering as a “learning experience” (16 percent in the 1991
survey). The educational or training benefits afforded by this opportunity are
especially important to individuals who seek entry or reentry into the job market
but lack requisite competencies or experience. According to one volunteer coor-
dinator and consultant, “Any marketable skills can be strengthened and brought
up to date in a well-structured volunteer setting” (O’Donald, 1989, p. 22; empha-
sis in original).

The data in Table 24.1 suggest that many people seem to hold both
other-directed and self-directed motivations for volunteering simultaneously.
In order to capture some of the richness of these motivations, the national
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surveys allowed multiple responses and, indeed, in each survey the cumulative
percentages surpass 100 percent. Volunteering, thus, appears to spring from a
mixture of altruistic and instrumental motivations. Volunteers can—and most
likely do—pursue both types of rewards simultaneously. One can certainly help
others, derive strong interest and satisfaction in the work, learn and grow from
the experience, and enjoy the company of friends and co-workers in the process.
These rewards emanate from the quality and meaning of the volunteer experi-
ence. As Jon Van Til (1988, pp. 1–9) observes, volunteering is helping behavior
deemed beneficial by participants, even though this action “may contribute to
individual goals of career exploration and development, sociability, and other
forms of personal enhancement.” Thus, volunteering is “pro-social” rather than
self-sacrificial—that is, activity intended to benefit others but not restricting
possible benefits to the volunteers as well.

It is also worth noting from Table 24.1 what the volunteering impulse is not:
very few citizens apparently engage in this activity with the motivation to spare
organizational funds or the conviction that their “work would keep taxes down.”
Only 3 to 5 percent of volunteers profess these motivations. Although, organiza-
tional pleas to “savemoney” with volunteersmay be compelling to agency leaders,
they apparently resonate with few volunteers.

How might these motivations evolve as individuals join organizations
and engage in volunteer work? Strong altruistic or service motivations could
reasonably lead individuals to seek productive outlets for donating their time.
As might be expected, however, once they have begun to assist an organization,
the immediate rewards of the work experience—such as the social aspects of
volunteering and the characteristics of the job they are asked to perform—tend
to rise in salience.

For example, based on a study of diverse work settings, Pearce (1983)
discovered that volunteers stated that they joined the organization for predomi-
nantly service reasons, but that friendships and social interaction became more
influential in their decision to remain with it. Although the long-range rewards
of helping others, supporting organizational goals, and making a contribution
decreased in importance to them (albeit the scores remained at high levels),
the rewards of meeting people and enjoying the company of friends and
co-workers increased. Similarly, in a study of volunteers to local government, the
importance attached by participants to doing something useful or benefiting a
family member or friend diminished over time, but interest in or enjoyment of
the work grew as a motivation (Sundeen, 1989).

Pearce concludes (1983, p. 148): “The rewards individuals expected from
volunteering are often not the rewards most salient to them once they have
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become volunteers.” If not anticipated and addressed, this shift in the expected
rewards from the experience can result in rapid and ruinous turnover of volun-
teers. The volunteer program must be designed to counteract this possibility;
fortunately, many options are open.

To reinforce volunteers’ initial emphasis on service motivations, they might
be placed in positions in which they can contribute directly to organizational
goals, for example, through contact with clients or participation in policy
activities. Additionally, agencies should offer entry-level advisement and careful
placement to assist volunteers in reaching their personal goals and attempt
to foster a work environment conducive to their efforts. Training programs
and orientation sessions should present an accurate picture of the rewards of
volunteering, so that citizens—and the organizations they serve—do not fall
prey to unrealistic expectations of the experience.

Agencies also need to respond to changes in the motivations of volun-
teers over time. While an organization may have a standard set of activities
designed to recruit volunteers, retaining them is a dynamic process of reviewing
performance, growth, and aspirations with the volunteer and modifying work
assignments accordingly (McCurley and Lynch, 2005). In addition to the
methods discussed above, to motivate the continued involvement of volunteers,
organizations may offer a variety of inducements depending on individual
circumstances. These include a series of steps toward greater responsibilities
(volunteer career ladders), participation in problem solving and decision mak-
ing, opportunities for ongoing training, supportive feedback and evaluation, and
letters of recommendation documenting work performed and competencies
gained. I discuss volunteer recruitment and retention in more depth in the
following section.

Recruiting and Retaining Volunteers

McCurley (2005, pp. 595–596) distinguishes three types of volunteer recruit-
ment approaches used by nonprofit and public organizations: concentric circles
recruitment, warm body recruitment, and targeted recruitment. Concentric
circles recruitment is the most subtle and the most endemic, by some estimates
practiced by as many as 94 percent of agencies. It is intended to provide host
organizations with a small but steady flow of volunteers; “turning up the heat”
can yield more.

Underlying concentric circles recruitment is stakeholder interaction with
the organization. An agency maintains daily contact with a variety of constituent
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populations or stakeholders, such as clients and their families, volunteers
and their friends, staff members, people in the surrounding community,
suppliers, vendors, and others. The stakeholders are aware of the existence
of the agency, and many have experience with it either directly or indirectly
(for example, through a relative or co-worker). Their familiarity makes them
more receptive to the agency than those who do not know the organization
and its work, thus facilitating volunteer recruitment. In addition, this form of
recruitment “makes use of the personal appeal factor by having individuals
who already know the potential volunteer convey the recruitment message,
thus piggybacking on their individual credibility” (p. 596). Volunteer recruit-
ment proceeds in concentric circles, with the agency reaching out first to its
stakeholders, who then carry the recruitment message to their networks, and
so forth.

The other forms of volunteer recruitment identified by McCurley (2005)
are more overt. “The warm-body recruitment campaign is used when the agency
needs a relatively large supply of volunteers for tasks that can be easily taught
to most people in a short period of time” (p. 595). Jobs of this nature might
include staffing an event, such as a clean-up campaign, a fundraising gathering,
or an awards luncheon or dinner; various “thons” (bike-a-thons, walk-a-thons,
and so on) also use this technique to recruit volunteers. Although detailed job
descriptions are not generally necessary for warm-body recruitment, screening,
orientation, and training as necessary should be provided.

The final method of attracting volunteers is targeted recruitment, which
“operates in exactly the opposite fashion as the warm-body campaign” (McCurley,
2005, p. 595).Whereas warm-body recruitment seeks large numbers of volunteers
with undifferentiated talents and expertise, targeted recruitment is designed to
attract fewer, select volunteers for jobs that require particular skills or interests or
are appropriate for specific age or cultural groups (p. 596). According to McCur-
ley, three questions guide the targeted recruitment campaign:

1. What skills or aptitudes are needed to perform the job? This aspect considers
the characteristics of the persons sought for the job.

2. Where and how can the organization find people with the requisite skills and
interests? This aspect considers connections to these people, including work
settings, educational attainment, leisure organizations and activities, relevant
publications, and areas of the community.

3. What motivations might appeal to the persons sought? This aspect considers
the psychological and other needs to be met through the job.
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The intent of shaping and limiting the recruitmentmessage and information
dissemination process is to generate a small but sufficient number of suitable
volunteer applicants.

Brudney (2016, pp. 121–122) has elaborated the various strategies orga-
nizations can use to attract volunteers. The first set of strategies pertains
to the motivations of volunteers. Job design strategies concentrate on meeting
the needs and motivations of volunteers for interesting and meaningful work,
including opportunities for advancement. Closely related, human capital
strategies enable participants to raise their market value for paid employment
through acquiring contacts, training, and references in the volunteer environ-
ment. Ceremonial strategies allow volunteers to join groups and organizations
that are important to them, work with like-minded individuals, meet policymak-
ers and other dignitaries, and receive public recognition for service. Similarly,
policy strategies, such as service on boards of directors, organizational commis-
sions, task forces, and panels, afford volunteers the opportunity to participate
actively in organizational governance.

The second set of strategies focuses on making the volunteer job and
setting more attractive to volunteers. Organizational change and development
strategies center on building an agency culture receptive to volunteers. This
relationship begins at the outset of volunteer contact with the agency. Research
suggests that many host organizations do not routinely attend to welcoming or
even informing volunteers very well (Hobson and Malec, 1999). Facilitation
strategies aim to make volunteer opportunities more readily available through
such means as extending hours to volunteer beyond traditional (agency) work
hours, reimbursing volunteers’ out of pocket expenses, and providing child care
as needed. Similarly, flexibility strategies broaden the nature of volunteer work
to make it more convenient, and often enjoyable, to the volunteer. Examples
include jobs that can be performed outside the agency (for example, at home or
in an automobile), or by groups of people the volunteer knows and values (for
example, the family, religious congregation, work unit, or organization), or by
electronic means, such as the Internet. Finally, outreach strategies encompass
publicizing the agency volunteer program both more widely and strategically to
stakeholders (see earlier), to other groups and organizations (workplace, school,
religious institutions, neighborhood groups, civic and other associations), and
to electronic media.

The strategies to attract volunteers are, fortunately, rich and varied. However,
the competition among nonprofit, government, and even for-profit organiza-
tions for them is intense (Brudney, 2016), and the rate of volunteering in the
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United States has not increased. It has remained relatively stable at between 25
and 28 percent since annual surveys of volunteering by the Current Population
Survey of the Bureau of Labor Statistics (2016) began in 2002. Moreover, Eisner,
Grimm, Maynard, andWashburn (2009) report: “Of the 61.2 million people who
volunteered in 2006, 21.7 million—more than one-third—did not donate any
time to a charitable cause the following year. Because these volunteers gave about
1.9 billion hours in 2006, and the value of their donated time was about $20 per
hour—that calculates to about $38 billion in lost volunteer time in one year.”

Hager and Brudney (2013) understand these statistics a bit differently.
Because the percentage of volunteers in the United States remained nearly
constant between 2006 (26.7 percent) and 2007 (26.2 percent), the trend
suggests replacement of volunteers rather than absolute loss. Since historically
the annual rate of volunteering has been steady, organizations seem to be
replenishing the stock of volunteers who leave over time. Hager and Brudney
(2013, p. 264) observe, “Some change and churn is natural and to be expected,”
and nonprofit organizations in the aggregate seem to have adjusted to these
societal forces by bringing in new volunteers. Thus, evidence suggests that
organizations are succeeding in the volunteer “recruitment wars.”

Retaining volunteers, though, is another matter. Confronted with the
attrition in volunteering reported in the U.S. study, former Corporation for
National and Community Service Chief Executive Officer David Eisner warned:
“This report is a wakeup call for any group that uses volunteers. If you want
to keep them, you need to give them serious and meaningful work that affects
change in your community, and you have to remember to train, manage, and
thank them the way you would any valued colleague” (Corporation for National
and Community Service, 2007, p. 1). Far less is known—and published—about
retaining volunteers than recruiting them (Brudney and Meijs, 2009).

Based on a nationally representative sample of charities, Hager and Brudney
(2008) found that retaining volunteers is positively associated with organizations
adopting recommended practices for managing volunteers, especially offering
recognition activities and training and professional development opportunities
for them, and using effective screening procedures to identify suitable volun-
teers and to match them with appropriate jobs or tasks in the agency. “These
volunteermanagement practices all center onmaking the experience worthwhile
for the volunteer” (Hager and Brudney, 2008, p. 20). Adoption of the volunteer
management practices was not widespread among the charities, however: fewer
than half of them reported that they had eight of nine recommended volunteer
management practices in place “to a large degree” (cf. Urban Institute, 2004).
Hager and Brudney (2008) report other steps that charities can take to increase
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volunteer retention and their “volunteer management capacity,” including cre-
ating a culture that is welcoming to volunteers, allocating sufficient resources
to support them, providing a worthwhile and productive volunteer experience
that citizens will want to repeat and share, and enlisting volunteers in recruiting
other volunteers.

In Keeping Volunteers, Steve McCurley and Rick Lynch (2005) corroborate
these findings. They also provide many more guidelines for retaining vol-
unteers. They recommend, for example, seeing to the motivational needs of
volunteers (see earlier), letting volunteers do the work they want to do consistent
with organizational needs, thanking volunteers, making sure that volunteers
feel connected to the organization and are invested in its mission, setting high
standards for volunteers, listening carefully to volunteers and providing feed-
back especially concerning accomplishments and goal achievement, instilling
organizational values, detecting and ameliorating volunteer burnout, encourag-
ing incremental commitment for short-term volunteers, and developing career
ladders for volunteers to offer them new and expanded opportunities.

Given the mismatch between the recruitment strategies most commonly
employed by host organizations and what volunteers want and need once they
join an organization, it is little wonder then that host organizations encounter
difficulties in retaining volunteers.

Managing Volunteers

Managing volunteers is different from managing employees. Volunteers are
much less dependent on the organization to which they donate their time than
are paid staff members, who must earn their livelihood from it. Volunteers can
usually leave the organization and find comparable opportunities for their labor
with far less effort and inconvenience than can employees. As a result, nonprofit
managers and supervisors do not have as much control over volunteer workers.

These differences in control help explain some oft-noted characteristics of
volunteers in the workplace. Volunteers can afford to bemore selective in accept-
ing assignments. They may insist on substantial flexibility in work hours. They
may not be as faithful in observance of agency rules and regulations, particu-
larly those they regard as burdensome or “red tape.” Part of the reason may stem
from the fact that nearly all who volunteer do so on a part-time basis and, thus,
may have less information about organizational policies and procedures. Further,
many consider these aspects of the job and agency as inimical to the spirit and
practice of help freely given, and choose to evade or even ignore them. Social
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interaction is part of the fun and spark of volunteering, and participants may
place high value on this feature of the experience (as noted earlier).

Given the relative autonomy of volunteers, a heavy-handed approach to
supervision can be expected to elicit antagonism and turnover rather than
productivity and compliance. Standard organizational inducements for paid
employees, such as pay, promotion, and perquisites, are not operative for
volunteers. Conventional organizational sanctions are likely to prove unsuccess-
ful. For example, referring a problem to hierarchical superiors for resolution
or disciplinary action (or threatening to do so) is far less apt to sway volunteers
than employees.

These considerations may leave the impression that volunteers cannot be
“managed,” but that conclusion is unfounded. In reviewing certain “myths” (as
he calls them) that people sometimes have about volunteers, Brudney (2016,
pp. 122–123) debunks this notion, as well as the equally popular view that
volunteers cannot be terminated or “fired.” There is a reasonable course for the
manager to take should a serious problem arise and persist with a volunteer:
ascertain the facts of the situation, be firm in explaining both the problem
and the consequences of further violation, and follow through according to
agency policy if the problem continues. Eminent management authority Peter F.
Drucker (1990, p. 183) agrees that in cases of egregious misconduct, volunteers
“must be asked to leave.” Countenancing the transgression sends the wrong
message to employees, other volunteers, and agency clients that staff (nonpaid
or paid) are free from organizational direction and oversight.

The message for management is decidedly more positive: the foundation
for effective management of volunteers rests on applying different techniques
and incentives than commonly used for paid employees to motivate and direct
volunteers’ work behaviors toward agency goals. Managerial investment in
building trust, cooperation, teamwork, challenge, growth, achievement, values,
excitement, and commitment are much more effectual strategies. In their
highly influential study In Search of Excellence, Thomas J. Peters and Richard
H. Waterman (1982) maintain that “America’s best-run companies” use the
same approach for paid employees—with enviable results. Although a common
admonition in the volunteer management literature is to manage volunteers
as if they were employees (for example, Stoolmacher, 1991), other research
suggests that it is equally persuasive to recommend “managing employees as if
they were volunteers” (Smith and Green, 1993).

Based on a careful examination of a volunteer program servicing a large,
urban public library system, Virginia Walter (1987, p. 31) found that administra-
tors who embraced this style of “management-by-partnership” enjoyed greater
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success in dealing with volunteers and meeting objectives than did those officials
intent on control. In a major study of the volunteer SCORE program operated by
the U.S. Small Business Administration (SBA), Brudney arrives at a similar con-
clusion (1990, pp. 112–114). The volunteer business counselors who assisted the
SBA sometimes fit the stereotypes attributed to volunteer workers. For example,
they displayed low tolerance for necessary government paperwork and “bureau-
cracy,” uneven knowledge of SBA rules and procedures, and keen interest in
deciding what cases they would accept (or reject) for counseling. Yet SBA staff
rated the performance of the volunteers as comparable to their own on signal
dimensions, including quality and timeliness of services to clients and depend-
ability in work commitments. Brudney, like Walter (1987), attributes these
beneficial results to the partnership approach to managing the volunteer
program practiced by the SBA and SCORE.

A successful volunteer program must do more than advance changes in
managerial style. It must also institute a framework or infrastructure to facilitate
successful volunteer integration and involvement in the organization. To
channel volunteer talents and energies productively, agencies must elucidate
the behaviors expected from them. Probably no factor aids more in supervising
volunteers (and paid staff) than placing them in positions where they can put
their strongest motivations and best skills to work. The procedures discussed
earlier in this chapter offer a viable means to elaborate and promote mutual
understanding of the volunteer-agency relationship. Developing a coherent
philosophy for volunteer involvement, preparing guidelines for the volunteer
program, creating formal positions for volunteers, preparing the relevant
job descriptions, interviewing and screening applicants and placing them in
mutually satisfactory work assignments, and presenting orientation and training
are potent means to define what volunteer service means to the agency and
to citizens, and to coordinate the needs and motives of both parties. Jean
Baldwin Grossman and Kathryn Furano (2002, p. 15) focus on three elements as
“vitally important to the success of any volunteer program”: screening potential
volunteers to ensure appropriate entry and placement in the organization;
orientation and training to provide volunteers with the skills and outlook
needed; and management and ongoing support of volunteers by paid staff to
ensure that volunteer time is not wasted but used as productively as possible.

Thus, effective management of volunteers calls for more than changes in
managerial style, although such adjustments are certainly important. The volun-
teer program must also provide an infrastructure to impart a shared conception
of volunteer service. Absent such a framework, managerial adaptations in them-
selves are likely to prove insufficient. As Grossman and Furano (2002, p. 15) aptly
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summarize, “No matter how well intentioned volunteers are, unless there is an
infrastructure in place to support and direct their efforts, they will remain ineffec-
tive at best or, worse, become disenchanted and withdraw, potentially damaging
recipients of services in the process.”

Evaluating and Recognizing Volunteer Effort

Researchers contend that the evaluation function is carried out less often and
less well than the other central elements of a volunteer program (Allen, 1987;
Utterback and Heyman, 1984). Survey research on volunteer programs in gov-
ernment bears this out. In a study of 534 cities that enlisted volunteers in the
delivery of services, Sydney Duncombe (1985, p. 363) found that just a handful
(sixty-two, or 11.6 percent) had made an evaluation study. A study of 189 state
agencies reported a comparable rate (13.6 percent) (Brudney and Kellough,
2000, p. 123). Understandably, organizations that rely on the assistance of vol-
unteers may be reluctant to appear to question through evaluation the worth or
impact of well-intentioned helping efforts. In addition, officials may be appre-
hensive about the effects of an evaluation policy on volunteer recruitment and
retention—and on public relations. Nevertheless, for individual volunteers and
the paid staff who work with them, as well as for the volunteer operation as a
whole, evaluation and recognition activities are essential program functions.

Evaluation of Volunteers and Employees

The fears of organizational leadership notwithstanding, volunteers have cogent
reasons to view personnel assessment in a favorable light. A powerful motiva-
tion for volunteering is to achieve worthwhile and visible results, and evaluation
of performance can guide volunteers toward improvement on this dimension.
No citizen contributes his or her time to have the labor wasted in misdirected
activity, or to repeat easily remedied mistakes and misjudgments. That an orga-
nization might take one’s work so lightly as to allow inappropriate behavior to
continue is an insult to the volunteer and an affront to standards of professional
conduct underlying effectiveness on the job. Clients and host organizations suf-
fer the brunt of these lapses. Evaluation of performance, moreover, is actually a
form of compliment to the volunteer (Ellis, 1996, pp. 81–82). A sincere effort
at appraisal indicates that the work merits review, and that the individual has
the capability and will to do a better job. For many who contribute their time,
volunteering offers an opportunity to acquire or honedesirable job skills, build an
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attractive résumé for purposes of paid employment, or both. To deny constructive
feedback to those who give their time for organizational purposes, and who could
benefit from this knowledge and hope to do so, is a disservice to the volunteer.

An assortment of procedures for carrying out evaluation of volunteer perfor-
mance is available to nonprofit organizations. Often the employee to whom the
volunteer reports will prepare the appraisal. Or the responsibility may rest with
the director of volunteer services or with the personnel department in larger
organizations. A combination of these officials might also handle the task. To
complement this agency-based perspective, volunteers might evaluate their own
accomplishment and experience in the agency, as some suggest (for example,
Manchester and Bogart, 1988; McHenry, 1988). The assessment should tap vol-
unteer satisfaction with important facets of the work assignment, including job
duties, schedule, support, training, opportunities for personal growth, and so on.
The self-assessment is also a valuable tool to obtain feedback on the management
and supervision of volunteers; employees should learn from the process as well.
Regardless of the type of evaluation, the goal ought to be to ascertain the degree
to which the needs and expectations of the volunteer and the agency are met so
that job assignments can be continued, amended, or redefined as necessary.

Agency officials might recognize and show their appreciation to volunteers
through a great variety of activities: award or social events (luncheons, banquets,
ceremonies), media attention (newsletters, newspapers), certificates (for tenure
or special achievement), expansion of opportunities (for learning, training, man-
agement), and, especially, personal expressions of gratitude from employees or
clients. A heartfelt “thank you” is all the acknowledgment many volunteers want
or need. Others require more formal recognition. The director of volunteer
services should make letters of recommendation available to all volunteers who
request them. Recognition is a highly variable activity that, optimally, should be
tailored to the wants and needs of individual volunteers.

Some agencies choose to recognize volunteers who evince especially strong
potential, and who seek paid employment with the agency, by considering them
for such positions when available (for example, police auxiliaries). One volun-
teer administrator refers to this process as a “try before you buy” opportunity for
paid staff (Thornburg, 1992, p. 20). The advantages offered by this procedure
notwithstanding, volunteering should not be treated as a necessary credential or
requirement for paid employment with a nonprofit or government organization.

In general, volunteer-based services require the participation of both volun-
teers and paid staff. If organizational officials are committed to having employees
and volunteers work as partners, program functions of evaluation and recogni-
tion should apply to both members of the team. Although frequently neglected
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in job analysis, employees expected to work with volunteers should have these
responsibilities written into their formal job descriptions. Equally important,
performance appraisal for those who manage volunteers must assess perfor-
mance in volunteer management. Just as demonstrated performance in this
domain should be encouraged and rewarded, an employee’s resistance to volun-
teers or poor work record with them should not go overlooked and, implicitly,
condoned in the review. As necessary, the organization should support training
activities for paid staff to develop competencies in volunteer management.

Similarly, recognition activities for volunteer programs normally focus
on citizen participants rather than on both members of the team. However,
employees value recognition as well, especially when awards ceremonies, social
events, media coverage, agency publications, and the like bring their efforts and
accomplishments with volunteers to the attention of organizational leadership.
In addition, feedback on employee achievement from volunteers and the direc-
tor of volunteer services belongs in agency personnel files. By taking seriously
the evaluation and recognition of paid staff with regard to their collaboration
with volunteers, officials provide incentives for an effective partnership.

Evaluation of the Volunteer Program

The overriding goal of a volunteer program ought to be to exert a positive effect
on the external environment, better the life circumstances of agency clients, or
both. Periodically, agencies that mobilize volunteers for such purposes should
engage in evaluation of the impact or progress they have achieved in address-
ing the conditions or problems identified in their mission statements. Too often,
what passes for “evaluation” of the volunteer program is a compilation of the
number of volunteers who have assisted the organization, the hours they have
contributed, and the number of client contacts or visits they have made.

A highly recommended but more complicated evaluation procedure is for
agencies to calculate the total “equivalent dollar value” of all the jobs or services
performed by volunteers, based on the market price for the labor the organi-
zation would otherwise have to pay to employed personnel to accomplish the
same tasks (Ellis, 1996; Karn, 1982–1983, 1983). Anderson and Zimmerer (2003)
report that the dollar value of volunteer work may be estimated in a variety of
ways. At least five methods are available: calculation of value based on the aver-
age wage, or the average nonagricultural wage rate (as released annually by the
U.S. Bureau of Labor Statistics and used by the Independent Sector), or a “living
wage” (based on dollars required for cost of living alignedwith the federal poverty
level), or comparable worth (equivalent dollar valuation), or minimum wage.
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Fringe benefits ranging from 10 to 12 percent may also be appropriate to include
in the calculation.

Impressive and significant though these data may be—since they normally
document tremendous levels of contributed effort and monetary value—they
focus on the inputs or resources of a volunteer program rather than its results or
accomplishments. Some researchers also complain that this approach slights the
monetary costs associated with the volunteer program (for example, costs of paid
staff supervision, reimbursement for expenses, training of volunteers, and use of
organizational resources and facilities) (Mook, Quarter, and Richmond, 2007,
p. 46; Utterback and Heyman, 1984, p. 229). To address this problem, when he
conducted his analysis of the SBA’s SCORE volunteer program, Brudney applied
a cost-effectiveness model in which both the equivalent dollar value of volunteer
services as well as the costs or expenses associated with the volunteer program are
taken into account, thus resulting in a cost-effectiveness ratio (1990, pp. 40–51).
Brudney’s study documented that for every dollar the SBA invested in support of
the SCORE program, the agency garnered volunteer services worth from $1.11
to $1.86 (pp. 40–51).

Katharine Gaskin (1999a, 1999b, 2003) similarly proposes a “Volunteer
Investment and Value Audit” (VIVA) in which a cost-benefit analysis is per-
formed based on the ratio of the comparative market value of the functions
performed by volunteers to the organization’s expenditures on volunteers. In
her cross-national evaluation of volunteer programs, Gaskin reports very high
cost-benefit ratios or returns on the investment in volunteers, ranging from
1:1.3 to 1:13.5, a finding that indicates that for every British pound invested in
volunteers the “return” varied from 1.3 to 13.5 pounds (2003, p. 46).

Nonprofit organizations should consider additional forms of evaluation of
the volunteer program. Much as they might be expected to do for any other
operational unit, agency officials should at regular intervals assess the outcomes
of the volunteer program against its stated goals or mission. Volunteer activity is
other-directed; it should do more than gratify citizen participants and accom-
modate employees. Officials need to review the aggregate performance of the
volunteers in assisting clients, addressing community problems, expediting
agency operations, and meeting further objectives. Not only does the assessment
yield information that can improve functioning of the program, but also it
reinforces for all concerned—citizens, paid staff, and agency clients alike—the
importance attached by the organization to the volunteer component.

Smith and Ellis (2003) propose, conceptually, an ambitious evaluation of
volunteer programs to incorporate their contribution to economic capital, phys-
ical capital, human capital, social capital, and cultural capital. Although such a
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methodology has not yet been developed, they point out that a concentration
on the economic impacts of volunteering to the exclusion of impacts in these
other areas not only gives “a very partial picture of the total value of volunteer-
ing” but also is potentially damaging in that it serves to “reinforce the notion
that volunteering is all about savingmoney” (p. 52). Similarly, economist Eleanor
Brown (1999) recommends that we consider the value of the time and service
donated to the volunteer as well as to the organization. She points out that stan-
dard accounting of volunteer time also overlooks the less tangible benefits of
volunteering (such as training or career development) and the benefits that may
accrue to third parties such as fellow citizens from the time devoted to people
and valued causes.

Another type of evaluation, also recommended, assesses the processes of
a volunteer program. Using this approach, officials would determine whether
procedures to address the essential program functions discussed in this chapter
(for example, volunteer screening, placement) are in place and whether they
are operating effectively. Additionally, the evaluation should attempt to gauge
the satisfaction of volunteers and paid staff members with the program, as well
as their perceptions concerning its impact on clients and the external environ-
ment. Continuing struggles with, for example, recruitment of suitable volunteers,
overly high rates of volunteer burnout and turnover, relief of staff antagonisms,
and achieving mutually agreeable placements, point to flaws in program design
that must be addressed. By diagnosing such difficulties, a process evaluation can
enhance progress toward achievement of program objectives.

Laurie Mook, Jack Quarter, and Betty Jane Richmond (2007) have extended
the concept of evaluation of volunteer programs—as well as the evaluation of
the activities of nonprofit organizations and cooperatives—by placing them in
the broader context of “social accounting.” They focus on valuing the contri-
butions of volunteers to the organization and its clients and the larger social
impacts of these organizations (for example, their effects on clients, the commu-
nity, the environment, and on the volunteers themselves). As these authors note,
conventional accounting practices overlook these aspects, even though they are
among the most important effects of nonprofit organizations: “Even though vol-
unteers in the United States and Canada contribute the equivalent full-time work
of almost ten million people per year (Hall, McKeown, and Roberts, 2001; Inde-
pendent Sector, 2002), the value of this work, estimated to be over $250 billion,
is not recognized in conventional accounting” (Mook, Quarter, and Richmond,
2007, p. 133). Mook and colleagues have introduced new types of accounting
statements intended to assess the social impacts of nonprofit organizations and
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volunteers, including the Socioeconomic Impact Statement, the Socioeconomic
Resource Statement, the Expanded Value Added Statement, and the Community
Social Return on Investment Model (Mook et al., 2007).

Summary and Conclusion

According to the 2001 Survey of Giving and Volunteering in the United States, one
of the most in-depth studies of giving and volunteering ever conducted in the
United States (conducted for Independent Sector by Toppe, Kirsch, and Michel
in 2002), 44 percent of adults over the age of twenty-one volunteered with a
formal organization in the year 2000. On average, they had volunteered fifteen
hours in the preceding month. Of these formal volunteers, 69 percent reported
they volunteered on a regular basis, monthly or more often. In all, an estimated
83.9 million adults formally volunteered in 2000, donating approximately 15.5
billion hours. This formal volunteer workforce represented the equivalent of over
nine million full-time employees, with an estimated dollar value of $239 billion.
More recently, we know from the Bureau of Labor Statistics/Current Population
Survey, 62.6 million people volunteered through or for an organization at least
once between September 2014 and September 2015, which is a volunteer rate of
just one-quarter of the U.S. population (24.9 percent). Americans volunteered
nearly 7.9 billion hours, at an attributed value for this volunteer service of nearly
$184 billion (based on the estimated value of a volunteer hour provided by Inde-
pendent Sector [Corporation for National and Community Service, 2016]). The
level and impact of volunteering in America is amazing!

The key to integrating this staggering volume of talent and energy into
nonprofit and government organizations is the volunteer program. Using
the information presented in this chapter, a nonprofit leader will be able to
develop and implement the central elements that are essential to a successful
organizationally based volunteer program. These key elements are

• The program should begin with the establishment of a rationale or policy to
guide volunteer involvement.

• Paid staff must have a central role in designing the volunteer program and
creating guidelines governing its operation.

• The volunteer program must be integrated structurally into the nonprofit
organization.

• The program must have formally designated leadership positions to provide
direction and accountability.
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• The organizationmust prepare job descriptions for the positions to be held by
volunteers, and effectively implement the functions of screening, orientation,
placement, and training.

• The volunteer programmust attend to the motivations that inspire volunteers
and attempt to address to them, with the goal of meeting both their needs and
the needs of the organization.

• Volunteers must be attracted and recruited to the organization and retained
for service.

• The organizationmust adapt traditional hierarchical approaches tomanaging
volunteers, including use of teamwork and collaboration, to obtain the best
results.

• All components of the volunteer effort—citizens, employees, and the program
itself—will benefit from the use of appropriate evaluation and recognition
activities.

This list is ambitious, yet well within the reach of most nonprofit and govern-
ment organizations. So, too, are the advantages to be derived from delivering an
effective volunteer program.
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PART FIVE

LEADING AND MANAGING
PEOPLE IN NONPROFITS

There are no nonprofit leaders or managers with any significant experience
who have any doubt that the single most critical contributor to a nonprofit’s

success is its people. Regardless of the mission, size, history, or geographic loca-
tion of the organization, every nonprofit must be able to attract, retain, reward,
and motivate its people. Unfortunately, experienced leaders also cannot deny
that some of the most important yet vexing aspects of nonprofit leadership and
management are directly related to the work of leading and managing people.
When it comes to people, there are no magic bullets or special techniques that
will make the process simple and easy. But there is a valuable body of knowledge
about human resource management and how it can be handled effectively and
(relatively) efficiently. The chapters of Part Five apply the insights of this field to
the work of nonprofit managers, most of whom have little or no training in this
aspect of their management work. These chapters provide an important foun-
dation for understanding the basic elements of human resource and personnel
management—for paid staff and for volunteers—and share useful insights for
how nonprofit managers can make effective use of this information to motivate
and mobilize their people to accomplish the results they seek.

Mary R. Watson and Rikki Abzug lead us into the topic in Chapter Twenty-
Two, to explain the overall process of human resource management and detail

The Jossey-Bass Handbook of Nonprofit Leadership and Management, David O. Renz and Robert D.
Herman
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the human resource systems, processes, and practices that are important to any
well-functioning nonprofit organization. Building on the foundation presented
by Watson and Abzug, Nancy E. Day explains in Chapter Twenty-Three how to
approach one of the most challenging yet important of human resource manage-
ment issues, the challenge of compensating work and rewarding performance.
Day explains the orientation known as the Total Rewards approach to compensa-
tion and benefits from the perspective of the characteristics and expectations of
people working in the nonprofit sector, and shares insights into some of the most
useful ways that this approach can be employed. Finally, in Chapter Twenty-Four,
Jeffrey L. Brudney discusses the segment of the human resource world that is
most unique to the nonprofit sector—the volunteer. Brudney presents a compre-
hensive explanation of the effective volunteer management program, and how it
should be developed and operated, and explains how a nonprofit can systemati-
cally and strategically implement a program that will enable it to attract, organize,
lead, and manage the volunteers it needs and wants. Building on the insights
shared by Jeavons in Chapter Seven, each of the chapters of Part Five gives care-
ful attention to the ethical and legal aspects of working with people, employees,
and volunteers alike, while emphasizing the importance of keeping the mission
and people at the forefront of the leadership and management process.
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CHAPTER TWENTY-TWO

EFFECTIVE HUMAN RESOURCE
MANAGEMENT

Nonprofit Staffing for the Future

Mary R. Watson and Rikki Abzug

The attraction, selection, and retention of staff are among the most impor-
tant processes managers in organizations undertake, especially in today’s

dynamic workforce conditions. Forecasts suggest that tomorrow’s leaders are
likely to have a dozen jobs or more over the course of a career, and effective
organizations will need to align opportunities with dynamic career paths. The
nature of work itself is rapidly changing, requiring more innovation, design,
and data skills (Gillett, 2015). Millennials with these talents seek work with
organizations with strong purpose and flexible work arrangements, and they are
interested in working on important societal goals (Benko, Erickson, Hagel, and
Wong, 2014). Forward-thinking nonprofit organizations hire staff whose talent
set and education align with organizational roles, thus recruiting and keeping
staff satisfied (Lee and Sabharwai, 2016). Yet designing these recruitment
and retention processes requires expertise, time, and an eye toward future
organizational needs, all of which can be difficult for nonprofit leaders to find
given the pressures of the immediacy of running a nonprofit (Gregory and
Howard, 2009). Straight out of the box human resource techniques, most of
which were developed in for-profit businesses, can provide general guidance to
leaders of nonprofits, but nonprofits benefit most from crafting a different kind
of human resource system (Maier, Meyer, and Steinbereithner, 2016).

The purpose of this chapter is to help nonprofit executive directors and staff
at all levels build a system of human resource practices that is both effective and

597
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realistic in the contexts of their own organizations. Toward this end, we have
organized the chapter around two goals. Our first goal is to demonstrate the
advantages of thinking systemically about the role that people play in organi-
zations, showing how better human resource practice leads to better long-term
outcomes. Not only is it possible to save time and effort in recruitment, selec-
tion, and staff retention programs, but building an effective human resource
culture is key to long-term success. Our second goal is to provide an overview
of the most critical human resource processes, demonstrating how they can be
accomplished in settings without significant formal human resource structures
and staff in place. We also discuss important legislation related to various aspects
of finding and keeping the right people that enable each nonprofit to reach
its own unique objectives. Although it is not possible to be comprehensive in
every aspect of human resource management—volumes have been written on
this subject—this chapter provides the essential knowledge necessary to find staff
prospects, interview and evaluate applicants, retain and keep staff motivated,
and manage the circumstances under which staff will ultimately leave the orga-
nization. The next chapter in this Handbook, prepared by Nancy Day, provides
complementary information about the design and management of compensa-
tion and benefits programs.

Staff and leaders might wonder what is different about our approach to non-
profit human resources. In fact, one might simply pick up a current practitioner
article on the “top ten tips for recruitment,” for example, and conclude that
the answers are stated there. The difference lies in our deliberate recognition
that nonprofit organizations are values-driven, and so must be their approach
to human resources (Ridder and McCandless, 2010). Yet there is no universal
style of nonprofit human resource management because of the variety of con-
texts, structures, and conditions in which social sector organizations operate.
Further, there are no simple rules: contingency approaches that argue a simple
set of “if . . . then” recommendations (for example, if an organization is in a rural
area, then it must have a local recruitment strategy) are not sufficient. Outcome
measures like return on investment can be useful, but they are not sufficient
unless systems are considered holistically and in context. Instead, we propose
that “configurational” (Toh,Morgeson, and Campion, 2008) approaches are best
because they recognize that there are unique synergies gained through human
resource systems and that these synergies differ depending on the context in
which they exist. Executives who capitalize on the relationships among human
resource approaches, the organization’s environment, the mission and goals of
the organization, and knowledge management principles are the ones who are
successful in building momentum toward the organization’s desired state, espe-
cially when the organization considers its mission in the context of other similar
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organizations (Koch, Galaskiewicz, and Pierson, 2015). To aid in this endeavor,
throughout this chapter, we remind executives of the key questions that should be
asked regarding elements of the human resource system in their organizations.

Why Emphasize Recruitment and Retention?

Given the humanistic missions of most nonprofit organizations, it is paradoxi-
cal that nonprofit leaders need to be reminded of the importance of the people
in the organizations. Yet across organizations and time, multiple constituencies
demand attention from nonprofit leaders. Nonprofit mission statements typi-
cally do focus on people, but people who are external to the organizations—the
clients—rather than internal staff. The attention paid to internal staff issues is
scant in many nonprofit settings.

The primary goal of nonprofits is typically to ensure that the organization
delivers on mission. Most staff are attracted to nonprofits because they are
motivated by their organization’s mission. Thus, compared to their for-profit
counterparts, nonprofits have an extremely powerful advantage in all aspects
of their human resource systems. Studying the nonprofit workforce, Paul Light
(2004, p. 7) has suggested that “the nonprofit sector survives because it has a
self-exploiting workforce: wind it up and it will do more with less until it just runs
out.” A 2006 American Humanics report underscored Light’s findings that non-
profit employees are comparatively highly motivated, hard working, and deeply
committed (Halpern, 2006), and a 2012 study by Park and Word confirmed that
nonprofit employees were highly intrinsically motivated compared with both
for-profit and public-sector employees. Even in treacherous economic times,
the motivations of nonprofit staff are precisely what enable their organizations
to thrive, if they avoid the pitfalls of adopting for-profit approaches without
first considering their suitability for nonprofits (Beck, Lengnick-Hall, and
Lengnick-Hall, 2008).

We emphasize here that the nature of nonprofits makes them ideally suited
to maximize their outcomes through the people of the organizations. This focus
on people results in additional organizational capacity, effective succession plan-
ning, engaged and motivated staff, and improved client service delivery. These
are not just effectiveness outcomes; they are also the keys to the time, money,
and information organizations need to survive and thrive. They also lead to rep-
utation effects that attract staff and funders through positive profiles featured in
outlets such as The Nonprofit Times’ annual roundup of “Best Places to Work” (for
2015, see Hrywna) and awards given by entities like The New York Times with its
Nonprofit Excellence Awards (www.npccny.org/info/awards.htm).

http://www.npccny.org/info/awards.htm
http://www.npccny.org/info/awards.htm
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Successful nonprofit organizations recognize that organizational success lies
in the creative engagement of the human resources of the organization. They
regard human resources not as a staff function outside the organization’s oper-
ation, but rather as the central conduit through which organizations succeed.
They capitalize on the power of mission to attract and motivate staff. They rec-
ognize the critical nature of staff synergies in selecting new staff members. They
leverage technology, where appropriate, to reduce recruitment costs and admin-
ister standardized human resource functions. They encourage diversity on many
dimensions, and they enact cultures that are constituted by diverse groups work-
ing well together. They design motivation and retention systems that recognize
both the intrinsic motivators that brought staff to the organization (such as mis-
sion focus or client focus) as well as the extrinsic motivators (such as pay, health
care, or retirement) that are necessary for staff financial and physical health.
They retain and develop talented staff whenever possible, and they manage ter-
minations in humane and positive ways when layoffs are unavoidable.

Human Resources Is a System, Not a Set of Tasks

Our approach is a systems approach to human resources that considers
the unique complement of the configuration of human resource practices.
The activities of human resources cannot be thought about independent of one
another, and effective leaders develop an overarching set of integrated human
resource goals to guide their day-to-day decision making. Effective nonprofit
managers avoid staffing decisions that come about as part of an immediate
crisis, for example, needing to hire quickly to scale up and deliver on outcomes
expected from additional funded projects or reacting to the sudden departure
of a crucial staff person who needs to be replaced immediately. Instead, effective
nonprofit organizations keep an eye on their future, anticipating stages where
the mission will be broadened and additional talent will be needed, conducting
succession planning to identify needs to develop internal staff before there is a
crisis, and monitoring the external environment to determine what new funding
sources will be coming its way.

Avoiding immediate crises can circumvent unintended long-term outcomes.
For example, government contractors who consistently add and delete staff
based on variable levels of program funding can inadvertently create a climate
of insecurity and distrust. Organizations that vary staff levels can develop a
reputation as an unstable employer, thus discouraging qualified and committed
applicants to apply when new staff are needed. Individual human resource
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decisions, seemingly isolated, can cause reverberations inside and outside the
organization, many of which may be unintended and unwanted.

Not only are human resource functions interconnected, but in the aggre-
gate they also represent the experienced culture of the organization. The
organization’s human resource goals are very important because they define
the day-to-day quality of work life enjoyed by staff. Because of their centrality,
informed executives engage all staff in imagining their ideal collective human
resource culture. In this way, they begin at the desired end. First they figure out,
collectively in their organization, where they want to go. Then they do a needs
assessment of their current culture of human resources, assess their planning
needs, engage staff at all levels in designing human resource processes, and
later evaluate their progress toward the desired end. All along the way, effective
nonprofits keep in mind where they are trying to go as they take the small steps
that will get them there.

Some examples will illustrate the point. Affirmative businesses (alternatively
called social firms or supported employment), incorporated as or created by non-
profits, with goals of providing jobs and job training for mentally, physically,
or economically disadvantaged individuals, often center human resources in
their sustainability and growth plans (Bond, Drake, and Becker, 2012; Warner
and Mandiberg, 2006). For vocational or training organizations serving the
mentally ill or the homeless, for example, the line between clients and staff
can be amorphous, and best practices suggest an integrated approach that
emphasizes job design, career pathing, motivational compensation, and respect
for individual choice. Organizations from New York’s Housing Works Bookstore
to Seattle’s Boomtown Café find they can do good by doing well if they stand by
all of their people.

If You Build It, They Will Come (and Stay)

There are two key concepts to keep in mind while imagining the end state of
an effective nonprofit human resource system: fit and embeddedness. These two
concepts make clear that, whereas successful executives design human resource
systems, these systems are continually re-created by everyone associated with the
organization. Therefore, in successful nonprofits, all staff are continually rebuild-
ing their human resource culture. There is no true end result: human resource
culture is a never-ending exercise in coevolution.

In two decades of studies on person-organization fit and person-job fit
(Hoffman, Bynum, Piccolo, and Sutton, 2011), a consistent finding is that staff
are attracted to organizations with which they perceive an alignment between



Trim Size: 7in x 9.25in Renz852965 c22.tex V3 - 07/11/2016 9:47 A.M. Page 602

�

� �

�

602 The Jossey-Bass Handbook of Nonprofit Leadership and Management

the goals of the organization and their own values and objectives. This is one
explanation as to why recruiting by internal referral is so successful: individuals
who know insiders are much more likely to understand what the organization
is about and accurately assess whether or not they would like to work there.
Thus, self-selection on the part of prospective and current staff plays a huge
role in shaping the ultimate human resource culture. This notion of perceived
fit has been shown to apply to the person and the job, the person and the work
group, and the person and the organization as a whole (Resnick, Baltes, and
Shantz, 2007).

Nonprofit executives should keep in mind that these perceived fit processes
are going on in all aspects of the human resource system (attracting, recruiting,
selecting, retaining, and staff turnover). Perceived fit has been shown to be devel-
oped throughout the recruitment process, thus the ways in which nonprofits
recruit staff is essential in attracting the right candidates (Swider, Zimmerman,
and Barrick, 2015). One productive task is to engage all staff in a dialogue
around what constitutes fit in their organization. Effective nonprofits work to
make explicit what the fit dimensions are, beginning by examining the mission
statement. A second task is to investigate perceptions of your organization held
by those in similar and different organizations. Knowing how the culture of the
organization is perceived by outsiders will provide key information about who
might be attracted to the organization and who might be approaching staff
to recruit them away. Once these dimensions are clearer, the human resource
strategy of the organization can recognize the power and limitations of the
notion of fit. Whether an organization makes it explicit or not, perceived fit (or
lack thereof) is always an element of the human resource system success.

One important clarification needs emphasis here. Fit is not a synonym for
homogeneity. Successful organizations tend to seek and engage diverse view-
points. In fact, one might have as an element of the mission an explicit goal
of nourishing a culture of diversity. In this case, fit means attracting staff who
share the value of honoring difference, not attracting similar staff. Successful
nonprofits shape their human resource systems around a broad and diverse set
of views, using their historical, community, and mission contexts to define their
diversity goals.

The second key element of an effective nonprofit human resource system
is the notion of embeddedness. This refers to the extent to which the staff and
their families are engaged in the organization and its community. Embeddedness
is a broader concept than organization satisfaction and commitment, which have
been argued to account for less than 5 percent of actual turnover. Drawing on
Kurt Lewin’s field theory (1951), research on embeddedness suggests that staff
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who are more embedded in their organizations are less likely to leave voluntarily.
There are three dimensions to embeddedness: the extent to which individuals
have links to other people, the extent to which their job and community fit with
other aspects of their lives, and the perception of what would be lost if the indi-
vidual left his or her job (Mitchell, Holtom, Lee, Sablynski, and Erez, 2001).

For successful nonprofits, embeddedness is a powerful concept. Nonprofit
organizations can increase their human and social capital by remembering what
embeds staff into their organizations (Holtom,Mitchell, and Lee, 2006). Not only
is it desirable that staff share a passion for the organization’s mission, but they
must also be motivated by the way in which their role facilitates reaching part
of that mission. Further, the more extensive the networks of relationships they
and their families have within the organization and the community, the more
likely they are to stay with the organization. Finally, the understanding of what
would be lost if they left the organization (“sacrifice,” in embeddedness terms)
helps leaders guide human resource systems closer to the ideal state that staff
would imagine. Here a good exercise for executive directors would be to encour-
age open dialogue around human resource systems, eliciting from staff a shared
understanding of the really unique elements of the nonprofit and the commu-
nity it serves. Note that discussion of human resources includes all aspect of work,
including the design of jobs themselves.

In addition to shared values, it is also important to recognize individual needs
of staff, which will differ from person to person and family to family, and vary con-
siderably by generation (Johnson and Ng, 2015; Kunreuther, 2003; McGinnis,
2011). The quality of the relationship that staff members have with leaders is
a key factor in their intention to stay with the organization. Informal dialogue,
or more formalized 360-degree performance appraisals systems, in which staff
give constructive feedback to the executive staff (and vice versa), can help keep
positive communication open across levels. Staff families matter, too. Offering
cafeteria style benefits, allowing staff to choose from an array of human resource
benefits what best fits their family needs, is one example of engaging with the
“whole person.” Flexible work schedules might also help in this area. At a min-
imum, open dialogue between staff and managers must be encouraged to keep
shared lines of communication open.

First Things First: Make It Legal

It is always wise to begin any discussion of the processes involved in
human resource systems with a discussion of the existing law related to
these human resource processes. Many nonprofit managers are unfamiliar with
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current legislative statutes, and the consequences of decisions that violate the
law can be dire, particularly for smaller organizations without the resources to
engage in lawsuits or absorb fines.

Despite a very rocky beginning at the dawn of the new Republic, The
United States now has a century-long tradition of creating policy to protect work-
ers. Starting around the turn of the 20th Century with the growth of the modern
union movement, and following the 1912 shirtwaist workers’ strike, the U.S.
Congress created the Department of Labor (“The Labor History Timeline” of
the AFL-CIO, www.aflcio.org/About/Our-History/Labor-History-Timeline).
Employment law emerged in fits and starts from the Progressive Era, through
the New Deal and ramped up during the civil rights movement of the 1960s
around race and equity, and through advances in workplace safety in the 1970s.
Employment law continues to evolve to try to keep pace with today’s work issues,
including expanded access to health care, religious exemptions, and the rights
of transgender employees, family-friendly policies, and procedures to reduce
terrorism. We shall review the essential laws that all nonprofit professionals must
know, whether “human resources” is part of their job title or not.

It is important to note that nonprofits are typically held accountable for
actions taken by their staff, vendors, clients, and contractors. In general, actions
that managers knew about, as well as those the courts deem they should have
known about, are the responsibility of the nonprofit’s leadership, not the
individual who committed the discriminatory action. The best defense against
discrimination charges is the existence of clear policy that spells out the nature
of discriminatory actions and a system through which all staff are educated
about fair employment practice.

There are a variety of legislative frameworks around the world, made up
of varying combinations of national, regional, and local legislation. Knowing
how these levels of legislation interact in one’s own country is important.
For instance, the Canada Labor Code covers only 6 percent of the nation’s
employees, so most employment legal issues are determined by laws defined
by the various provinces and territories (Labour Program, 2016: www.labour.gc
.ca/eng/regulated.shtml). In the United States, by contrast, federal regulations
apply to all organizations with staff above a certain size (which varies, depending
on the particular law). There are also state and local laws that provide more
stringent standards than the federal legislation, and each nonprofit must
familiarize itself with the laws of its own state and the states in which it operates.
Due to space limitations, we review only U.S. federal law here. State and local
laws vary considerably, and nonprofit managers may want to keep abreast of
ever-changing legal requirements both nationally and locally by following
coverage in the Chronicle of Philanthropy, Nonprofit Times, Nonprofit Quarterly’s

http://www.aflcio.org/About/Our-History/Labor-History-Timeline
http://www.labour.gc.ca/eng/regulated.shtml
http://www.labour.gc.ca/eng/regulated.shtml
http://www.aflcio.org/About/Our-History/Labor-History-Timeline
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Online NPQ Newswire, and the newsletters and/or websites of state or local
nonprofit associations.

This section provides a general overview of the U.S. federal legislative
framework, with particular emphasis on discrimination law. Using this chapter
as a starting place, you may find that a user-friendly legal guide to U.S. federal
employment law (such as Guerin andDelPo, 2013) can help clarify key questions.
However, general legal knowledge is not to be substituted for appropriate legal
advice from qualified counsel. It is always necessary to consult an attorney for
specific applications to your organization.

Title VII: The Civil Rights Act of 1964

Title VII of the Civil Rights Act, arguably the most influential piece of legislation
regarding employee treatment, was passed into law in 1964. Building on energy
from the civil rights movement that garnered more attention than previous civil
rights bills, the Civil Rights Act was signed into law under Lyndon Johnson’s
administration. Title VII of that act focuses on employment, and it specifically
prohibits employment discrimination based on race, skin color, religion, sex,
and national origin. In addition, it established the Equal Employment Opportu-
nity Commission (EEOC), a federal agency empowered with the enforcement of
discrimination violations. Other sections of the Civil Rights Act relate to edu-
cation and public facilities contexts. Here we focus only on the employment
dimensions of the law specified in Title VII.

The prohibition of discrimination provided under Title VII applies to all
aspects of the work relationship: recruiting, hiring, promoting, performance
evaluation, access to training, discharging, and so on. A common misperception
is that the coverage is narrowly applicable to hiring decisions. All organizations
with fifteen or more employees are required to adhere to nondiscriminatory
practices in all aspects of their treatment of employees. Furthermore, any organi-
zation of any size that receives substantial federal government funds or contracts
(the dollar value varies by program) must comply. Also, any employment
agency, labor organization, or joint labor-management committee controlling
apprenticeship or other training or retraining must comply, regardless of size.
Title VII was amended by the Civil Rights Act of 1991 to include the opportunity
of compensatory and punitive damages for intentional discrimination, enable
litigants to collect legal fees, and allow for jury trials.

There is one particularly notable exception to enforcement of anti-
discrimination categories. In general, religious organizations have been
considered exempt from the religion category and supported in their right
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to make employment decisions based on faith. Indeed, efforts by successive
Congresses to pass an Employment Non-Discrimination Act (ENDA) have
often blown up over the breadth of exceptions for religious and nonprofit
membership-only clubs (Signorile, 2014). Further, the 2014 Supreme Court
Decision in Burwell v. Hobby Lobby, enshrined private companies’ religious rights
in corporate decision making. However, some federal social programs (the
Workforce Investment Act, for example) contain language explicitly prohibiting
religious discrimination, others (such as community development block grants
and Head Start) might be interpreted as prohibiting employment decisions
based on religion, and some other states and localities require religious orga-
nizations not to discriminate on the basis of religion in order to be eligible for
funding. Obviously, this is an area of employment law that is constantly evolving,
and nonprofit managers are encouraged to familiarize themselves with media
outlets that provide coverage of this turbulent legal arena.

Disparate Treatment Versus Adverse Impact. Understanding what human
resource practices constitute as discrimination requires reading the legal text of
Title VII. Discrimination, as defined under Title VII, falls into two categories.
What is termed disparate treatment is sometimes also called deliberate or direct
discrimination. Under a charge of disparate treatment, a litigant who is a
member of a protected group (race, color, religion, sex, or national origin)
would argue that he or she was treated differently because of his or her protected
class. A litigant might argue that the interviewer indicated racial or national
origin bias during the interview, for example. In addition to evidence of direct
discrimination, disparate treatment charges require not only that the litigant
has been denied access to the employment benefit but also that another person
who is not a member of the protected class was chosen. Fortunately, most
organizations have put human resource practices and staff training programs in
place to alleviate many of the intentional discrimination charges.

Lesson

Make sure all staff members are aware of the organization’s intolerance of deliberately
discriminatory practices, and ensure that training around these issues is provided.
Many issues are subtle.

Determining themuchmore common charge “adverse impact” is more com-
plex. Sometimes called indirect or unintentional discrimination, adverse impact



Trim Size: 7in x 9.25in Renz852965 c22.tex V3 - 07/11/2016 9:47 A.M. Page 607

�

� �

�

Effective Human Resource Management 607

occurs when the aggregate outcomes for a protected group are less advantageous
than for the majority group. The landmark case in this instance is Griggs v. Duke
Power (401 U.S. 424, 1971). Griggs, an African American employee of the Duke
Power Company in North Carolina, was denied promotion to a supervisory posi-
tion because he did not hold a high school diploma. At that time in North Car-
olina, the high school graduation rates for blacks and whites were significantly
different, with blacks earning diplomas at a lower rate (this disparity has since
been corrected). The U.S. Supreme Court ruled that the high school diploma
requirement discriminated against blacks because they had a lower graduation
rate. Further, the organization failed to demonstrate why a high school diploma
was necessary to do the job effectively. In fact, some supervisors promoted earlier
did not have diplomas.

The Griggs case makes two things clear for nonprofit leaders. First, it is
necessary to examine your own human resource practices to ensure that the
outcomes for protected groups are not different from the outcomes for majority
groups. Second, be certain that you can demonstrate the job-relatedness of
any human resource criterion, regardless of whether you think it might be
correlated with protected class. For example, imagine that you regularly select
staff to attend a leadership development program. To encourage fairness,
you make it a practice to choose individuals from across your organization’s
geographical locations to attend, and you make these decisions one by one
over time. Imagine, however, that in compiling an analysis of your decisions in
the past year, you discover that in the aggregate, women have been chosen less
frequently than men, despite the fact that your workforce is balanced by gender.
How would you know whether you have enacted a discriminatory selection
for training?

The first test is to see whether you have what is called a prima facie (“on
its face”) case of discrimination. The legal test is what is called the four-fifths
rule: Was the rate of selection of the women at least four-fifths (80 percent)
of the rate of selection for the men? Assume that there are ten women and
ten men from whom you might have chosen. If you have chosen five men, you
must also have chosen at least four women to diffuse a prima facie case. In the
event that there appears to be discrimination after application of the four-fifths
rule (in this example, if you chose fewer than four women), can you defend
the decisions you made by arguing that the criteria on which you based the
selection of trainees are related to job performance? Numerous court decisions
based on gender, including well-publicized ones argued by airlines to defend
female-only flight attendant positions, have established that gender is not a valid
job criterion.
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Lesson

Remember that under Title VII, discrimination does not have to be intentional to
be illegal. The aggregate outcome of your organization’s decisions can be used as
evidence of discrimination, even if it was not intentional.

Consider another example. Imagine you are choosing among applicants for
a counseling position where the clients speak English. Among your applicant
pool are ten U.S.-born native English speakers and ten Chinese-born immigrants
with Mandarin as their native tongue. If five of the Americans pass the initial
English language test you use for prescreening but only one of the Chinese
applicants does, is there discrimination based on national origin? On the face
of it, there is a prima facie case of discrimination (50 percent of the U.S.-born
make the cut, compared to only 10 percent of the Chinese-born, which fails the
four-fifths test). In this situation, however, you may be able to successfully muster
a job-relatedness defense that the skill on which you screened (language) is
essential to performing the job (counseling clients). Although there are other
defenses in the case of prima facie discrimination (seniority system, bona fide
occupational qualification), job-relatedness is the best defense (Fick, 2006).
Nonprofits need to be careful to use selection criteria that are quantifiable and
empirically proven to be related to job performance. General impressions of
candidates and their attitudes do not hold up well in court.

Lesson

Use only human resource criteria that your organization can demonstrate are directly
related to job performance. Do not rely on opinions or assumptions; collect hard data.

Interpretations of Title VII. An interpretation of Title VII surrounds the issue
of sexual harassment. Although Title VII did not specifically identify sexual
harassment as part of its domain, subsequent court cases have interpreted
sexual harassment as discrimination based on gender. According to law, there
are two kinds of sexual harassment. The first is called quid pro quo, Latin
for “something in exchange for something.” To meet the criteria under this
category, a staffer (or in some legal findings, clients or board members) must
have been the unwanted recipient of an advance that is sexual in nature, where
the “submission to or rejection of this conduct explicitly or implicitly affects an
individual’s employment,” including employment decisions (Equal Employment
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Opportunity Commission, 2016). Most organizations have mechanisms in place
to ensure that deliberate sexual harassment does not occur, as well as channels
for safely reporting incidents.

The category of “hostile work environment” is more subtle. In general, a
staffer must have been subjected to either sexual advances or other verbal or
physical conduct of a sexual nature that either “unreasonably interfered with an
individual’s work performance” or created “an intimidating, hostile, or offensive
working environment” (Equal Employment Opportunity Commission, 2016).
Courts typically consider whether the staffer made it known to the alleged
harasser that the advances or behaviors were unwelcome, and the advances or
behaviors must have been repeated. However, in some circumstances, courts
have interpreted an act as so egregious as to not warrant meeting the conditions
of notice and readvance.

Supreme Court cases clarify that both men and women are protected, and
harassment can be perpetrated by individuals of the same sex regardless of the
sexual orientation of either party (for example, Oncale v. Sundowner Offshore
Services, Inc., 523 U.S. 75, 1998). Further, the harasser can be connected to
the organization in many capacities: as a supervisor, employee, agent of the
organization, co-worker, or nonemployee. Employers can be held liable even if
the employee does not complain about the harassment (Faragher v. Boca Raton,
524 U.S. 775, 1998). Finally, the harassed does not need to be the direct recipient
of the unwanted sexual behavior. A charge can be filed by anyone affected by the
conduct. Court decisions on legal standards for behavior have shifted from those
of a “reasonable person” to those of a “reasonable woman” or “reasonable victim.”

Lesson

Make sure all staff members understand what constitutes sexual harassment, how to
avoid harassing incidents, and the channels they should follow to report unwanted
behaviors. Extend your training to clients, vendors, and other related staff.

Legislation Protecting the Disabled

Other legislation has extended nondiscriminatory practices to other protected
groups. For example, the Age Discrimination in Employment Act of 1967 (and
amendments in the Older Workers Benefit Protection Act) applies to employers
with twenty or more employees and protects workers over age forty (younger in
some states) against discrimination based on age. The Pregnancy Discrimination
Act (an amendment to Title VII) protects women who are pregnant against
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refusals to hire, requires treatment of pregnancy that interferes medically with
the employee’s ability to work to be treated as any other disability, requires
that any health insurance offered by the employer include pregnancy coverage
(but not abortion coverage), and requires that employees be given leave,
vacation calculation, and pay under the same practices that are afforded to other
employees on leave.

One final group deserves special explanation: the disabled. The Council
for Disability Rights estimates that forty-three million Americans have physical
or mental disabilities (Council for Disability Rights, 2009). The employment
rate of those with disabilities is half that of those without, despite the fact that
two-thirds of those unemployed with disabilities say they would prefer to be
working (National Council on Disabilities, 2007).

The Americans with Disabilities Act of 1990, and as amended in 2008, pro-
tects those with physical and mental disabilities, whether perceived or real, from
discrimination in employment (and public access). The act covers all employers
with more than fifteen employees, as well as all state and government programs
and activities. The ADA defines a person with a disability as “someone with a
physical or mental impairment that substantially limits a major life activity, has
a record of such an impairment, or is regarded as having such an impairment”
(Equal Employment Opportunity Commission, 2016).

Clarifications of the ADA by the EEOC indicate that the use of items
like medications or prostheses does not disqualify a disabled person. Mental
and emotional characteristics such as thinking and concentrating are cov-
ered, and short-term impairments are generally interpreted as less life-altering
(Equal Employment Opportunity Commission, 2000). Active drug use is not
a disability, although prior drug use can qualify if the person is discriminated
against based on a record or perception of prior use. Although the ADA and
its amendments do not specify the disabilities that qualify, case law has upheld
such diverse conditions as mobility, vision, speech, and hearing impairments,
asymptomatic HIV status, learning disabilities, and mental illness.

The passage of the ADA changed employment screening practices directly.
Under the ADA, no employer may require a medical examination prior to
extending a job offer. Further, where applicants or employees request “reason-
able accommodation” of the physical workplace, the design of their jobs, or their
benefits, employers are required to comply to the extent to which the accom-
modations do not cause the employer undue financial or logistical hardship.
Examples of accommodations under ADA might include modifying work
schedules, purchasing special equipment to facilitate reading or translation,
physical alteration of the work site, or job reassignment.
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Lesson

Be open to making accommodations to employees who might have disabilities.
Encourage open dialogue so that staff members with “invisible” disabilities feel free
to come forward to request accommodation. Do not screen based on disability; ask
only if the employee can do the essential functions of the work required.

Legislation Protecting Individuals Based on Sexual Orientation
and Gender Identity

Progress toward federal legislation that protects individuals from discrimination
based on sexual orientation, gender identity, or transgendered status has been
slow in its development. Although not detailed explicitly in Title VII, the EEOC
interprets Title VII to prohibit discrimination based on sexual orientation or
gender identity, interpreted to be a form of sex discrimination. The Employment
Non-Discrimination Act (ENDA) has been considered by Congress many times
since its introduction in 1994. ENDA would extend nondiscrimination based
on sexual orientation in ways similar to the Title VII and the ADA. In 2009
a transgender-inclusive version of ENDA was introduced; in 2013 a version
of the bill passed the Senate, but as of this writing the bill has not passed
through the House of Representatives. Executive Order 13672, signed by
President Obama in 2014, added gender identity as a protected category in
the civilian federal workforce and sexual orientation and gender identity as
protected groups for federal government contractors and subcontractors.

Some state and local level protection does exist based on sexual orientation,
but the coverage is inconsistent across the United States. At the state level, twenty
states and the District of Columbia have discrimination protection based on sex-
ual orientation and gender identity in place, and twelve states and the District
of Columbia have discrimination protection based on sexual identity. More than
250 cities and counties have added protections based on sexual orientation or
gender identity.

Lesson

Although there is currently no federal law protecting individuals based on sexual ori-
entation, state and local coverage exists in many locations. Ensure that your staff
members are well versed in nondiscriminatory practices based on sexual orientation,
sexual identity, and transgendered status.
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Legislative Protection for Genetic Information

Title II of the Genetic Information Nondiscrimination Act of 2008 prohibits
discrimination in employment based on genetic information. This protection
extends to all conditions of employment (hiring, promotion, pay, firing, and
so on), as well as prohibiting sharing of genetic information. Included in
protected data is family medical history, which may be seen as a proxy for genetic
predisposition. Harassment and retaliation based on genetic information are
prohibited. Except in certain specific cases, the law prohibits the collection of
genetic information. Among the exceptions are information needed to support
Family Medical Leave (FMLA) requests, voluntary wellness programs, and
information obtained inadvertently.

Role of the EEOC in Discrimination Cases

Under federal law, discrimination charges must be filed with the EEOC within
180 days of the incident or awareness that the incident might have caused dis-
crimination. Most state laws allow up to three hundred days. Charges can be
brought against an individual or any organization on behalf of the individual.
No private lawsuit can be filed until the EEOC evaluates the case. Where EEOC
investigation warrants, and where individuals request an EEOC “right to sue,”
private lawsuits can be started within a period of 90 days after the right to sue
finding (Equal Employment Opportunity Commission, 2016).

Additional Legislation

In addition to the antidiscrimination legislation just described, there are many
other major laws that affect your organization. Details about the key legal
frameworks are listed here, and the U.S. government’s official web portal (www
.firstgov.gov) is a great place for nonprofit managers to find resources to answer
questions.

• Fair Labor Standards Act (FLSA) of 1938, which covers wages and hours stan-
dards, as well as overtime, for employees who work interstate. This act cov-
ers large employers (with $500,000 in annual revenue) and small employers
whose employees operate across state borders. Of particular interest in this
legislation is the determination of which staff are exempt from overtime pay
for work in excess of forty hours per week. “Professionals,” “executives,” and
“outside salespeople” are the official exempt categories, but interpretations
are more complex. Note: The US Department of Labor issued new FLSA

http://www.firstgov.gov
http://www.firstgov.gov
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regulations to take effect December, 2016, that will have important impact
on certain nonprofits and their employment practices.

• Equal Pay Act of 1963, which prohibits sex-based wage discrimination and
applies tomost organizations with one ormore employees. Exceptions include
seniority, merit pay, and job performance. The Lilly Ledbetter Fair Pay Act of
2009 extended the time allowed for filing pay discrimination claims.

• Executive Order 11246, which requires nondiscrimination and affirmative
action plans of federal government agencies and government contractors.

• Occupational Safety and Health Act of 1970, which was designed to reduce
workplace injuries and illnesses and resulted in the creation of the Depart-
ment of Labor’s Occupational Safety and Health Administration.

• Immigration Reform and Control Act of 1986, which requires employers to
verify employee identity and legal eligibility to work in the United States.

• Family andMedical Leave Act of 1993, which guarantees up to twelve weeks of
unpaid leave to employees in organizations with more than fifty employees to
welcome a natural or adoptive child into the family, to care for an immediate
relative, or to recover from an illness.

• The Health Insurance Portability and Accountability Act of 1996 (HIPAA),
which is designed to ensure that new staff can obtain health care benefits
without being subjected to preexisting conditions clauses. This legislation is
complex, and the reader can find details at the Health and Human Services
website (www.hhs.gov).

• USA Patriot Act of 2001, which broadens government ability to review employ-
ment records, conduct surveillance of employees and employers, andmonitor
financial flows.

• Homeland Security Act of 2002, which contains provisions regarding the hir-
ing of foreign workers. The act created the Department of Homeland Security
and transferred the processing of work authorizations from the Immigration
and Naturalization Service to the Bureau of Citizenship and Immigration Ser-
vices, a division of the Department of Homeland Security.

• The Affordable Care Act of 2010 (Obamacare), which may even the playing
field for small nonprofit organizations looking to recruit top talent. Because
the act makes health insurance more accessible and affordable for more
employees without requiring small employers to actually provide the insur-
ance themselves, smaller nonprofits may be less disadvantaged than before as
they compete for personnel.

• All state and local laws related to the workplace. Many of these follow the spirit
of the federal laws but are likely to cover more organizations of smaller size.
They may also cover groups not protected by federal legislation.

http://www.hhs.gov
http://www.hhs.gov
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Make It Legal, Make It Fair

There is a sometimes a paradox in legality and fairness: What is legal is not always
perceived as fair, and what is perceived as fair is not always legal. It is, of course,
necessary to meet legal standards in all human resource decisions, and the law
is relatively clear on what those specifics might be. However, a higher and more
complex standard is establishing human resource approaches that are perceived
by everyone inside and outside the organization as fair. Promoting antidiscrimi-
nation, following legal hiring procedures, and creating legal wages and benefits
are all important signals of the centrality of human resources to the nonprofit.

Yet despite consensus on these concepts, implementation can often lead to
staff feeling that they are not being treated fairly. In what has been, historically,
rare, but may be increasing instances, nonprofit social service workers (following
the lead of their compatriots in nonprofit hospitals and many nonprofit edu-
cational institutions) may consider creating or joining a union if nonprofit
management does not proactively implement state-of-the-art human resource
practices and cultures. Commentators have suggested that as the public sector
(where union membership is the relatively highest) is shrunk, is increasingly
hostile to unions, and/or is contracting out services to the nonprofit sector, the
nonprofit sector, itself, may become an arena of the next big unionization push
(Hill, 2013). However, observers also note that nonprofit managers may be in
a relatively unique position to ensure that a unionization drive is a mutually
beneficial exercise (Cohen, 2013). Indeed, as unions are, themselves, part of the
nonprofit universe, the two sides in the intra-sectoral labor dispute may be more
inclined to work in consonance rather than opposition. In any event, creating
open communication channels to bring issues of fairness—and perceived
unfairness—to everyone’s attention is important. Finally, going beyond simply
what is legal to embracing what staff feel is fair takes an organization a long way
toward building trust and commitment.

This is especially true for small or religious organizations that may be
exempt from the requirements of many of these legislative initiatives. Small
or religious organizations that do not respect the spirit of the law (even if not
required to respect the letter of the law) do so at their own risk. They run the
risk of disengaging the funding community, government opportunities, and
local labor markets and talent pools, as well as segments of the giving public.
With exemptions for religion-based discriminatory hiring for faith-based orga-
nizations seeking public support currently under contention, all organizations
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need to weigh the mission fulfillment and community needs argument in favor
of exclusionary human resource practices against legal and public norms and
expectations of fairness and diversity.

Putting It All Together: The Processes of Human Resources

This section of the chapter reviews effective approaches to recruiting and retain-
ing motivated nonprofit staff. We begin by reinforcing the idea of beginning with
the desired end state, and we recall the concepts of fit and embeddedness. We
discuss how recruitment and selection affect the culture of any nonprofit. We
address legal pitfalls. Finally, we raise awareness about what elements of the orga-
nization’s context must be taken into consideration.

The Human Resource Audit

Earlier in the chapter, we introduced the idea of “starting at the desired end,” that
is, figuring out where the organization stands with respect to human resources
and where it wants to go. Every nonprofit organization should regularly engage
in systematically evaluating where it stands with respect to human resources.
Exhibit 22.1 suggests the kinds of questions to be asked and answered.

Once the answers to the human resource audit questions are understood,
the organization is ready to begin the process of adding staff in a way that
will enhance the organization’s movement toward its desired state. The goal is
that every hiring and retention decision is made in the context of an overall
plan for where the organization is headed. All staff should be involved in the
human resource audit process as well as in developing plans for bridging any
identified gaps.

EXHIBIT 22.1. SAMPLE HUMAN RESOURCE AUDIT CHECKLIST

ORGANIZATION AND JOB STRUCTURE

How accurate is the organization chart? Does it reflect both formal and
informal reporting relationships? Is it current? Do staff at different levels
agree that it is accurate?

How up-to-date are job descriptions and statements of knowledge, skills,
and abilities (KSAs)? Do hiring, performance appraisal, and promotion
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standards support applicant matching and staff skill development for
these jobs and KSAs?

Do the existing organization structure and distribution of work respon-
sibilities match future operational plans? Which aspects of the structure
seem appropriate for the next three to five years, and which will need
modification?

Human Resource Planning

What skills are required for current projects? Do existing staff have the
needed skills? What training might be needed?

What skills are anticipated to be needed for future projects? Does the orga-
nization have these skills on staff at this time? If not, how will they be
required?

What turnover is anticipated within the next year? Will it likely be voluntary
or involuntary? What gaps will this create in the organization’s ability to
meet its goals? What capacity may be lost due to turnover?

How strong is the internal promotion ladder? Are internal promotions a
goal for this organization? If so, for what positions? How complete is the
leadership succession plan?

What future hiring plans currently exist? Are there resources in place to
fund these openings? What recruitment strategies have been developed
in anticipation of upcoming recruitment?

How competitive is the organization in its labor market with organizations
of similar size and purpose? Are salaries and benefits offered that will attract
desired applicants? How does the organization’s reputation affect potential
recruitment success?

Organization Culture

What characteristics were identified in the organizational fit analysis as
important? How well has fit been accomplished?

What were the outcomes of the internal embeddedness analysis? Which
staff are embedded, and which staff are not committed? Are the more
highly desired staff the more embedded? If not, how will the organization
work to achieve this?

What is the state of staff motivation? What makes working in this orga-
nization desirable for staff? What are the negative aspects of the work
environment? How and why do individuals vary in their motivation?

What characterizes the existing human resource culture? Is this culture
consistent with the organization’s mission? What values are central to the
operation? What dimensions of diversity are desired?
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The Staffing Plan

Nonprofits are likely to address the issue of staff planning within the broader
context of the organization’s strategic plan, although all nonprofits would do well
to strategically consider the staffing mix at start-up, at present, and for a future
desired state. The motivating question for any staffing plan is: “What are the con-
tinuing activities that need to be performed to help the organization meets its
goals (and, ultimately, its mission)?” The staffing plan involves determination of
the complement of staffers (full-time or full-time equivalent, part-time, volunteer,
consultant, and outsourced) that will most effectively contribute to achieving the
organization’s purpose. It is likely that planning such levels will involve careful
review of state and federal laws around fair labor standards and the designation
of employees as exempt versus nonexempt. The staffing plan will also likely desig-
nate staffing positions as belonging to central administration, general operations,
or program staff.

Especially in the case of small grassroots organizations transitioning to pro-
fessionally staffed entities, the staffing plan must address the shift in day-to-day
operations from a founding board or executive director to a supervised staff.
Funding exigencies, growth projections, community and subsector expectations,
and size and scope of expected service provision will all play a role in motivating
or constraining the staffing levels set by organizational leaders. Staffing levels and
complements for individual program areas may be set by constituent demands
and supply for those services, while staffing levels and complements for central
administration are likely to vary with the coordination and planning needs of the
organization as a whole.

One of the most important yet most overlooked areas in staff planning in
the nonprofit sector remains succession planning. In 2003, the United Way of
New York City’s study of CEOs, board members, and pipeline leaders confirmed
sectoral fears that almost half of all New York executive directors were planning
to leave their positions within five years at the same time that only one-third of
all directors stated that they had a succession plan in place (Birdsell and Muzzio,
2003). Given demographic changes and likely competition for talent from other
organizations and sectors, nonprofit leaders can give their organizations a leg
up by engaging in reflective succession planning as well as thoughtful leadership
development and training. Staffing, succession, and training and development
planning will also make staff retention a less daunting challenge.

Recruitment

The first step in recruitment is figuring out what kind of staff the organization
is seeking. Typically, a search is initiated by the creation of a new staff position
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or by the departure of staff in an existing role. In either case, it is important to
begin any search with a clear idea of the characteristics the organization is seek-
ing in a candidate. Increasing competition, especially for candidates of color,
makes recruiting qualified and appropriate candidates challenging (Salamon
and Geller, 2007).

Identifying Job Characteristics. In human resource terminology, these charac-
teristics are called KSAs, for knowledge, skills, and abilities. Knowledge encompasses
the content knowledge a staff person needs to know prior to being hired.
Proficiency in many positions presumes a specific body of knowledge. Is an
understanding of how arts management organizations are funded essential to
the position? Is a knowledge of state laws related to nonprofit status required?
When thinking about the term knowledge, it is useful to think about what facts
an individual should know. The term skills refers to proficiency in doing things
with objects or ideas. Is operating a computer necessary for this job? Does the
applicant need to be able to calculate tax credits on a loan? When defining the
term skills, think about what the applicant needs to do. Finally, abilities refers to the
capacity to undertake certain work responsibilities. Does the individual need to
be able to communicate effectively? Are supervisory abilities paramount? When
defining abilities, think about what the individual has the capacity to accomplish.

KSAs are similar to, but not the same as, competencies (which are defined as
capacities to act). KSAs have long been in use in government settings and made
their way into the private sector nearly two decades ago. Although the term is
somewhat less commonly used in the nonprofit sector, the KSA concept has an
important legal distinction. In the event the nonprofit organization is required
to demonstrate that a job requirement is related to the ability to perform the
job, the organization will be asked to demonstrate what KSAs were used for hir-
ing and how those KSAs are related to job performance. Thus, they serve as the
underpinnings for any legal and fair recruitment process.

Effective managers begin by determining what KSAs are desired for the avail-
able position through a process called job analysis. This process of discovery
usually includes interviewing current and former staff incumbents (if any), dia-
logue among those who will work with the individual about what they feel is
needed for success in the position, and strategic planning about what is needed
for the organization in that role. Job analysis is a process of uncovering various
perspectives on what the staff position is, might, and should encompass.

Writing Job Descriptions. After the job analysis phase, most organizations
write job descriptions. The job description serves three purposes: to help those
who will select among applicants consider what is needed for the position, to
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advertise to potential staff what the job will entail, and for use in legal defense
against discrimination charges. It is important that the job description be both
comprehensive and flexible. No candidate will meet all desired aspects, and
the position’s requirements will be fluid over time as needs arise. The effective
nonprofit manager strikes a balance, articulating clearly what the organization
is seeking without writing an unrealistically rigid characterization.

There are commercially available products for job analysis and the writing
of job descriptions, as well as technical assistance available from a variety of con-
sulting firms who specialize in these tasks. Each organization must decide how it
will undertake this responsibility. For larger organizations, crafting job descrip-
tions in-house may be easier, as there may be numerous other similar positions.
Conversely, it may be easier for outside consultants to compare positions with
others in other organizations. For smaller organizations, the task is more difficult
and is often best accomplished with outside advice from peer networks combined
with sample job description materials found on the Internet.

Searching

Once the job description is in hand, the organization should consider how it will
search for applicants. There are many sources of potential employees, grouped
for the purpose of discussion here into external and internal types.

The primary consideration when drafting a recruitment strategy is determin-
ing the goal of the recruitment program. Is the organization trying to attract a
large applicant pool? Is diversity of applications a major objective? Is promotion
from within the desired outcome? What are implications of hiring from without
versus hiring fromwithin? Are the candidates likely to be available locally, or will a
national search be required? Answers to these questions can help inform choices
about recruitment strategies. There is significant evidence that recruitment prac-
tices do matter to organizations. For example, there is a broad and extensive
literature on the effect of different recruitment strategies on applicant percep-
tion (Yu and Cable, 2014). Less is known directly about recruitment strategies
and organizational effectiveness, but anecdotal research suggests there is good
fodder for investigation.

External Approaches. Under some circumstances, searching for potential staff
from outside the organization is deemed desirable. Several types of sources can
be used, depending on the applicant pool targeted:

• Print and online ads. Running ads in newspapers or magazines is a broad
recruitment approach: it will generate a large applicant pool with a wide range
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of general skills—all the more so given the huge audience that online versions
of these periodicals attract. Advertising in newspapers is a good idea when the
organization is entering a new market, needs a large number of staff, wants to
broaden its contacts, and has the capacity to review a large number of applica-
tions. The cost is related to the advertising rates of the newspaper or magazine
itself and the staff to review applications that are generated. The typical urban
newspaper ad can generate as many as one thousand applicants, so be prepared
to manage the volume. Most newspapers have a local readership, so newspapers
allow a geographically targeted search (national newspapers will attract a national
pool), although this is increasingly changing as the news goes online and world-
wide. As such, this is a good approach for attracting a diverse applicant pool, as
a wide array of individuals will be exposed to the advertising.

• Websites and social networking. Popular and very inexpensive, posting job
listings through online databases and clearinghouses like Idealist.org enables
nonprofits to reach out for applicants worldwide. Estimates have suggested
that recruitment costs can be reduced by as much as 95 percent through
online recruiting. Services differ, but they generally allow the nonprofit to
specify the characteristics they are seeking and to screen out applicants who
lack requisite qualifications. One related issue is that web recruiting acts as
a stimulus for applicants to visit the hiring organization’s website. There is
evidence that website information is used by applicants to assess whether they fit
with the organization or not, suggesting that nonprofits should make sure that
their websites contain accurate information about the organization’s mission
and purpose. Also increasingly popular is the use of social networking tools
(Facebook, LinkedIn, Plaxo, and YouTube Nonprofit Partners, and others) for
recruiting staff, volunteers, and donors. Tomake the point about the importance
of LinkedIn as a tool in recruitment, Zide, Elman, and Shahani-Denning (2014,
p. 584) cited a Society of Human Resource Management Survey that revealed
that “95 percent of the 541 HR professionals surveyed indicated that they used
LinkedIn to recruit passive candidates who might not otherwise apply” and a
Forbes article (Schwabel, 2011) that suggested “that many companies believe
that the LinkedIn profile has replaced the traditional résumé” (2014, p. 584).
Nonprofits that can identify the general user characteristics of these different
online social networks can target their recruitment efforts for maximum yield.

• Professional publications, associations, and conferences. Releasing a job post-
ing through a professional association or advertising in a professional journal
is a good idea when the position the organization is seeking to fill is closely
related to a specific profession. For example, if the organization is seeking a
licensed social worker, advertising in professional social work outlets will attract a

http://Idealist.org
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large proportion of qualified applicants. Conference listings are good when the
organization can identify key conferences where applicants of interest would be
in attendance.

• College recruiting and internship programs. Appropriate for positions requir-
ing a college education, college recruiting is effective for reaching that market of
applicants. For nonprofits, education about opportunities in the nonprofit sector
needs to be part of on-campus recruitment efforts. Internships are particularly
useful to test out staff before making a permanent hire and to allow students
exposure to the organization.

• Government job services offices and placement agencies. These options are appro-
priate for locating entry and mid-level staff with little to some experience. Both
types of agencies prescreen candidates, which can be a cost-saving measure for
nonprofits with little time to cull through candidate files. Services are usually
free to the organization; government-funded job services work for no fee, while
placement agencies usually charge a fee to the applicant.

• Professional search firms or executive recruiters. Usually the most expensive of
the options, professional search firms are a good source of high-level applicants
with a specific skill set. Search firms usually offer expertise in identifying appli-
cants with specific experience. They also offer the advantage of confidentiality,
as they can make inquiries between the organization and potential applicants
without identifying either party. Many search firms charge the hiring organiza-
tion, not the applicant, and fees typically range from 10 to 25 percent of the
first year’s salary. Increasingly, search firms and recruiters are specializing in non-
profit placements, and in some cases, these services may be both less expensive
and more targeted for the nonprofit sector.

• Nonprofit-specific career fairs, conferences, showcases. During the first decade
of the new millennium, there was an explosion of nonprofit-specific venues for
nonprofit recruiting. Since 2001, Idealist.org has been hosting local nonprofit
career fairs in cities across the United States. Job-seekers attend for free,
while recruiting organizations pay a small fee to help cover costs. State and
local associations of nonprofits (along with their national federations) also
provide nonprofit career services to help match nonprofit professionals with
nonprofit recruiters. The Alliance for Nonprofit Management, an organization
dedicated to fostering the next generation of nonprofit leadership operating
through college and university chapters across the United States, prepares
future nonprofit staff and leaders through internships and coops with their
nonprofit partners. Even Youtube.com has jumped into the mix, providing a
special nonprofit program to allow third-sector organizations to tell their stories
to a wide audience including job seekers.

http://Idealist.Org
http://Youtube.com
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Internal Approaches. In some cases, filling staff vacancies from inside the
organization is the better strategy. The following are internal approaches that
may be undertaken:

• Employee referral. As mentioned earlier, internal referral programs have
advantages. Typically, employee referrals are relatively low in cost. Some non-
profits create staff incentive programs that give financial rewards to staff who
recruit others who are hired and work successfully in the organization. Employee
referrals lead to the identification of potential employees who know quite a
bit about the organization and whose interest in the organization is therefore
typically high. Employee referral programs tend to generate a geographically
local applicant pool, and prospects are limited to candidates who are connected
somehow to individuals already in the organization. One downside is that this
can make diversifying the nonprofit more difficult.

• Internal postings and promotion. Making opportunities available to current
staff is a critical dimension of a successful nonprofit. When hiring is consistently
done from the outside for positions above the entry level, a signal is sent to staff
that their opportunities are limited. Ensure that all staff are aware of upcom-
ing openings, and give them access to ample information about the positions.
Managing decisions to hire from the outside when there are qualified internal
candidates can be difficult, but seriously considering insiders as applicants tends
to lead to better perceptions of fairness, even if the internal candidates are not
ultimately chosen.

• Client and volunteer recruitment. A rich source of candidates for nonprofits
is the client and volunteer base of individuals who already have a relationship
with the organization. These sources offer the benefits of familiarity with
the organization and understanding of its basic operations. Many successful
nonprofits make the boundaries between volunteers and paid staff permeable.
Organizations with client bases can improve services by hiring clients as staff
members. As already noted, many nonprofits and affirmative businesses, by
mission and strategy, choose to hire mostly or exclusively from within client and
volunteer ranks.

In general, what recruitment sources are most effective? Meta-analyses of
studies of recruitment sources have found that individuals hired through internal
sources are as much as 24 percent more likely to stay on the job for the first year
(Yu and Cable, 2014) and tend to be more satisfied than those recruited from
the outside. Among the competing explanations for this effect: applicants have
a realistic preview of the job; there is better person-job and person-organization
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fit for inside referrals; internal candidates are of higher quality; and employees
are more credible as sources of job information.

Finally, what information should be included in the recruitment process?
Effective and accurate communication is always a goal; candidates not hired by
the organization will nevertheless learn a lot about it and should be left with
a good impression. More information and accurate information both lead to
positive outcomes. Friendliness and timeliness on behalf of everyone in the
recruitment process leads to perceptions of a fair and friendly organization that
is interested in the applicant. Inclusion of women and people of color in the
recruitment process signals an organization open to diversity.

Choosing a Candidate

Perhaps the most challenging human resource task is determining which can-
didate or candidates from the pool of applicants should be chosen. As briefly
described earlier, it is important that any applicant be evaluated on whether or
not he or she has the ability to perform the required tasks. In nonprofits, the
needs for flexibility of staff are often paramount; thus structured approaches are
often not practical and are arguably less desirable.

Most nonprofit organizations are also particularly interested in the notion of
fit—in many cases, this is interpreted as the extent to which the applicant shares
a commitment to the mission. Mission drift is sometimes seen as one result of
hiring key staff who do not share the organization’s view on its future direction.
In all selection decisions, the premiere challenge is finding a qualified, moti-
vated, and adaptable candidate on whom various staff can agree.

Particularly applicable in large nonprofit contexts, staff selection can include
highly technical procedures. For example, there is a plethora of well-established
selection instruments, including personality, cognitive ability, and honesty test-
ing; assessment centers that evaluate leadership and teamperformance; andwork
sample tests that replicate actual portions of the job to be performed. We will
review each of these approaches briefly (more extensive details on these topics
can be found in Gatewood, Feild, and Barrick, 2015).

Once the recruitment pool has been identified, a critical first step is to review
the demographics of the full pool of applicants to ensure that a diverse pool has
been garnered. Once that diversity is determined, the next step is to select qual-
ified candidates, Now is the time to apply what has been determined by the job
analysis, examining which potential staff members hold the best promise based
on the KSAs previously identified for the position. It is best to review a variety of
applicant materials, including résumés, letters of interest, and application forms
(see Table 22.1).
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Step 1: Determine Which Applicants Have the Required Qualifications.
Candidates who do not have the required qualifications should be immediately
rejected from the pool. Most organizations write a polite letter to the candidate
indicating that many other applicants who are more qualified for the position
are being considered. It is important to thank candidates for their interest in
the organization and to encourage them to apply for future openings as they
become available. If possible, keep on file information about applicants who
look promising but do not meet the organization’s current needs.

For candidates who meet the required qualifications, the organization
typically moves on to determine whether this is the best candidate for the posi-
tion. Although the qualifications must eventually be verified (degrees actually
awarded, employment checked, and so on), it is usually best to wait to verify
these details until after the candidate has shown interest through the interview.

Step 2: Assess Which Candidates Are Among the Best for the Position. In
this stage of the selection process, it is necessary to choose a pool of candidates
whom the organization will consider further. The size of the reduced pool will be
determined by the number of qualified candidates available, the organization’s
resources for further investigation, and the timetable under which the decision
must be made. Most organizations will reduce the qualified candidate pool to
between three and five candidates.

If the organization has the available resources and assessment instruments
are considered appropriate for the position being considered, at this stage the
organization may ask the candidates to submit to these tests. Many organizations
(particularly in the private sector) use psychological tests, the most common of
which is called the “Big Five” personality test. The five characteristics, identified
through either the Five Factor Index instrument (Goldberg, 1990) or theNEO-PI
instrument (Costa and McCrae, 1997) are based on decades of psychological
research that suggests that the stable elements of personality include openness
to experience, conscientiousness, emotional stability, agreeableness, and extro-
version. Of the five, conscientiousness has been shown to be the best predictor
of performance overall, and extroversion best for external relations positions
like sales or fundraising (Gatewood, Feild, and Barrick, 2015). Tests of general
cognitive ability, which research has shown to be among the best predictors of
job performance for complex jobs across the United States, with even stronger
relationships across Europe (Salgado, Anderson, Moscoso, Bertua, and De Fruyt,
2003), are also widely used. In recent years, honesty tests have become popular.
Research findings about the general efficacy of integrity tests exists, but ques-
tions remain about the appropriateness of their use, the ability of individuals
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to fake the results, the underlying conceptual reasons why integrity tests might
work, and the cultural contexts in which they are appropriate (Berry, Sackett,
and Wiemann, 2007).

Psychological testing has been shown to be a good predictor of future perfor-
mance and to have high “predictive validity,” as there is empirical evidence that
the traits they test are indeed related to some kinds of job performance. Thus,
such tests have generally been upheld in most court cases as legal, particularly
where the organizations have tested the relationship between test scores and
performance in their own organizations. However, personality tests often have
low “face validity,” that is, candidates may perceive the tests as inappropriate
or invasive, and this sometimes gives rise to perceptions of inequity. Other
organizations use work sample tests, and/or “realistic job previews” (RJPs)
to assess requisite skills such as financial management, software proficiency,
or industry expertise. One challenge in using work sample tests is to identify
appropriate tests available for commercial sale or to develop one’s own instru-
ments in-house, an expensive undertaking that sometimes requires particular
expertise. However, RJPs can take a wide variety of forms, from “homemade”
videos providing “realistic” observations of typical work days/assignments to
more in-depth trial assignments that may range from a few minutes to whole
days on an assortment of tasks. Supporters of RJPs point to the two-way street
aspect of evaluation they provide: organizations observe how the candidate
actually handles the work expected, and candidates observe how the organi-
zation is actually managed. For organizations interested in “fit,” RJPs provide
an opportunity for both sides of the recruiting equation to test out values and
work congruence.

Another popular selection tool, assessment centers, is very effective if the
position requires leadership or team management skills, but their design and
administration are expensive. In general, the advantage of work sample tests is
that they assess work qualifications directly. Thus, they tend to have high face
validity and are usually perceived by applicants as fair since they are directly
related to the work to be performed.

Perhaps the holy grail in selection is the personal interview. Historically
conducted face-to-face, some organizations are finding that resource con-
straints and large applicant pools make preliminary telephone, video, or
web-based interviews an important first screening test. Empirical evidence about
selection interviews is mixed. Research shows that interviews have low predictive
validity for job performance but high face validity, as they are perceived as desir-
able by both interviewers and interviewees (Macan, 2009). Despite limitations,
interviews are nearly universally conducted in selection.
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We offer the following guidelines to help interviewers do a better job at
conducting effective interviews:

• Use a structured interview format. A consistent finding in the selection litera-
ture is that the same questions should be asked of all candidates for the position.
Thus, rather than using a free-flowing conversation to assess candidate appro-
priateness, determine ahead of the interview what questions will be asked of all
candidates. This helps the organization keep the interview tied to the relevant
KSAs being assessed, it encourages managers to consider carefully the character-
istics they are seeking before the interview, and it ensures that each candidate is
asked to address the same issues.

• Stick with behaviors. Successful interviewing relies on conversations that
focus on the behaviors candidates have exhibited in past work settings. Interview
questions should ask what the candidate did in past situations, as past behavior
has been shown to be the best predictor of future performance.

• Keep it legal. As covered in detail earlier, there are many categories of
protected employees. No interview questions should explore any protected cat-
egory, either deliberately or inadvertently. For example, it is never appropriate
to ask candidates whether they have made child care arrangements or they
have spousal coverage on benefits (implying gender or parental status); instead,
ask if the candidate is able to work the hours required. Never ask candidates
when they graduated from high school or college or earned a professional
certification (implying age); instead, ask if the degree has been obtained or
if the certification is currently valid. Do not ask whether a candidate is a U.S.
citizen; ask instead whether the candidate is authorized to work in the United
States or can gain authorization if selected for the position.

• Consider a team interview. A relatively new development in selection involves
team-based selection. Research suggests that conducting a team interview (with
two to five members in diverse positions who are savvy about employment
practices) and using a team selection process can enhance fit and improve com-
mitment to selection decisions (Stewart, 2003). Team interviews also enhance
the likelihood of a realistic job preview that outlines both the strengths and
weaknesses of the position, making it more likely that the candidate will be
informed about what the position will really entail, enhancing early commit-
ment to the organization and encouraging self-selection out of the process for
candidates who feel they would not be a good match. Realistic job previews also
have the advantage of setting appropriate expectations for those accepting the
position (Morse and Popovich, 2009).
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Step 3: Verify Candidate Qualifications and Match. Once a candidate has
passed the interview stage, it is time to check references. The candidate will have
provided references in writing or listed names to be contacted. In either case,
it is advisable to follow up with a telephone call with specific questions. These
questions should be designed to probe information already obtained from
other sources and to facilitate more detailed understanding of the candidate’s
qualifications.

The reference-checking process is fraught with difficulties. Many for-
mer employers will provide only very basic information, including dates of
employment and whether the employee is eligible for rehire. This reluctance is
sometimes due to personal preferences and at other times is the result of legal
counsel’s advice to avoid possible slander or libel suits. Yet reference checking is
a step that should never be skipped: It is imperative to show “due diligence” in
the hiring process. A legal concept called “negligent hiring” can be invoked by
staff members who feel that adequate precautions were not taken to ensure that
the candidate does not prove dangerous to the other staff (Gatewood, Feild, and
Barrick, 2015).

Step 4: Make the Selection Decision and Tender the Offer. Once all information
has been collected, it is time to make an offer to the leading candidate. Ideally,
there is agreement among those involved in the selection process as to who the
best candidate is. Often there is more than one leading candidate. It is a good
idea to keep all top candidates in the pool until a final offer is accepted. The
offer should be given by phone, followed up with details in writing. The offer let-
ter should include the name of the position, annual (or hourly) salary, benefits
to be included in the package, starting date, and terms of employment (full-time
permanent, part-time temporary, and so on). The letter should include a dead-
line, usually within two weeks, by which the candidate must reply. Salary level
should be discussed with the candidate before tendering the final offer.

Summary of the Selection Process

To summarize, the selection process should be designed to attract and hire
qualified candidates who fit both the job and the organization. Throughout the
process, attention must be paid to the overall hiring strategy and staff and
succession planning of the organization. Performance standards must always be
kept in mind during the selection process. A thorough job evaluation should
help guide the criteria on which decisions are made. It is advisable to involve
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multiple staff members in the selection process to ensure an open dialogue
among current and future staff. Legalities should be considered, and each step
of the selection process should be valid in that it leads to the selection of a staff
member who can succeed in the organization.

Retention Through Motivation

Once the organization has selected the right staff and the right complement of
staff to achieve organizational goals, the next (ongoing) steps involve motivating
and retaining (good) people. For-profit organizations and traditional business
schools have spent the better part of a century trying to understand and enact
the elusive motivation of staff that brings organizational effectiveness. The good
news, as we noted at the beginning of this chapter, is that motivation of staff is
one area where nonprofit organizations seem to have the inherent advantage.
Indeed evidence shows that mission attachment of nonprofit workers enhances
their satisfaction and increases their intention to stay, especially for younger and
part-time workers (Brown and Yoshioka, 2003).

Study after study has demonstrated that nonprofit employees are more
engaged, more motivated, and sometimes even more satisfied in and by their
work than employees in other sectors (for example, De Cooman, De Gieter,
Pepermans, and Jegers, 2009). Yet turning that motivation into productivity and
guarding against burnout remain confounding issues for nonprofit leaders.
Developing work-life balance policies, like flexible scheduling and family leaves,
is key to retaining nonprofit staff (Pitt-Catsouphes, Swanberg, Bond, and
Galinsky, 2004), especially for nonprofits with more than one hundred staff
members. And retaining experienced workers when pay and benefits are not
competitive can be difficult. Furthermore, assuming that all nonprofits have
the motivation advantage is misleading. Small nonprofits motivate employees
toward goal achievement differently from larger nonprofits, and great variability
in motivational techniques and organizational cultures exist across (and within)
nonprofit subsectors. Indeed, motivating employees in large urban hospital
systems may take a very different organizational culture and set of tools than
motivating employees in a small rural community development corporation.

There are any number of theories that purport to explain how organiza-
tional actors are motivated. These include needs theories that emphasize how
organizational life can help satisfy individual desires (Maslow, 1943) and process
approaches like equity (Adams, 1963) and expectancy theories (Vroom, 1964),
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which emphasize the cognitive analyses and choices that individuals make in
deciding how much exertion of effort is worth their while. These concepts
have then been differentially applied by the generic management literature to
construct techniques and programs aimed at increasing employee motivation
and concomitant productivity. In the for-profit world, management “flavors of
the month” have included the recognition of individual differences in designing
motivation programs, managing by objectives (using goal setting to spur effort),
basing rewards on performance, and enhancing opportunities for participation
in decision making. Many of these theories and applications start with the
assumption that human resources need to be aligned with organizational goals,
and motivation techniques exist to do just that. (Compensation strategies and
designs are discussed in depth in Chapter Twenty-Three.)

These theories and applications are variably useful to nonprofit leaders as
suggested by the review work of Schepers, De Gieter, Pepermans, Du Bois, Caers,
and Jegers (2005). Indeed, these authors underscore our point that nonprofit
employees might be differentially motivated from for-profit employees at the
same time that nonprofit employees in different subsectors may also be uniquely
motivated. Robert C. Clark (2006) of the Harvard Law School is quietly shop-
ping around his potential answer to the riddle of nonprofit motivation—a strong
moral system that sustains and enhances nonprofit participation through inter-
nalized values and norms and the threat of sanctions including social disapproval
and guilt.

In the end, though, it might be most helpful to reconceptualize motivation
in nonprofits as part of the larger human resource system embedded within the
organization’s culture, always with an eye toward the power of the mission. In
nonprofit (and in particular service) organizations, human resources are not so
much aligned with the organization as they are the organization. Further, it is
often the case that nonprofits do not have to align employee goals with organi-
zational goals because the selection process and the draw of the mission have
already done that.

For nonprofits, then, activity around motivation might best be spent nour-
ishing an organizational culture that values all constituencies, respecting each
participant’s contribution to fulfillment of mission. While such motivation may
be complemented by compensation and benefit programs, it is also enacted by
the management of organizational symbols, rites and rituals, and affirmative
events and recognition. Progressive nonprofit cultures motivate employees
through fair and humane compensation and benefits but also affirm people’s
value and commitment to the organization’s mission in an ongoing fashion.
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Discharge, Layoffs, and Voluntary Turnover

Although we hope, and textbooks infer, that organizations can motivate people
to stay goal-focused and loyal, we know that organizational turnover is a fact of
life. Getting a handle on voluntary turnover seems especially important to non-
profit organizations that are, indeed, defined by their human resources. Costs of
voluntary turnover, even in organizations not so dependent on labor, can be stag-
gering, if not debilitating. Immediately, turnover means starting the recruiting,
selecting, and even training processes all over and incurring their concomitant
costs. There is also the disruption to the organization’s processes, culture, and
other constituents when old faces disappear.

Traditional advice to managers suggests a correlation between job satisfac-
tion and voluntary turnover. However, many of the causes of turnover are varied
and often not directly under the control of the organization. These include, most
conspicuously, labor market conditions and alternative job (and life) opportu-
nities. Recent literature has sought to explore how even these external factors
might be addressed by organizational leaders eager to retain their most valued
and valuable employees. A wave of literature in the for-profit sector cited earlier
posits that “job embeddedness” is an even better predictor of staying the organiza-
tional course than job satisfaction, organizational commitment, job alternatives,
and job search (see Mitchell, Holtom, Lee, Sablynski, and Erez, 2001). As noted
earlier, these researchers define job embeddedness as a multifaceted construct
that includes three core components: links between individuals and co-workers,
perceptions of fit with both organization and community, and the sense of sacri-
fice if the position were to be relinquished.

This line of thinking takes organizational leaders out of the realm of the
“at-work-only” context and suggests that leaders need to take a more holistic
approach to employees’ well-being. Encouraging employees’ links to co-workers,
boards, and clients might elevate employees’ feelings of embeddedness, as would
encouraging employees’ connections to community activity. In many ways, these
suggestions may be second-nature to leaders of community-based organizations,
but their value to organizational human resources has not been so acutely sup-
ported in the past. We suggest that in the nonprofit context, job embeddedness
often morphs into organizational embeddedness, which is often overlaid with a
sense of community embeddedness. If organizational leaders ignore the reality
of embeddedness within a job, an organization, or a community, they do so at
their own peril. Conversely, finding organizationally sanctioned ways to encour-
age cross-linkages and social networks, as well as community involvement, will
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likely result in more embedded and then committed staffers and may go a long
way toward supporting organization and community missions.

Particularly in economic downturns, some organizations inevitably find it
necessary to lay off staff involuntarily. Inconsistent funding streams, failure to
obtain grants or grant renewals, or a general downturn in demand can all lead
to these difficult decisions that challenge the very fabric of a nonprofit’s culture.
Our general advice for downsizing (as it is bloodlessly called) is to avoid it when
possible and, when it is unavoidable, to enact it mindfully. This includes careful
performance-based identification of those to be eliminated, sufficient advance
warning, adequate explanation of rationale, and assistance in outplacement.
Perhaps paradoxically, handling these issues with a personal touch is important.
Although an executive’s instincts may be to avoid face-to-face conversations
with those being terminated or to delegate this responsibility to staff, handling
these issues openly, honestly, and directly is the best approach. Legal consid-
erations are also important. Many downsizings target high-paid workers as a
cost-cutting measure, resulting in class action lawsuits for discrimination based
on age. Finally, managers also must not forget the remaining staff. Research
suggests that those who retain their jobs are often haunted by stress, fatigue,
and guilt.

Make or Buy? Outsourcing Human Resources

One contemporary trend is toward the outsourcing of human resource func-
tions. For small nonprofits in particular, the attraction of delegating human
resource functions to external experts may be strong: often there is little internal
capacity to perform what are viewed as specialized tasks. Indeed, the outsourcing
of recruitment, applicant screening, relocation services, payroll, and benefits is
common in some subsectors.

Nonetheless, each organization must decide which human resource func-
tions are core to its approach. For many organizations, this makes deciding to
outsource payroll and benefits delivery (but not design) a clear choice: external
vendors often have software and specialized expertise in delivering these services,
and the cost can be advantageous. However, for human resource functions more
central to the organization’smission, such as attracting and selecting staff, it often
makes sense to keep these functions in-house. Although there can be economic
benefits of scale when outsourcing recruitment and selection in small organi-
zations, these reduced costs can sometimes also translate into loss of control of
attraction of staff who fit the organization’s culture.Outsourcing human resource
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functions that play critical roles in identifying and retaining staff who share the
organization’s mission are often best left inside.

One notable exception is the idea of collaborating across organizations to
provide health care and retirement benefits. For small nonprofits in particular,
purchasing power for health care packages and investment power for retirement
are in short supply. Joining a benefits collaborative, or creating one, can dramat-
ically decrease the cost of such services per individual employee.

When a decision to outsource is made, it is imperative to follow up with
thorough management of the outsourced contracts as well as evaluation of the
efficacy of those relationships after a short period. In addition to considering
administrative costs, organizations are well advised to measure staff satisfaction
with outsourced services.

One last outsourcing trend worth noting here is the growing industry of
“rent an ED” (executive director) for nonprofits in transition. In the last decade
a whole field has developed to supply transitioning nonprofits with interim exec-
utive leaders (IELs). Consulting and headhunting firms train displaced and
aspiring EDs to become IELs to serve nonprofits that have been left leaderless.
As talk of a coming crisis in nonprofit leadership (brought about by the en masse
retirements of Baby Boomer EDs) has proliferated, so have firms, both for-profit
andnonprofit, that specialize in outsourcing theED function, at least temporarily.

Summary: Effective Human Resource Practice

If themore humanistic aspects of this chapter have been insufficient to jump-start
a reluctant nonprofit human resource leader, consider this: research suggests
that human costs (payroll, benefits, training, and so on) in labor-intensive
nonprofit organizations can account for more than 75 percent of total costs,
compared to under 15 percent in capital-intensive organizations (Macpherson,
2001). Obviously, inattention to the major resource of an organization is a recipe
for trouble. And this chapter has recommended anything but inattention.

We began with the suggestion that human resources—which we define
broadly as “the organization”—is usefully construed as a systems dynamic.
Successful nonprofit leaders work with staff to define organizational goals around
human resources as well as mission fulfillment. The parts are interconnected—
breakdowns in human resource leadership (a disintegration of organizational
culture, a spate of voluntary departures, and so on) will likely lead to disrupted
service delivery, which can tarnish reputation, diminish the ability to acquire
funds, and cause harm in myriad other ways. A smooth-running organization
will devote executive-level attention to planning around human resources.
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TABLE 22.2. Relevant Human Resource Questions as a Reflection of
Organization Size and Life Cycle

Matter Under
Consideration Small or Start-Up Large or Established

Culture Do our mission, vision, and
strategy support our culture?

Should our human resource
systems be professionalized?

If so, how? Should human
resource responsibilities be
part of existing staff roles, or
are separate positions
warranted?

Do our mission, vision, and strategy
support our culture? Is our staff
culture consistent with the values of
our mission?

Has human resources remained an
integral part of our strategic thinking,
or has becoming functionalized make
it separate? Does our large
organization feel small?

Legal At what staff size do state labor
and employment laws apply?

At what staff size do federal
labor and employment laws
apply?

Are we above those levels?
Is our subsector subject to

further labor regulation?

Are we compliant with state labor and
employment laws?

Are we compliant with federal labor and
employment laws?

Are we superseding legal standards in
promoting an equitable workplace?

Is our subsector subject to further labor
regulation?

Human
resource
audits

When and how should we
allocate funds to human
resource audits?

Where can we find sample
materials and benchmarks?

What are the goals of our human
resource audits?

Do our audits meet those goals?
Are our human resource audits

comprehensive? Are we using a
variety of metrics?

Staffing Plan Do we need to grow our staff to
meet our mission?

If so, how will we identify the
resources to grow our staff?

Do we have the right complement of
staff to meet our mission?

Are we planning growth, transition, or
downsizing?

Selection Does our small size allow
growth from inside, or is
external recruitment more
likely?

Do religious orientation,
regional culture, industry
subsector, or other factors
delimit our selection?

Does our culture promote growth from
the inside?

Have we identified appropriate channels
through which to search for unique
skills?

Do religious orientation, regional
culture, industry subsector, or other
factors delimit our selection?

Retention
and
motivation

How much does our small size
contribute to the culture we
have developed?

If we are growing, how is this
affecting our culture?

What motivates our staff?
How do we allocate resources to

motivate and retain our proven staff?
Which staff are leaving voluntarily,
and why are they leaving?

Discharge,
layoff, and
turnover

Absent large size or long-term
community track record, how
do we embed our employees?

How do we leverage our size, standing,
and reputation to help embed our
proven employees?

Make or buy? Do we “buy” to attempt to keep
permanent staff size small?

Does our choice to “buy” alienate or
support permanent internal staff?
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We recognize that one size does not fit all; enabling dialogue around human
resource goals is highly dependent on an organization’s size and life cycle (not to
mention cultural and industry or subsector norms). We argue that value-creating
and value-diffusing nonprofits and their component parts are well advised to
engage the whole of their labor force in the human resource process at all stages
of the organization’s growth. Executives in different contexts will necessarily face
different human resource decisions and must ask context-relevant questions.
To illustrate how some of these contextual elements might play out, a sampling
of how size and life cycle of the organization influence what human resource
questions should be asked is presented in Table 22.2. These questions might
be periodically reviewed to take stock of how well the organization is doing in
developing and maintaining their human resource approach.

Certainly, some subsectors (and within subsector, particular organizations)
of the nonprofit universe are marred by less than stellar labor records, and so we
underscore the importance of rethinking the organization from the standpoint
of those who make it work. All nonprofit leaders can be guided by the basic ques-
tions raised by this chapter, and the answers, of course, will vary: What motivates
employees? What embeds them in their jobs, organizations, and communities?
What laws model best practices, even when size or subsector exempt an organiza-
tion? What staffing plans best support an organization’s human resource goals?
What recruitment and selection processes are most likely to result in an augmen-
tation of the most laudable components of the organization’s unique culture?
And finally, what are all of our goals for the people of the organization?

Since the process of answering the questions is likely to be as important as
the actual answers, it is through the continuous re-creation of human resource
goals that an effective nonprofit human resource culture is designed.
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CHAPTER TWENTY-THREE

COMPENSATION

Total Rewards Programs in Nonprofit
Organizations

Nancy E. Day

Some profit and nonprofit organizations, particularly those that are smaller
and less sophisticated, consider employee compensation as an onerous and

expensive obligation on which as little time as possible should be spent. Salaries
and benefits may be set haphazardly, based on “gut feelings“ about how much
certain jobs bring on the generalmarket or on the difficulty of attracting qualified
people to key positions. These organizations view compensation as extraneous to
their organization’s overall mission or strategy. This is unfortunate and unwise,
given that labor costsmake up over 50 percent of total costs formanyU.S. employ-
ers (Milkovich, Newman, and Gerhart, 2011).

It is essential that the compensation system attracts and rewards the best qual-
ity workforce it can afford, since the organization’s human resources are indeed
its most important resources. Without them, the organization’s goals cannot be
achieved and its values cannot be enacted. As Louis Mayer, of Metro Goldwyn
Mayer, said, “The inventory goes home at night” (Choate, 1990). This is especially
true for nonprofits.

Total Rewards: Integral to Organizational Strategy

The contemporary view of pay and benefits has become an integrative one that
is more appropriately conceptualized as “total rewards” (Christofferson and
King, 2006). Whereas compensation includes anything of monetary value that
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the organization provides its employees in exchange for their services (pay and
benefits, including perquisites), “total rewards” includes all those things that
will motivate workers to be attracted to the firm, join it, perform well in it, and
remain with it. This definition includes not only the “basics” such as base salary,
incentive pay and benefits, but also those work environment characteristics that
create a “workplace of choice”: good supervision, safe and attractive facilities,
access to training and development, and other elements that attract potential
employees and enhance their experiences once they are members of the
organization. This definition is sweeping and inclusive, suggesting that the job
of those managing compensation is broader and more diverse than building
sound pay programs and providing adequate benefits, and includes an entire
constellation of programs and practices designed to support the organization’s
strategic goals.

For the purposes of this chapter, space necessitates we focus most of our
discussion on the more basic forms of compensation: salary, incentives, and
benefits. Incentives are becoming more common in nonprofit organizations.
Indeed, a survey of nonprofits conducted jointly by WorldatWork and Vivient
Consulting found that 82 percent of participating organizations offered
short-term incentives and 19 percent offered long-term incentives. However,
it should be noted that the majority of the organizations surveyed were large
(budgets between $100 million to $5 billion) and thus had resources to design
and allocate more sophisticated rewards systems (WorldatWork and Vivient
Consulting, 2014). But for all such nonprofits, particularly at nonexecutive
levels, there is a trend to include incentives as part of the nonprofit pay package.
Incentive pay is an avenue by which individual pay can be directly related to the
“bottom line” results or mission of the organization, reducing fixed costs and
encouraging top performance because it puts a percentage of an employee’s pay
“at risk.” In times of tight budgets (as most are for nonprofits), pay programs
that decrease fixed costs while increasing both individual and organizational
performance are receiving more than passing attention from managers of
nonprofit organizations.

Compensation Strategy and Organizational Mission

All organizations base their actions on goals that are either explicit or implicit.
Strategic planning is done in well-managed organizations to ensure that
current resources, financial, material and human, are used in the manner most
effective to the organization’s raison d’être. Organizations with effective perfor-
mance appraisal programs will require individual employees to set performance
objectives based on department goals, which in turn are driven by division and
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organizational goals. This “cascading” effect allows successful organizations to
link broad, often ambitious, goals and values with the activities of their individual
workers. Thus, ultimately the individual employee is responsible for carrying out
the fundamental mission of the organization. Because of this, it is imperative
that the rewards system be part of the nonprofit’s strategy and plan and be
consistent with the organization’s goals, culture, and environmental pressures.
Organizations need to decide where they want to go and how they will get there.
Compensation is one of the many important cogs in the total organizational
machine that must be carefully tended, frequently lubricated and repaired, and
upgraded or replaced if it no longer functions adequately.

For example, an organization that is changing its organizational structure
must ensure that its pay strategy fits these changes. The most effective pay for
self-directed work teams is probably not a traditional salary program; careful anal-
ysis of the goals of the work teams and their structures, the reasons why teams are
being implemented, and the pay strategy of the organization all must be consid-
ered to determine the best approach.

It is imperative that workers are paid for what the organization wants to
reward. This obvious yet critical fact is illustrated by Steven Kerr’s well-known
article, “On the Folly of Rewarding A, While Hoping for B” which cannot be
quoted too often:

Whether dealing with monkeys, rats, or human beings, it is hardly
controversial to state that most organisms seek information concerning
what activities are rewarded, and then seek to do (or at least pretend to
do) those things, often to the virtual exclusion of activities not rewarded.
The extent to which this occurs of course will depend on the perceived
attractiveness of the rewards offered, but neither operant nor expectancy
theorists would quarrel with the essence of this notion.

Nevertheless, numerous examples exist of reward systems that
are fouled up in that behaviors which are rewarded are those which
the rewarder is trying to discourage, while the behavior he desires is not
being rewarded at all. (Kerr, 1975, p. 769)

A familiar example of this type of mistake occurred frequently in the
early 1980s when employees were given regular, annual cost-of-living increases.
Although high inflation demanded some salary escalation to keep workers even
with living costs, organizations were in effect paying their employees to merely
show up, whether or not they were performing in the best interests of the
organization. A better way to use pay to accomplish organizational goals is to
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direct the largest increases at those workers who contribute the most, not equally
to all employees regardless of their performance. Another more distasteful
example was a situation at Green Giant, in which employees who were rewarded
for finding insect pieces in the vegetables began importing “home-grown” bug
parts in order to increase their incentives (as reported in Milkovich, Newman,
and Gerhart, 2011).

The Need for a Rewards Policy

Environmental and market demands have significant impacts on reward systems.
Organizations that have jobs requiring extremely high levels of technical skill and
expertise, such as medical doctors or engineers, must design systems that reward
these key positions adequately. Management needs to ensure that qualified peo-
ple are attracted and retained, while at the same time carefully balancing pay
relationships across jobs within the company to avoid inequity.

Edward Lawler (1990, p. 11) recommends that managers should develop
an effective strategy “with an analysis of the outcomes or results they need from
their pay system and then develop a core set of compensation principles and
practices to support these directions.” Aligning the reward system, including
compensation, benefits, and work environment factors, to the organization’s
mission and strategic plan as well as its management style is critical. Thus,
before a reward program is seriously considered, the executives and profession-
als responsible for designing it need to evaluate carefully the organization’s
goals, values, culture, and strategy to ensure that rewards plays a key role in
accomplishing organizational goals. The key point here is that the nonprofit’s
top management should carefully and strategically assess “What knowledge, skills,
abilities, and outcomes does our organization need to reward?” This simple yet mean-
ingful question should become the compensation manager’s motto, continually
guiding him or her in making decisions about the content and process of the
organization’s total rewards strategy.

One way that many organizations define their total reward strategy is
through the development, communication, and maintenance of a reward policy.
This is generally a simple, relatively short statement that communicates how the
organization plans to reward people, including pay, benefits, and work environ-
ment characteristics, how the system will be designed and maintained, and the
philosophy of what rewards are supposed to accomplish. Also included should
be a statement expressing the organization’s intention to treat everyone fairly
and equitably, regardless of race, sex, religion, age, disability, color, national
origin, and other protected classes relevant to local laws or organizational values
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or policies. Notably, 89 percent of Fortune 500 organizations, as well as some
jurisdictions, include LGBT (lesbian, gay, bisexual, and transgender) as a group
protected by their antidiscrimination policies (Human Rights Campaign, 2015)
and, indeed, there are important business reasons to do so (Day and Greene,
2008). Although the organization’s rewards policy should be brief, much care
and deliberation needs to go into its development, since top management must
make a commitment to staunchly adhere to its precepts to maximize employee
trust. The reward policy should then be communicated to employees, along with
other key policies.

Using Consultants

Before embarking on any major new salary or benefits program, the nonprofit
organization should consider the value and cost-effectiveness of contracting
with a compensation consultant. Organizations on tight budgets, particularly
nonprofits, often fall into the trap of trying to save money by developing
major programs in-house. If current human resources (HR) staff have the
needed expertise, this may be the appropriate avenue to take. However, even
if current staff are equipped with necessary skills, the following points should
be considered.

First, consultants generally have a wide range of experience across a num-
ber of organizations and therefore may know what will work best for any unique
organization. Compensation programs, especially benefits, are sophisticated and
complex systems, and even HR professionals with basic compensation knowl-
edge may not have the breadth and depth of knowledge to develop and install
programs that are truly a “good fit.” Consultants are able to introduce inno-
vative ideas gleaned from their work, and if they are strategically focused, will
recommend the ones most suited to the organization rather than any current
HR fad.

Second, consultants usually have access to a vast amount of salary and bene-
fits survey data or have easily accessible sources and will be able to assess external
competitiveness better than an organization can alone.

Third, because consultants have experience with other types of organiza-
tions, both in different sectors as well as multiple products or services, they
often bring innovative and creative ideas that even the brightest HR manager
within the organization wouldn’t consider. They are paid for creating inventive,
state-of-the-art solutions, so they may be able to generate cost-effective, unique
ideas that will contribute to the organization’s effectiveness or distinctiveness in
the labor market.
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Fourth, consultants are outsiders, and this gives them an extremely valu-
able commodity: objectivity. Since the consultant’s salary will not be part of
the new program, unlike the in-house executive’s or HR professional’s, he or
she will be in a better position to tell top managers or the board of directors
about unpopular or expensive issues (for example, critical positions that are
dramatically underpaid relative to the market). Objectivity also is a great asset
in explaining to employees why some jobs have been downgraded and that
their topped-out employees (who are at the maximum of their grade and thus
ineligible for salary increases) will not be receiving raises for the next year or
so. Additionally, if the consultant is hired to conduct a specially designed salary
or benefits survey, competitors may be more likely to participate and share their
information, since the consultant provides a greater guarantee of confidentiality
than a rival organization.

The major disadvantage of using consultants is of course cost. But keep in
mind the observation cited earlier that wages often constitute over half of total
organization expenses. Sometimes several thousand dollars in consulting fees
is money well spent if it is able to provide the organization with a system that
maximizes the value of the salary/benefit dollar.

To assist in-house compensation program development, HR professionals
can gain useful technical knowledge through the certification programs of
WorldatWork (formerly known as the American Compensation Association).
These certifications cover everything from base pay to benefits to work-life
rewards. Earning the “Certified Compensation Professional,” for example,
consists of completing ten seminars and exams. Those serious about estab-
lishing, installing, and maintaining a state-of-the-art rewards program should
investigate these.

Let us now turn to the components of developing a sound salary and benefits
program. We will begin with base compensation, usually known simply as salary
or wages. Executive pay and incentive programs in nonprofit organizations will
be discussed before moving on to development of benefits packages.

Traditional Base Compensation Principles

Over the last fifteen years, there has been much discussion regarding the “end
of the job” (Bridges, 1994). “Jobs” are tightly defined, predetermined, and con-
trolled, and thus said to sometimes limit organizations in responding adequately
to fast-changing competitive pressures. Rather, voices of reform recommend that
work should be considered “roles” that are broader and more flexible. Given
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the competitive nature of labor markets as well as the need for organizations
to maximize the value they receive from each individual, this makes some sense.
Moving away from the attitude of “it’s not inmy job description” allows employers
to use workers’ KSAs (knowledge, skills, and abilities) to their utmost in accom-
plishing organizational and unit goals, while at the same time providing employ-
ment thatmay bemore rewarding, challenging and interesting than a traditional,
narrowly defined job.

“To Job or Not to Job”: Job- or Person-Based Systems

However, jobs provide a number of practical advantages. They also do not seem to
be disappearing into the mists of time, since most organizations continue to use
them (Giancola, 2007). The “job” concept often is superior to “non-job” models
because of its ease in recruiting, conducting market analyses of competitors’ pay
levels, and training design. But it is generally true that many jobs have increased
in flexibility and, in order to achieve their missions, small organizations usually
require workers who are willing to wear a number of hats.

The point is that the way management views how work will be accomplished,
as either carefully prescribed “jobs” or as more loose and flexible “roles,” will
make a difference in the type of pay systems and procedures that should be
developed. Thus, nonprofits should carefully analyze their organizations’ char-
acteristics, the type of work that needs to be done, and the type of people most
likely to have these skills and decide to what extent work should be conceived of
as jobs or roles. One way to conceptualize this question is to ask whether the orga-
nization wants to pay for a job to be done, in which the work requires a defined set
of tasks and duties that are relatively stable—and for which a reasonable number
of candidates in the labor market could be found to fill them—or if the work
requires a person’s unique set of abilities and skills for a variety of changing organiza-
tional needs. Generally speaking, this needs to be determined organization-wide,
not job-by-job or person-by-person, so that the entire pay structure is coherent
and consistent. Very small organizations, such as start-ups, often by necessity use
roles because the work to be done is so variable andmust be responsive to quickly
changing environmental demands.

Since evidence suggests that organizations, for-profit and nonprofit, have
not abandoned the convenience of the job, but rather have merely broadened
its content and flexibility, the emphasis of this chapter is focused on more
traditional job-centered compensation systems. For readers who believe a non-
job system would be more workable for their organizations, most recent
compensation textbooks contain descriptions of specific non-job techniques
(examples include Bergman and Scarpello, 2001; Milkovich, Newman, and
Gerhart, 2011).
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Job or Work Analysis

As is true for many personnel practices (recruitment, staffing, performance
management, training and development, and others), the foundation of salary
systems is current, accurate, and thorough analysis of the work to be done. “Job
analysis” consists of a variety of techniques used to observe, examine, record,
and summarize the main components of jobs. Given the interest in person-based
(role or “non-job”) approaches, techniques are now being developed to analyze
the work accomplished in organizations outside of a traditional job context.
For example, tasks within an entire department, system, process, or skill set
may be investigated as the unit of analysis, where multiple people may do many
interchangeable tasks (Milkovich, Newman, and Gerhart, 2011).

However, as noted above, most organizations have retained the basic “job”
concept, and job analysis is still a useful term. Through job analysis, data
on the content of jobs are gathered, evaluated, quality-controlled, compiled,
and summarized (usually in the form of job descriptions) so that jobs are
thoroughly and accurately understood. This somewhat time-consuming process
is absolutely necessary for at least two reasons. First, accurate job knowledge
is critical in establishing external competitiveness so jobs can be compared across
organizations by their content (what the people actually do), not merely by
a job title that may not truly describe it. Second, only by understanding
jobs can the level of internal equity in the organization be assessed and, if
necessary, adjusted. Internal equity involves comparing the organization’s
jobs, so it requires accurate and current job information be available in a
useable format.

Job analysis can be conducted with a number of techniques, depending on
its final use (job analysis is also used in designing programs for training, recruit-
ment, and job design, among others). These techniques include interviews of
incumbents and/or supervisors (either individually or in groups), observations
of workers, highly structured questionnaires or checklists completed by the
job incumbent (such as the well-known Position Analysis Questionnaire®),
or open-ended questionnaires completed by the incumbent, supervisor, or
both. The questionnaire approach is most frequently used by small to medium
organizations, since it allows data to be gathered easily and relatively cheaply.
Open-ended questionnaires are typically designed by the organization so that
the data gathered fit the values and goals of the organization—in other words,
they should collect data on what the organization wants to reward. As will be
discussed later often the compensable factors that will be used in the job evaluation
process are assessed through this questionnaire.

Organizations that do not have the resources to engage consultants or
lack the in-house expertise to perform job analysis may find useful open-ended
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questionnaires on public-domain Internet sites. However, it is critical to keep
in mind two important points. First, job analysis, as mentioned earlier, should
measure jobs (or work) in relation to what the organization wants to reward.
Therefore, “off-the-shelf” techniques or questionnaires that don’t really measure
work in ways meaningful to the design of an effective pay system may turn into
a terrific waste of time. Second, job (or work) analysis can become a highly
charged emotional and political activity in any organization, particularly if the
results are to be used for pay determination. When employees know that job
analysis results may play a role in how their jobs are valued, they have a vested
interest in consciously or unconsciously making their work sound as important
and complex as possible. If they believe that the process was unfair, incomplete,
or contaminated, serious intra-organizational problems could arise. Thus, it is
strongly recommended that compensation experts be involved in this process as
early as possible.

External Competitiveness

Since the mid-1990s, external competitiveness, or the need for organizations to
identify their competitors for labor and set pay levels in response to them, has
increased in importance. Several changes in the national (and global) economy
have shifted the weight of pay system development from internal to external
considerations. A primary change is that American organizations now recognize
that they exist in a highly competitive labor environment. Indeed, even in times
of economic downturn, the “war” for talent continues for many technical and
highly educated workers. Given projections that KSAs in the American workforce
will not meet organizational needs over the next few decades (Heneman and
Judge, 2009), external competitiveness has moved to the front of the line in
pay system design. Further, this increase in competition for highly skilled labor
has discouraged workers from limiting themselves to one sector or another.
Indeed, public-sector and nonprofit organizations may find themselves in
competition with for-profits for the same people who previously saw themselves
as nonprofit workers. Thus, the ability to understand the entire labor market,
both for-profit and nonprofit, enables the nonprofit compensation manager
to make informed decisions regarding total reward strategies. Finally, rapidly
increasing technology requires hiring and retaining people with skills that are
“market-driven.” As nonprofit organizations rely more heavily on automated
information, Internet fundraising, and other functions, the need for the salary
system to respond quickly and effectively to labor market forces is critical.
Without adaptive systems to gauge and react to market changes, retention of
highly skilled workers will be extremely difficult. To build a responsive, externally
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competitive system, we need to define our relevant labor market, identify the data
we need, and decide how to use it.

With Whom Do We Compete for Employees? After ensuring that job informa-
tion is complete and up-to-date, the first question that must be answered is “What
are the salary markets for the jobs in this organization?” In nearly every organi-
zation, several salary markets, or “relevant labor markets,” will exist. The key is to
determine where the needed KSAs are in the labor market. While it is true that
many nonprofits will be unable to match the pay of large, private-sector com-
panies, it is still critical to have information about the pay level of the entire
relevant market. For example, clerical jobs are nearly always recruited locally,
probably from both for-profit and nonprofit organizations, because that’s where
people with clerical KSAs can be found. Therefore, the relevant labor market for
clerical jobs is usually a wide local market. Some professional jobs that are tech-
nically or specialty oriented will most likely be recruited regionally, nationally,
or even internationally, often from other nonprofits with similar missions and
goals, but sometimes from broader sources. If key executive positions require
knowledge and skills specialized to particular nonprofit organizational needs,
then their appropriate labor market will be national (or international) nonprof-
its in similar sectors. However, some executive roles may benefit from skills found
outside the nonprofit arena. As in all positions, the relevant labor market for the
nonprofit’s executives must also be carefully considered and chosen, based on
the organization’s goals and strategies.

What Data? After identifying the relevant markets, benchmark jobs should be
identified. These are jobs upon which the salary system will be built, so they
should be well-defined and clearly understood within the organization. Every
organization has its own unique jobs that do not exist in the rest of the world
and for which no market data are available. However, benchmark jobs should
be (1) easily found in other organizations within the relevant labor markets,
(2) relatively unchanging, (3) as a group, represent nearly all levels within the
organization, (4) vary in levels of compensable factors (which will be discussed
later), (5) have multiple incumbents, and (6) those for which the organization
is experiencing particular difficulty recruiting (Kovac, 2008; Wallace and Fay,
1988). Typically, it is desirable to choose a group of benchmarks representing 25
to 30 percent of all jobs in the organization—and many more if the organization
intends its reward system to be market-driven.

A critical point is that job contents, not job titles, are determinants of bench-
mark jobs. Job descriptions created from the job analysis should be used to
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ensure valid market matches. To avoid confusion, titles should accurately reflect
the contents of the job and should not be manipulated to reward employees or
increase the prestige of the supervisor, as often happens in poorly designed and
maintained salary systems.

Salary data are generally collected from two broad sources: published
salary surveys or surveys conducted by the organization or its consultants.
Published surveys are undoubtedly the easiest to obtain but have drawbacks
(Exhibit 23.1 lists a variety of published surveys). First, some are extremely

EXHIBIT 23.1. SELECTED SALARY SURVEY SOURCES

U.S. Department of Labor, Bureau of Labor Statistics
National Compensation Survey: http://www.bls.gov/ncs/ocs/home.htm

• Data for all fifty states and metropolitan areas are available at no charge;
includes benefits data.

Professional Nonprofit Associations
Center for Association Leadership (ASAE; https://www.asaecenter.org)

• The Association Compensation Interactive: An interactive web tool that
allows for customized searches

• The Association Executive Compensation & Benefits Study
• The Greater Washington Area Compensation & Benefits Study

Nonprofit Industry Surveys
ERI Salary Surveys (http://salary-surveys.erieri.com/)

• Nonprofits Salary Survey
• Benefits in Nonprofit Organizations

National Consulting Groups Publishing Surveys for Various
Industries and Professions
Executive Alliance (http://www.executivealliance.com/)
Korn Ferry / Hay Group (http://www.haygroup.com)
AON Hewitt: Total Compensation Center (https://www.totalcompensation

center.com/TCC/home/select_site.jsp)
Mercer Human Resources Consulting (https://www.imercer.com/content/

mercer-consulting-services.aspx)
Towers Watson (http://www.towerswatson.com)

http://www.bls.gov/ncs/ocs/home.htm
https://www.asaecenter.org
http://salary-surveys.erieri.com
http://www.executivealliance.com
http://www.haygroup.com
https://www.totalcompensationcenter.com/TCC/home/select_site.jsp
https://www.imercer.com/content/mercer-consulting-services.aspx
http://www.towerswatson.com
http://salary-surveys.erieri.com/
http://www.executivealliance.com/
https://www.totalcompensationcenter.com/TCC/home/select_site.jsp
https://www.totalcompensationcenter.com/TCC/home/select_site.jsp
https://www.imercer.com/content/mercer-consulting-services.aspx
https://www.imercer.com/content/mercer-consulting-services.aspx
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expensive. Those published by national consulting firms can cost from $100 to
a few thousand dollars and more. Such cost issues may be counteracted by the
payroll dollars saved in an effective salary administration program, and several
organizations may form a consortium to purchase them jointly. These surveys are
generally of very high quality, with the data cut in many useful ways (for example,
by region, by type of industry, by budget size, number of employees, and others).
However, because these surveys often are geared to the for-profit business sector,
they may only have relevant data for a few jobs in a nonprofit organization. But
for some high-level technical or specialized jobs, the data found in them may be
essential. Luckily, there are many less expensive published sources of salary data
available, such as those published by other nonprofits, including professional
associations and government entities.

Finding salary data for highly paid professional jobs that exist only in other
similar nonprofits may require a custom survey. An advantage of custom surveys
is the organization has control over the data retrieved. The main disadvantage
is that, because surveying is another fairly sophisticated and technical activity, an
organization must either have the internal staff with sufficient time and expertise
or hire qualified consultants. Thus, custom surveys may be as or more expensive
than purchased surveys.

Determining where salary data will be found will obviously be driven by
the judgment of the relevant salary markets. For local clerical markets, several
sources are available. First, local human resources groups often publish salary
surveys keyed to a general market. The Society for Human Resource Manage-
ment (SHRM), for example, has many local chapters across the country that
provide such data. Second, the Bureau of Labor Statistics has a rich variety of
data available on its website (www.bls.gov/home.htm) at no charge. Third, some
municipalities (often through Chambers of Commerce) and states conduct
surveys of local markets, which may be available for small fees. Nonprofit
managers should be particularly aware of organizations such as ERI Salary
Surveys and the Center for Association Leadership that publish data specifically
for nonprofit markets (as listed in Exhibit 23.1). Consultants are often helpful
in identifying more obscure sources for published surveys that include unusual
jobs, and associations representing specific occupations may produce surveys
that are available at a reasonable cost. A word of caution regarding these,
however: Be sure that these surveys have been conducted using accepted
and reputable survey methodologies. Such associations sometimes overvalue
their members’ worth in order to improve the profession’s public image,
so their data should be compared with other, more objective sources to ensure
their validity.

http://www.bls.gov/home.htm
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Simple Internet search engines may be able to locate hard-to-find salary
sources but, as any wise web surfer knows, data from the Internet must be
viewed with a degree of skepticism. This is especially true for salary data. Many
managers who have had conversations about competitive salaries with employees
know there is a seemingly infinite amount of Internet salary data available,
and employees frequently use this information to argue for pay increases. It is
therefore critical that the nonprofit manager be able to understand the basics
of good salary survey methodology, discussed later, and be able to communicate
the importance of using only verifiably valid and reliable data in making
pay decisions.

Using the Data. Good salary surveys report several statistics for each job, usually
including the average salary, weighted average, minimum, maximum, median
(50th percentile) and perhaps other percentiles. Generally, the most important
statistic in the salary survey is the weighted average, since it represents the average
salary across all the surveyed job incumbents (not just across organizations), and
thus better estimates labormarket rates. Several points should be reviewed before
using data from a salary source:

• How many organizations participate? Make sure the data represent a suffi-
ciently large sample.

• Are the firms representative of the organization’s relevant labor market(s)?
• How does the weighted average compare to the average salary? If they are

dramatically different, it may mean that one very large organization’s data
are skewing the results, since weighted averages are weighted by the number
of employees within each organization.

• How do the average and weighted average salaries compare with the 50th
percentile (median)? Again, a large discrepancy could indicate a skewed dis-
tribution that may mean it is a nonrepresentative sample.

At least three different salary data sources should be collected for each
benchmark job, more when possible. This helps to ensure that final market
data averages are valid. Since survey data are collected at different points in
time (high-quality surveys will cite the effective date of the data), data must be
“aged” by a reasonable inflation factor so that all data are comparable. This
factor should be based on the general increase in salaries and salary structures
currently occurring in the market (sources for these statistics will be discussed
later). Next, the individual data points for each job need to be checked to ensure
they are within a reasonable range of each other; outliers, those significantly
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higher or lower than others, should be removed. Then data for each job should
be averaged, after which the jobs can be arrayed in order of market value.

A useful means of evaluating the organization’s current standing in the mar-
ket is through regression analyses. Using job evaluation points (to be discussed
later) as the independent variable (on the “x” axis), one regression line should
be calculated with market average salaries as the dependent variable (on the “y”
axis). This regression line should be plotted and compared with the regression
line for which current salary is the dependent variable. By looking at the dis-
parities between these two lines, the degree to which the organization conforms
to the market can be ascertained. For example, such a comparison may show
that the organization is paying competitively for lower level jobs, while upper
levels jobs are being paid under their market rates (such as in Figure 23.1).
Using these graphs to illustrate discrepancies helps explain compensation needs
to decision makers, including boards of directors, who must consider economic
impact. Especially when justifying radical departures from the organization’s sta-
tus quo, such as dramatic increases to formerly underpaid jobs, directors and
other top decision makers are often understandably skeptical. Ensuring them

FIGURE 23.1. Regression Analysis Illustrating the Relationship
of Current Salaries to Market Data
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of the veracity and legitimacy of the data may be imperative to getting the new
program implemented.

The convenience of adopting a job-based pay program is clearly seen when
trying to gather market data for a non-job-based pay program. Simply speaking,
it is quite difficult to use market surveys to price “non-jobs,” because such surveys
are not designed for this purpose. Flexible, unique, and highly adaptable “roles”
defy collecting competitive salary data. Efforts have been made involving extrap-
olating key skills from job-based salary data, but this strategy, while theoretically
workable, is time-consuming and difficult.

Internal Equity

Internal equity refers to the perception of fairness in pay for various jobs through-
out the organization. In other words, in an internally equitable system, jobs that
are of similar levels on key compensable factors, such as skill or knowledge required,
supervisory responsibilities, accountability for budget and resources, complexity
of the job, or working conditions, will be paid at the same general level. For
example, a job of accounting clerk may require some post-high-school educa-
tion or experience, knowledge of basic accounting principles, no supervisory
responsibilities, and little accountability for financial resources. If this job is
compared to a beginning employee benefits claim clerk, a job also requiring
some post-high-school education or experience, basic technical knowledge,
no supervisory responsibilities, and little accountability for financial resources,
we would conclude that the jobs are essentially worth about the same to the
organization. However, a custodian, as compared to those jobs, would probably
not be valued as highly, since custodial work usually requires less education,
technical knowledge, and experience. In an equitable system, these differences
in internal job value would be appropriately reflected in the pay structure; in a
system that is not equitable, the custodianmay be paid the same ormore than the
accounting clerk or benefits claims clerk, or the benefits claims clerk may make
significantly more or less than the accounting clerk. An important caveat here
is that job evaluation addresses differences between job content, not employees’
performance levels. We are interested in what the job requires, and not in what
any particular individual might be able to do or how well he or she does it.

Internal equity is established using some form of job evaluation. This broad
term describes a number of methods by which jobs are valued within the organi-
zation. Two of the most prevalent in small- to medium-sized organizations will be
discussed here: slotting and point factor job evaluation.
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Slotting. Slotting is appropriate for organizations wanting to emphasize exter-
nal competitiveness over internal equity, that have a small number of jobs, for
which a great deal of market data are available, or with highly flexible or quickly
changing jobs. The slotting process begins with gathering as much market data
as possible. After these data are tabulated and quality controlled using the crite-
ria presented earlier, the jobs are listed in order of market value. Jobs for which
no market data are available (usually those unique to the organization) are then
slotted into this hierarchy. Slotting is done by comparing the job to those in the
hierarchy and determining where it fits relative to other jobs based on its overall
value to the organization. Slotting done in this manner is often referred to as a
kind of “whole job” evaluation system, meaning that compensable factors (skill,
education, working conditions, and others) are not systematically determined
and compared, but that the job is looked at as a whole. Of course, in practice,
the cognitive decision processes humans naturally use tend to fall back on infor-
mally derived compensable factors. However, they are not formally defined or
systematically applied.

In addition to allowing market responsiveness, the major advantage of the
slotting method is savings of time, effort, and cost, as compared to a more elab-
orate job evaluation system. Additionally, the technical skill needed to develop
and install other types of systems is fairly high, and the cost of consultants in
establishing internal equity can be avoided when slotting is used.

However, slotting has disadvantages. Themost obvious is that some organiza-
tions have many jobs not found in the market, and thus market data may not be
available for a large percentage of jobs. Second, because of the whole job tech-
nique, the system is generally lower in reliability (when two people independently
slot jobs, they are likely to come up with different solutions) than in a point-factor
system, and thus may be more likely to face challenges from employees.

Point-Factor Job Evaluation. Of the more complex job evaluation systems, the
most common is point-factor evaluation. The well-knownHay system is a complex
hybrid of the point-factormethod. The basic steps in establishing and implement-
ing a point-factor system involve:

• Identifying and weighting a set of compensable factors that uniquely describe
those job characteristics for which the organization wants to pay

• Establishing levels within each factor and assigning points to each level
• Carefully comparing each job description to the factors and assigning points

appropriate to each factor level
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The end result is a hierarchy that ranks the jobs from highest to lowest in
their value to the organization.

Organizations have used a variety of compensable factors in their job evalu-
ation systems, including the following:

• Accountability
• Complexity of job
• Consequence of errors
• Customer service responsibility
• Decision making
• Education and training
• Experience
• Independent judgment
• Interpersonal contacts
• Interpersonal skills
• Physical exertion
• Planning responsibility
• Problem solving
• Sales responsibility
• Scope of job
• Supervision
• Technical knowledge
• Working conditions

However, empirical research using factor analysis (a statistical procedure that
defines basic underlying components) has found that these numerous factors
generally reduce to four basic concepts: skill, effort, responsibility, and working
conditions.

Compensable factors appropriate for the organization are determined
by a number of methods, ranging from sophisticated computer programs to
hand-picking the factors that “sound right.” However, top management must be
involved in their selection, for several reasons. First, top management is closest
to the mission, goals, and strategy of the organization and can translate what
the organization wants to pay for into the compensable factors. Second, top
management has a broad view of the organization’s functions and thus should
understand the scope and content of the jobs. Third, as in any management
process, it is imperative that top management buys into the system. Nonprofit
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organizations should also consider the advisability of gaining board of directors’
approval, if not including its members in the actual factor determination.

One of simplest and most straightforward methods used to guide top man-
agers in factor choice involves five steps:

1. The manager or HR professional in charge of developing the program identi-
fies a universe of appropriate compensable factors by reviewing a set of factors,
such as those listed earlier, and eliminating those not relevant to the orga-
nization. For example, sales responsibility or physical exertion are often not
relevant to nonprofits and may be removed.

2. After identifying this appropriate universe, the manager or professional care-
fully explains the overall point-factor evaluation concept as well as the mean-
ing of each factor to the top managers.

3. Top managers then individually rank the factors.
4. The manager or HR professional compiles those rankings and uses them to

select a set of factors, taking care to consider the factors that may improve the
system’s credibility and acceptability to employees and management. While
the number of factors needed to produce a workable job hierarchy can be
as few as three or four, the key is to include enough to capture the major
components for which the organization wants to pay. Several years ago, it was
not uncommon for job evaluation systems to include up to ten compensable
factors. Currently, given the increased emphasis on market data and consid-
eration of the cost of complex systems, point-factor systems generally include
between four and seven factors.

5. The manager or HR professional presents this set to top management for dis-
cussion, asking them to ensure the set completely yet concisely describes the
job characteristics for which the organization is willing to pay.

After the final compensable factors are chosen, they should then be weighted
according to the relative importance of the factors to each other, in light of
the organization’s mission and strategy. For example, an association of physi-
cians is probably driven by jobs that are highly dependent on education and
technical training, so those factors would be heavily weighted. “Consequence of
errors” may be less important, so would be weighted accordingly. An easy method
to accomplish this is to ask the top managers individually to allocate or divide
100 points among all items in the set of factors. The manager or HR professional
can then compile the responses into one set of weightings, which top manage-
ment as a group again will review and revise or approve.
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After weighting the factors, they must be divided into levels. An easy example
is education and training. Typical levels in this factor include:

1. High school diploma or equivalent; basic reading skills required
2. High school diploma or equivalent, plus ability to operate simple equipment

such as word processors; basic office or technical skills
3. Some advanced training, typically found in two-year college or certification

program, or equivalent experience; ability to operate moderately complex
equipment (such as for word processing); intermediate analytical skills

4. Theoretical understanding of a body of knowledge similar to that acquired in
an academic field of study. May include a bachelor’s degree, extensive techni-
cal training, or equivalent experience

5. Comprehensive understanding of one or several fields, normally gained
through extensive study in an academic environment or business. May
include a master’s degree or equivalent experience

6. Knowledge of a subject to a level that the incumbent is an authority in the
field; may include doctoral degree or equivalent experience

Parenthetically, we should note that the phrase “or equivalent” should be
used for the education factor for two important reasons. First, it allows flexibil-
ity in staffing. Practically every organization will have individuals who may have
education making them over- or under-qualified for their jobs but who are per-
forming adequately or better. Second, it provides some protection from legal
liability. Because protected classes may be adversely impacted by educational
requirements, these should not be hard-and-fast requirements; they should be
a general gauge of the level of education that incumbents typically have.

If no outside consultant is assisting in the project, it would be helpful at
this point for the manager or HR professional to consult a compensation con-
sultant or comprehensive textbook listing typical compensable factors. Defining
appropriately sensitive factor levels requires a degree of expertise that generally
comes only from previous experience. Points must also be assigned to each level
within each factor, guided by the factor weightings. Table 23.1 illustrates a typical
example of the assignment of these values.

The product of these efforts at this point is essentially a device by which
all of the organization’s jobs can be measured. The next major phase of the
point-factor job evaluation process involves using this point-factor yardstick to
evaluate jobs, starting with the benchmarks. Building the salary system is easier
if the benchmark jobs for which market data were collected are used as markers
in the job evaluation process.

The individuals responsible for evaluating the jobs must be carefully cho-
sen. In the best of all possible worlds, a job evaluation committee made up of top
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TABLE 23.1. Example: Assigning Points to Factor Levels

Factors Weight Points 1 2 3 4 5 6

Education & Training 25% 250 50 75 100 150 200 250
Accountability 20% 200 35 75 100 135 175 200
Independent Judgment 20% 150 25 50 75 100 125 150
Supervision 15% 100 15 30 45 60 80 100
Complexity of Job 10% 100 15 30 45 60 80 100
Consequence of Errors 10% 100 15 30 45 60 80 100
Total 100% 900

managers is used. Under the guidance of a HR professional or compensation
consultant, this group of five to eight executives should spend several uninter-
rupted hours or even days carefully discussing each benchmark job, debating its
rating on each factor, and finally reaching consensus on a final rating. After the
job evaluation committee has evaluated the benchmark jobs, a subcommittee,
often anHRprofessional or consultant (or both) plus one topmanager, evaluates
the rest of the jobs.

Again, executives are ideal as first evaluators because they have a broad orga-
nizational perspective, are closest to the strategic goals and values of the
organization, and their participation makes them more likely to buy into the sys-
tem. The initial use of the new system on the benchmark jobs helps to more
precisely define the meaning of the factors in the particular organizational con-
text. Top managers then better understand and appreciate its relevance. How-
ever, the disadvantage is clear: the time and energy of executives is at a premium,
particularly in these days of scaled-downmanagement structures. Each nonprofit
organization should carefully consider how much of its executives’ time should
be used. A cheaper but less effective strategy is to use a middle-management com-
mittee to evaluate the benchmark jobs. (Committees made up of workers below
middlemanagement are generally not recommended, since they become suscep-
tible to political pressures from co-workers to overrate or underrate certain jobs.)

Even using time-saving tactics, the committee process can be extremely
expensive in terms of executive time and productivity. An alternative but less
effective process is for an HR professional, working in conjunction with a con-
sultant or other HR staff, to evaluate all jobs, and then secure top management
approval for the job hierarchy.

Regardless of the evaluation process, the same principles should be followed:

• Evaluators must understand all the factors and levels. Time should be allo-
cated for discussion of the system and how it relates to the organization and
its goals and strategies.
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• Evaluators must thoroughly understand each job. This is where current and
accurate job descriptions are essential. If necessary, the job’s supervisor should
be consulted during the discussion to ensure that essential job functions are
understood.

• A critical issue for evaluators to remember is that they are evaluating jobs and
not people. It is essential that discussions center on the requirements of the
job and not on an unusually high (or low) performing job incumbent.

• Each job should be discussed in terms of how it rates on each factor and what
specific job tasks or responsibilities relate to the factor.

• If possible, a consensus on the job’s rating on each factor should be reached.
Majority vote should be used only as a last option.

After all jobs have been evaluated, the point values should be entered into
a spreadsheet (an abbreviated example is presented in Table 23.2). This enables
the evaluators to “quality control” their results, ensuring face-valid and sensible
relationships between the jobs are maintained.

A final step in job evaluation is to review the hierarchy with each departmen-
tal manager. The hierarchical list of jobs within the department, listed without
point values, should be presented to the department manager. (Point values of
jobs should be known only by the job evaluation committee and relevant HR staff
in order to avoid misunderstandings among those who do not understand the
scope or application of the system). The manager should check to see whether
the hierarchy makes sense in the accepted understanding of the jobs’ functions,
values, and relationships. Some minimal fine-tuning may be needed. After all
departments’ managers have reviewed these hierarchies, a spreadsheet illustrat-
ing all jobs within departments across the organization can be produced and

TABLE 23.2. Example: Job Evaluation Spreadsheet

Job

Educa-
tion &

Training
Account-

ability

Inde-
pendent

Judgment
Super-
vision

Com-
plexity
of Job

Conse-
quence

of Errors Total

Receptionist 50 35 25 15 15 10 150
Accounting Clerk 75 100 75 30 45 30 355
Administrative

Assistant
150 135 125 45 60 40 555

Development
Director

200 175 125 60 80 80 720

Program Director 200 175 150 80 80 50 735
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then reviewed by the top managers. This last step is to ensure job relationships
are equitable, not only within departments, but across the organization.

Choosing andMaintaining the Right System. Regardless of the type of job eval-
uation method used, a system of regular review should be established so that jobs
are analyzed and reevaluated about every three years, more often if they change
frequently. Obviously, organizational needs as well as jobs change over time, so a
regular system is necessary to maintain internal equity. Often, HR departments
will systematically review one-third of the jobs each year to avoid having to face
a major project every three years. Additionally, there should be a mechanism by
which supervisors can appeal job evaluations at times other than this regular cycle
of review, when they have a legitimate need to do so (for example, when a job
significantly changes).

With innovative pay systems such as team-based pay, incentive systems, and
skill-based pay increasing due to less traditional organizational structures, bud-
get constraints, and the importance of market forces, the usefulness of extensive
job evaluation programs has been questioned. All organizations, especially non-
profits, in which time and money are in extreme demand, need to determine
the right balance to strike between internal and external pressures and design
an internal evaluation system that is the least administratively complex. In terms
of complexity, the point-factor system is definitely not for everyone.

Indeed, the hassles of creating an internally equitable salary structure are
hard to exaggerate. They nearly always pay off in the long run, however. Most
managers believe that inequities with the external market will foster more
pay dissatisfaction than inequities in internal relationships, yet experiences in
the for-profit sector with two-tiered pay systems provide a valuable lesson of the
impact of internal inequity. These two-tiered systems were designed to reduce
costs for financially troubled employers by paying new hires dramatically less for
the same jobs than previously hired incumbents—sometimes as little as one-half
of the incumbents’ pay. Research and experience have shown that not only do
these new employees show high levels of pay dissatisfaction, but longer-tenured,
higher-paid employees are also very uncomfortable with the internal inequities.
Additionally, internal inequities will be experienced by the employee on a
daily, even hourly basis, as he or she continually interacts with co-workers.
External market inequities, on the other hand, may only be experienced as one
surfs the Internet or compares wages with a friend. Thus, every organization
should be cognizant of the consequences of internal inequity and install, imple-
ment, and maintain a sound job evaluation program, no matter how simple
or complex.
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External Competitiveness and Internal Equity: What Roles Should They Play?

The competitive pressures of the external labor market, plus the importance
of creating organizations in which employees believe they are paid equitably,
require nonprofit managers to carefully weigh the relative importance of inter-
nal and external equity. It is possible for organizations that do not have the need
to attract the most highly skilled, specialized, or in-demand workers to find their
needs better served by first ensuring an equitable internal hierarchy of jobs and
then making sure that it generally matches the relevant market. Alternatively,
organizations dependent on the attraction and retention of highly skilled work-
ers will probably need to first focus on developing a system in which jobs are paid
competitively and then work to ensure internal considerations are taken care
of. As always, the mantra of “What is it that the organization wants to reward?”
should inform and guide this strategic decision. It is upon this decision that the
amount of market data needed and the complexity of the job evaluation proce-
dure should rest.

Building the Externally and Internally Equitable Salary Structure

A salary structure creates a means by which pay is set and administered. It serves
to integrate the organization’s policies relative to external competitiveness and
internal equity in a manageable system that sets minimum and maximum pay
levels for jobs, thereby serving to ensure pay is within the range that supports the
organization’s rewards strategy.

Reconciling Contradictions Between the Data. It is likely that the job hierar-
chies generated from market analysis and job evaluation will not match exactly.
In other words, the market will probably value some jobs higher or lower than
does the organization. This requires the organization to have a strategy regard-
ing the relative importance of each. Some jobs, such as those with valuable or
rare skill sets, may need to be “market-driven,” meaning that their values should
be based primarily if not solely on current and accurate market data. An organi-
zation with jobs particularly focused on the organization’s mission and strategy
may choose to pay them above their market rates. An example from a for-profit
organizationmay be helpful. In the banking industry, one of themost notoriously
low-paid jobs is teller. However, a bank that has formulated a strategy of preemi-
nent customer service might choose to pay its tellers above the market because it
wants to attract, motivate, and retain the very best candidates. Similarly, nonprofit
managers must carefully consider their strategy relative to internal and external
equity and whether it should differ for any particular jobs.
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Pay Level Policy. As part of the rewards policy formulation, top managers must
decide where they want their organization to stand relative to their job markets.
This decision then directly informs how the organization prices its jobs, which is
a fundamental part of building the salary structure.

Most organizations in the private sector attempt to maintain their pay levels
at the median of their relevant markets. This does not mean every employee
will be paid exactly the going market rate but that, overall, the salary ranges
and grades reflect the current market (more will be said about this later). Some
organizations make policy decisions to pay at the 60th percentile or higher,
believing premium salaries will ensure they attract and retain the top perform-
ers. Some organizations may pay significantly under the market median. This
strategy may be driven by the need for only low-skilled, easily hired employees
performing quickly acquired duties. Obviously, the pay-level decision is critical
to the organization’s strategic planning, its long-range goals, and its current
environmental challenges.

Structuring the Structure. The HR professional, manager, or compensation
consultant must make several decisions regarding the salary structure, which is
merely the set of grades and their accompanying ranges. A salary grade involves
several simple but key concepts: minimum, maximum, midpoint (or control
point), and range spread. The minimum is the organization’s policy of the
minimum value a job is worth. Generally, newly hired workers with little or no
relevant job experience will be paid the minimum rate. The maximum reflects
the most value the organization expects to receive from the job. Even if an
incumbent performs the job superbly and has done so for the last fifty years, the
job is simply worth no more than the maximum. In most cases, jobs of similar
value will be grouped together in a single grade; systems using only one job per
grade are usually unwieldy and inefficient.

The midpoint, or control point, is a critical concept in base salary adminis-
tration. It is the point in the salary range keyed to the organization’s response to
the market. For example, if the market rate for accountants is $4,000 per month
and the organization’s policy is to pay at 110 percent of the market, the mid-
point for the grade in which accountants are found will be $4,400. New hires
with little or no experience will be paid at the minimum of the range, and some
longer-tenured accountants may be paid more, but generally the job of accoun-
tant, when performed by a fully-performing incumbent, is worth $4,400 to that
organization.

The term “control point” is preferable to “midpoint” for a couple of reasons,
even though midpoint is more statistically descriptive. First, as we will explain
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later, all employees should not expect to advance to the maximum of their job
grade, unless their performance over time is exemplary. In an effective salary
structure, an employee who meets expectations for the job should receive the
value the job is worth on themarket (or the organization’s reaction to themarket
as determined by its pay level policy). Using the term midpoint is often inter-
preted by employees to mean that they have another 50 percent of the salary
structure in which to move. Only top performers, however, should be paid in the
top half of the grade. Second, “control point” is descriptive of the midpoint’s
use in salary administration. It allows the organization to control costs around its
policy toward the salary market.

Range Spread: Traditional or Broadbanding? The range spread is the differ-
ence between the maximum and the minimum amounts paid for a job and is
expressed as a percentage of the minimum. In older, more traditional salary
systems, range spreads typically run from 35 to 50 percent, with the smaller ranges
usually used for lower-level jobs. The rationale is that incumbents in lower-level
jobs will stay in the range for less time than incumbents in higher-level jobs, since
the lower jobs are less complex, easier to learn, and incumbents will tend to be
promoted quickly to higher levels. However, in the last couple of decades, a use-
ful concept called “broadbanding” has been adopted by organizations seeking to
make their pay systems more flexible. Broadbanding collapses what would have
been several grades into a broad “band,” creating a more flexible system in which
the pay for jobs can be adjusted without reclassifying a position from one grade
to another. Figure 23.2 illustrates this concept. Broadbanding also allows more
managerial discretion, in that a manager has a wider range within which to pay
people. Since a broadbanded system has fewer bands than there are grades in a
traditional salary structure, it is easier to administer and maintain. While broad-
banding may not formally assign a control point to the band, in practice there
may be “zones” or “shadow ranges” within the band that are keyed tomarket rates
(Klaas, 2002). In more traditional systems, salary grades group jobs together that
are of the same value to the organization. In broadbanding, a certain amount of
precision is lost, and jobs in the same band will differ more with regard to their
organizational value than they would in a traditional system.

Broadbanding systems are useful when flexibility and nontraditional career
paths (often referred to as “career networks” or “career lattices” to denote that
“up” is not the only direction to build a career) are the preferred strategy of the
organization. However, because there are fewer ranges and fewer minimum and
maximum pay rates with which to control salaries, there is the risk of paying jobs
under or over market rates. Further, the increased managerial discretion opens
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FIGURE 23.2. Broadbanding Superimposed on a Traditional Salary Structure
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the door wider to potential for bias. As in all reward system decisions, themission,
organizational strategy, and rewards strategy need to be carefully considered in
determining whether broad bands or more traditional ranges should be used.

Constructing Grades or Bands. Control point (or midpoint) progression, or the
difference between the control points of two adjacent grades as expressed
as a percentage of the lower grade’s control point, should be considered in
constructing grades or bands. A key consideration here is the role of promotions
to the organization: If the organization wants to encourage employees to higher
levels of achievement via promotion, then making control points farther apart
provides more financial motivation for advancement. Also, if supervision is con-
sidered an important competency within the organization, larger progressions
will more heavily reward supervisory positions. Sometimes organizations will split
their structures into two: exempt (for professional, supervisory, and managerial
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workers) and non-exempt, divided according to the overtime provisions of the
U.S. Fair Labor Standards Act. Usually, a larger control point progression is
adopted for the exempt structure. An important issue is ensuring job families
have sufficient differentials between them to support the value of the jobs in the
marketplace and within the organization.

Salary structures are built beginning with the control points that are
determined after the reconciliation of job evaluation points and market data
for benchmark jobs. Minimums and maximums of each band or grade are then
calculated. The widths should depend on strategic considerations: How long
incumbents are expected to remain in their positions (longer time calls for wider
grades or bands) and the degree to which promotional opportunities should be
rewarded (greater emphasis on promotions calls for narrower grades or bands).
It should be noted that creating a salary structure is art as well as science: The
discrepancies in market and internal values must be managed, while at the same
time creating a smooth progression up the grades that maintains appropriate
relationships between the jobs within them. It is very helpful to have experience
in building salary structures.

Maintaining the Structure. In order to maintain the salary structure, the
market must be checked annually to ensure the organization’s grades or bands
remain competitive. This is done through another kind of survey, a prototype of
which is WorldatWork’s annual Salary Budget Survey (available for a reasonable
fee to nonmembers). This survey presents data regionally, by industry, and by
job level for present and anticipated structure increases. Organizations use
the reported midpoint percentage increases to adjust their own midpoints and
structures in order to keep their pay systems competitive. However, changes
in the structure usually do not trigger increases to wages unless an employee’s
salary does not conform to the new range within which it is placed (after the
change is made).

Common Issues in Installing a New System. Upon installing a new salary system,
it is likely that some employees’ current salaries will be over the new maximums
(“red circle” employees) or under the new minimums (“green circle” employ-
ees). Theoretically, red circle employees are being paid substantially over the
market rate (or midpoint or control point) for the job. Therefore, it does not
make sense to continue to increase their base pay and typically it is “frozen” until
the time that the structure’s maximum catches up or exceeds it in the course
of normal salary structure adjustment as described earlier. To maintain their
level of motivation, however, many organizations will provide these individuals
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with lump-sum bonuses based on performance. This strategy gives the employ-
ees additional income but does not add to the fixed costs of base salaries. Green
circle employees’ salaries are substantially below the market rates for their jobs
and, consequently, should be moved at least to the new minimum as quickly as
possible. For organizations with limited resources, that may mean giving small
periodic increases to gradually boost the salary. Additionally, some long-term
employees may be faced with severe inequity if their salaries are at the mini-
mum and new workers are hired to work alongside them at the same pay level.
In these cases, the person managing the HR process must recommend the best
approach to balance equity with financial resources. Often this will be through an
“equity adjustment” of the employee’s compensation. Typically, an organization
will develop a simple formula that combines years of service and performance to
determine where to move longer-term employees to a more equitable position
in the grade or band.

Other Salary Administration Policies. Salary administration policies and pro-
cedures must be written to ensure they align with the goals and plans of the
organization. There should be policies covering the salary impact of transfers,
promotions, demotions, reclassifications (that is, when a job is reevaluated and
placed in a different grade due to changes in its duties), and new hiring. It is
essential that these be carefully thought out so that the intentions of the com-
pensation plan are not subverted due to haphazard (and often demotivating)
administrative procedures.

Pay satisfaction is popularly regarded as satisfaction with a worker’s level of
pay. However, research shows pay satisfaction also depends on the pay structure,
administration of the program, its raises, and benefits (for example, Carraher,
1991; Heneman and Judge, 2000; Heneman and Schwab, 1985). The wise man-
ager or HR professional will ensure these processes, as well as salary levels, are
sound and equitable.

Increasing Individuals’ Base Pay. In the past, many nonprofit organizations,
government entities, and school districts based salary increases on seniority
rather than performance. In most cases, however, seniority-based pay has come
to be seen as strategically out of alignment with the leaner, more competitive
operating environment of today and thus has been discontinued in favor of a
merit system (merit pay generally refers to an annual salary increase based on
the employee’s performance appraisal; Deckop and Cirka, 2000). Accordingly,
well-managed nonprofits now generally use some sort of merit-based method
to increase base pay. The merit amount is determined competitively, typically
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using a survey such as the aforementioned WorldatWork’s Survey Budget Survey,
which reports percentage increases to actual pay across sectors, regions, and
organizational types and sizes.

A Word About Performance Appraisals. An important caveat is that the success
of a merit pay system depends on a performance appraisal process that is both
reliable and valid. Reliability means the performance assessment must be consis-
tent across raters (that is, if David’s performance is reviewed by both Susie and
Arif, assuming Susie and Arif have the same information about David’s perfor-
mance, they should agree within reasonable bounds on David’s rating). Validity
means the measure needs to be designed carefully so it is neither contaminated
nor deficient. Contamination occurs when dimensions or behaviors irrelevant to
good performance are measured (for example, rating a bus driver on financial
acumen). Deficiency means important performance dimensions or behaviors
are omitted (for example, ignoring customer service when reviewing the per-
formance of a receptionist).

A second caveat is that valid and reliable performance measures are remark-
ably difficult to both design and implement. Although a deep discussion of this
issue is beyond the scope of this chapter, reasons for the poor reputation of
performance appraisals are lack of managerial courage, poorly articulated and
communicated performance standards, insufficient training of raters, deficient
allocation of time and resources, and more. In fact, bad experiences and dread-
ful organizational results associated with bumbling performance management
systems have given rise to new processes that eliminate them in favor of tech-
nologically driven just-in-time feedback systems. There are reasons this kind of
alternative might be an improvement. However, given the focus of this chapter,
the main point is that careful strategy, design, and alignment of any performance
management system must be in place as a new rewards strategy is considered.
In nearly all cases, the two are inextricably linked.

As noted earlier, there is a trend across the nonprofit sector to move toward
incentives—and sometimes even pay-at-risk plans. These more innovative pay
systems do not eliminate the need for sound base compensation programs, how-
ever. Individuals must still receive a base wage, which will continue to represent
a substantial expense to the organization and must be managed carefully. There-
fore, the nonprofit manager or HR professional in charge of compensation must
decide the best method with which to move employees through their grades or
bands. In addition to merit and seniority-based systems, across-the-board or
cost-of-living increases can also be used. However, like seniority-based pay,
these alternatives increase the fixed costs of salaries in a manner that has no
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relationship to the employee’s level of performance, generally unpopular in
our current highly competitive economy, but occasionally necessary if an entire
pay system is under the market and all salaries need to be increased quickly to
ensure retention. As with all rewards decisions, these designs must be clearly
linked to organizational strategy.

Communicating Salary Plans

How much to communicate, to whom, and when, are important strategic
decisions that need to be carefully considered. Recently, a small number of orga-
nizations have been in the news for dropping the traditional secrecy around pay
and making information about the entire system, including individual salaries
and bonuses, available to anyone in the organization. This is a radical step, and
it should never be undertaken without a careful assessment showing the strategy
makes sense given the pay system’s internal equity, external competitiveness,
and administrative soundness and the culture of the organization. Unless all
of these are properly aligned, a completely open pay system risks disaster.
While innovative management strategies focused on egalitarian information
sharing might seem optimally aligned with openness about pay, the method
of communicating salary plans must be carefully aligned with the strategy and
culture of the organization.

An easier case can be made for making information about the entire salary
structure (pay grades’ minimum, midpoint, and maximum values) available to all
employees. Theoretically, organizations build reward strategies because they will
be motivational, and if employees don’t know what the structure is, the motiva-
tional benefit may be lost. Knowledge of the earning potentials of prospective
jobs to which individuals aspire may motivate them to acquire the necessary skills
and experiences to secure those jobs. However, if such career options do not
exist and the organization’s culture does not support such disclosure, it should
not be done.

Organizations have to make strategic decisions regarding how much
information about the plan should be available to employees. Some public
organizations, like federal, state, and local governments, are legally mandated to
make data regarding all salary grades and ranges available to employees as well
as taxpayers, and individual salaries levels can be easily discovered by an Internet
search. Other organizations are more private, and some make discussion of
individual salaries among employees a disciplinary offense (however, the legality
of this approach has recently been questioned). Generally speaking, most
organizations make information about the minimum, midpoint, and maximum
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of a salary range available to the individuals whose jobs fall within it. In this way,
employees are aware of the earning power of their present jobs.

A conservative and common approach is to communicate the following basic
information to all employees (Rubino, 1997):

• The employee’s job description and how it was obtained (job analysis)
• The general methods by which jobs are evaluated
• The organization’s strategy about howmarket data are collected and analyzed
• The organization’s approach to relating performance to pay
• How performance is measured and appraised
• Administrative policies and procedures
• Benefit plans

Going into depth and specific detail about any of these elements should
be discouraged, since reward plans are often complex and may be beyond the
capacity and interest of most “lay” employees to understand. Introducing more
information than is needed should be avoided, so employees are neither con-
fused nor suspicious about how their rewards are determined.

Incentive Pay in Nonprofits

Since the early 2000s, American business has had to becomemore competitive in
many of its human resource practices. In many for-profit organizations, bonuses
are now common at all levels. Many nonprofit organizations believe they are so
financially constrained that incentives seem an impossible luxury, yet it is use-
ful for the nonprofit executives and HR professionals to be aware of them since
some incentives may have direct applicability to nonprofits with productivity or
motivational issues.

Indeed, the use of incentive plans has increased rapidly in nonprofit
organizations (Deckop and Cirka, 2000; WorldatWork and Vivient Consulting,
2014), and they can be effective in nonprofits if the following criteria are met
(Wein, 1989).

• The top decision makers, including the board of directors, embrace a philos-
ophy of pay-for-performance.

• Incentives are used only if they are based on improvements to the organiza-
tion’s financial condition, either through generation of revenue or enhanced
cost savings. A particularly apt candidate for incentives is the development
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officer, whose performance has a direct and immediate impact on organiza-
tional revenue.

• The performance upon which the incentive is based is measurable and achiev-
able, and includes nonfinancial measures critical to the organization’s mission
and strategy (such as quality of service delivery).

• Employees find financial rewards motivating.
• The amount of the incentive is large enough to make a difference

motivationally.
• Incentives are awarded only to employees whose performance is above aver-

age, perhaps substantially above average.
• The incentive plan is communicated effectively and employees trust that their

efforts will be appropriately rewarded.

These points underscore the case that has been made throughout this
chapter: Any type of rewards practice must be carefully considered and closely
aligned with the organization’s mission, strategy, and other HR policies and
practices.

Types of Incentives

Simple short-term bonuses are probably the most widely understood incentive.
These bonuses are based on a measure of performance over which the employee
has some level of control and can be awarded for individually based performance,
or to groups, departments, or units, depending on the desired behavior. “Spot
awards,” in which a supervisor allocates a small bonus to employees (usually $50
to $100, often given as a gift card) for excellent performance in isolated events,
also can be powerful if carefully used.

Gainsharing programs require significant up-front design time, but may be
more acceptable to board and public stakeholders because, in the nonprofit con-
text, they focus on cost savings generated by employee performance. This type
of program may be particularly appropriate for nonprofits that are experiencing
unnecessarily high operating costs. While these plans vary widely in design, they
nearly always include some employee-participation mechanism whereby employ-
ees’ ideas and initiatives determine methods to save costs and encourage buy-in
to the program. Usually, the organization will split the cost savings on an equal
basis with the employees, and thus the plan benefits both the individuals and the
organization. Themajor downside to this type of program is that it involves devel-
oping what can be a fairly complicated formula by which productivity gains will
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be measured, and this often requires hiring knowledgeable consultants to assist
in the design and installation.

Nonprofit organizations considering incentive plans should ensure that they
are in compliance with IRS regulations. While specific guidance is beyond the
scope of this chapter, it should be noted that the IRS allows incentive plans as
long as they do not violate rules that prohibit inappropriate private benefit or
inurement by executives, managers, employees, or other insiders (Klein, McMil-
lan, and Keating, 2002; also, see Chapter Two of this Handbook for general legal
guidance on matters of private benefit). There are also Fair Labor Standards Act
implications for U.S. nonprofits, since bonuses add to earnings and thus must be
included in overtime calculations for nonexempt employees.

Nonfinancial Incentives. Nonprofit organizations are generally not cash-rich.
Board members and some constituents and stakeholders also may be resistant
to providing cash incentives to employees who “are just doing their jobs” and
prefer those funds be directed at funding the organization’s core mission. When
such attitudes exist, it is encouraging to note that other types of incentives may
be powerful yet less expensive motivators. For example, a popular nonfinancial
incentive used by nonprofits is flextime (see, for example, “Innovative Compen-
sation: What Should You Try? What Should You Avoid?”, 1996). “Employee of
the month” recognition or awards of clothing with organizational insignia can
often reap motivational returns with benefit far exceeding its cost. “Recognition
programs” that provide small rewards for length of service or retirement or give
peers the opportunity to recognize others and reward above-and-beyond perfor-
mance or specific behaviors, are widespread across organizations (WorldatWork
and ITAGroup, 2015). Wise managers will consider adding these options to their
rewards strategies.

Executive Pay in Nonprofits

For-profit business organizations are frequently under heavy fire from the media
and labor groups for their topmanagement compensation practices, yet such was
not the case for topmanagement of nonprofit organizations until the early 1990s,
when nonprofit salaries reported in the media were repudiated out-of-hand with-
out considering the market forces that some argued made them necessary. It is
imperative that top nonprofit decision makers, including board members and
major funders, understand that superior performance in top management posi-
tions is critical to nonprofit success and that the best performers are often in very
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high demand. However, even reasonable levels of pay for their services may seem
unconscionable to the uneducated, and those involved in determining executive
pay should be extremely thorough in their market analyses and decision mak-
ing and meticulous in communicating market pressures for top jobs to these
influential leaders. Indeed, nonprofit excesses (notably Richard Grasso’s exec-
utive pay package for leading the New York Stock Exchange, which is a nonprofit
although not a charity) have resulted in increased disclosure requirements for
nonprofit executive compensation by the U.S. Congress and Internal Revenue
Service (Reilly and Cumpston, 2007).

The pay of the nonprofit executive group should be determined in a sim-
ilar manner to that for other employees described earlier, using market data
analyses, job evaluation, sound policies and procedures, and carefully designed
incentive pay. External competitiveness issues are usually weighted much more
heavily for top managers, for a couple of reasons. First, the location of these posi-
tions in the organization means internal equity considerations are more relevant
for lower-level jobs. Second, these key jobs are quite visible to organizations com-
peting for talent. Since the overall performance of the nonprofit is more clearly
dependent on top management than on lower-level employees, an incentive pro-
gram leveraged on achievement of the organization’s mission, strategy, and goals
should be seriously considered.

In response to the need for more market-based salaries, as well as external
pressures for nonprofit executive pay to be correlated with organizational per-
formance, nonprofits are increasingly turning to variable executive pay. In fact, a
recent study of large U.S. nonprofit organizations found that 90 percent of its
respondents reported having executive bonus programs in place (WorldatWork
and Vivien, 2014). For-profits are usually criticized not for their base salaries,
which tend to be relatively modest (“relatively” is a key word here), but for their
incentive compensation, often taking the form of annual bonuses, stock options,
or both. However, nonprofit organizations have less to worry about in this regard,
since those nonprofit CEOs who are eligible for bonuses on average receive only
about 15 percent of their base pay in incentives (Gaeta, 2003). In addition, many
nonprofits are severely constrained by limited financial resources, making the
magnitude of nonprofit executive pay in comparison to their for-profit counter-
parts seem quite modest. However, wise nonprofit decision makers will monitor
the level and composition of executive compensation packages to ensure they are
not only appropriate givenmarket forces and IRS constraints, but also acceptable
to key stakeholders.

The most frequent nonprofit strategy for determining executive incentive
pay is a relatively subjective board judgment. A better strategy is to create
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performance measures clearly delineating the criteria upon which a bonus
will be paid. An obvious tactic is to link executive bonuses with operational
cost savings, which also serves to fund the incentives. Another financial cri-
terion is “program ratio,” or the ratio of the amount spent on delivery of
mission-related services to total expenses. However, in addition to financial
components, measures should be considered that reflect accomplishment of
the organization’s mission, such as number of clients served, as well as other
practices found in balanced scorecard approaches, including investments in
human capital, business processes, or innovation (Greene, 2007; Zimmerman,
2009; see Chapters Six and Ten of this book for thoughtful discussions on exec-
utive leadership, organizational effectiveness, and alternative ways of judging
executive and organizational performance). David Bjork offers useful guidance
on nonprofit executive compensation in his 2010 WorldatWork journal article,
“Rethinking Executive Pay in Community-Based Organizations.”

It is often desirable to contract with outside consultants to work with the
governing board to design a salary plan for top management jobs. Not only do
they have access to more data, but they generally have the objectivity needed to
make recommendations to the board for compensating these critical jobs.

Benefits

Careful design and implementation of benefits programs are essential in attract-
ing and retaining a qualified workforce. It is the rare job seeker who is willing
to join an organization that does not offer a reasonable benefits package. The
amount of money spent on benefits in the United States and many other nations
is staggering and continues to grow. In the United States, benefits typically
constitute nearly 40 percent of the average employer’s total payroll (Milkovich,
Newman, and Gerhart, 2011). In 2013, U.S. businesses spent $8.8 trillion on
total compensation, $1.7 trillion of it on benefits (U.S. Chamber of Commerce,
2014). Thus, it is a good idea to make sure benefits are effective in attracting
and retaining good employees.

The breadth and depth of guidance on the topic of benefits could easily fill
several volumes, so the scope of discussion presented in this chapter necessarily
must be limited. The field has become highly technical and specialized, requir-
ing most HR professionals to solicit help in order to ensure their organizations’
benefits programs are competitive and appropriate. Many consultants are avail-
able to assist in this quest—some of whom are brokers selling products and some
who merely analyze organizational needs and make recommendations. Either
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kind can be of great assistance, although it is wise to be well-informed as to how
each receives compensation for his or her work, since it can have a bearing on
the nature of the recommendations.

In theUnited States, certain benefits are legally required (common are work-
ers’ compensation, unemployment compensation, unpaid leave for family issues
per the Family and Medical Leave Act, and Social Security). Needless to say,
nonprofit executives and HR professionals should take care to understand their
responsibilities for compliance.

The same concepts of external competitiveness and internal equity that
we discussed with regard to salary compensation are relevant in designing
and implementing benefits programs. Organizations desiring to compete
successfully for job candidates must design their benefits using current and
reliable market data. Benefits surveys are included as adjuncts to some salary
surveys, and surveys specific to benefits are also available. Because of the diver-
gence and variety of different packages, it can be extremely difficult, frustrating,
and cumbersome for an individual organization to conduct a benefits survey
from scratch. Thus, if reliable and relevant data are available from a published
source, it is nearly always preferable to use that data, as opposed to a survey
conducted in-house.

Just as salary programs need to be developed with internal equity in mind,
benefits programs should consider factors internal to the organization. The pro-
gram should meet key employee needs as well as satisfy the employer in terms of
financial and other policy obligations.

To meet employee needs, the organization’s manager or HR professional
should carefully consider the types and levels of benefits that employees want.
Demographics of employee groups have an impact on benefits attractiveness.
Middle-aged or older employees may be more concerned with retirement and
retiree health insurance than younger employees, whose interests may revolve
around beginning families and covering maternity expenses, family leave, and
life insurance. However, it is a mistake to design benefits programs totally on
demographics, since demographics are not always accurately predictive of the
benefits employees want. Employee surveys, focus groups, or other systematic
means of collecting data on the wants and needs of the organization’s employees
are essential.

One way organizations can satisfy diverse employee groups is through the use
of flexible benefits or “cafeteria plans.” These plans can be structured in many
ways and include many options. In the United States the IRS allows employees
to deduct pre-tax earnings from their paychecks for a limited and specific set
of purposes (such as child care or medical, vision, or dental costs). This pre-tax
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option saves the employees taxes while allowing them to choose the benefits that
are particularly attractive to them.

Benefits in the Rewards Policy

As discussed above, it is important for an organization to formulate a total rewards
policy that explains what it is the organization wants its rewards system to achieve.
Just as with pay and work environment considerations, the role of benefits in
the overall total rewards system needs to be clearly articulated. Among the infor-
mation that organizations should consider for inclusion in this policy are the
following (McCaffery, 1983):

• The organization’s desire to provide employees with meaningful welfare and
security benefits

• The organization’s intention to design benefits to fit employee needs
• The frequency and philosophy by which the program will be audited and eval-

uated in relation to costs, salary increases, and external factors
• The organization’s desire to use benefits as a means to motivate and achieve

desired levels of productivity
• How the organization plans to fund the benefits (most organizations offering

benefits require employees to pay at least part of the cost)
• The organization’s intention to communicate effectively, including to explain

changes to benefits programs to employees
• The provision of individualized annual statements that explain to each

employee the value and cost of their benefits, including the organization’s
contributions and the cost to employees

• The market with which benefits will be compared
• Any requirements for trustees and carriers to regularly (such as annually) sub-

mit detailed reports management and others
• The commitment that benefits plans will be evaluated regularly (annually or

some other term) to ensure they meet the changing needs of the demograph-
ics of the employee group

Health Care

NoU.S. reader of this book is unaware of the critical issues in health care that the
United States has confronted during the past several decades. These continue to
escalate and, at the time of this writing, the Patient Protection and Affordable
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Care Act that was enacted by the U.S. Congress in 2010 continues to be chal-
lenged, even though most of its provisions were substantially implemented by
2014. Given the structural and political complexities of the Act (often referred
to as “the ACA”), and the fact that it is based on an employer-based health care
system, it is beyond the scope of this chapter to discuss employer-based health
care in any depth. The ACA was enacted as an attempt to resolve the two most
difficult challenges confronting the United States: controlling health care costs
and ensuring access to health care to all Americans, yet it is unclear whether the
ACA will resolve these challenges to the degree intended. Regardless of one’s
position on this specific legislation, the process of developing solutions to these
complicated problems has been and will probably continue to be painful.

Nonprofit organizations in the United States are challenged by both cost
and access. They are challenged directly by the rising cost of providing health
insurance and, indirectly, by the need to make the difficult decision of whether
to provide health insurance or have employees shop for it via the federal or
state health caremarketplaces developed inmany locations per the requirements
of the ACA. When it comes to the question of whether to provide the insur-
ance itself, an organization that has fifty or more full-time employees must pay
a penalty for each employee it does not insure (National Council of Nonprofits,
2015). Further, it is important to know the details of this act and how its provisions
are enforced, since the employment of multiple part-time employees can count
as full-time and cause an organization to become subject to the law’s provisions.
The bottom line is that many nonprofits, like many small for-profits, simply can-
not afford the expense of offering health benefits to part-time (or even full-time)
employees. Notably, the ACA provides individual employees an opportunity to
purchase insurance within one of these “marketplaces,” with the expectation that
the cost would be lower than they would have paid before its enactment.

In the 1980s, one initial response to rising health insurance cost issues was
the implementation of “managed care” programs bymany organizations offering
health benefits, both profit and nonprofit. This is a broad term for a variety
of program types, ranging from Health Maintenance Organizations (HMO)
to Point of Service Plans (POS) to Preferred Provider Organizations (PPO).
In general, all of these types of programs require significant monitoring and
management of individual health care occurrences, including ensuring that
individual care selections are prudently chosen and that the costs associated with
each occurrence are reasonable. Although there are many variations, generally
speaking, HMOs require employees to choose physicians and other health care
providers who belong to a network; POSs and PPOs reward employees who
choose within their networks, but usually allow some coverage outside. In this
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way, employers can achieve reduced rates for medical services by either paying en
masse for services or receiving discounts on certain procedures. However, most
benefits professionals agree that managed care hasn’t been the miracle cure for
cost control that was hoped for (Employee Benefit Research Institute, 2009a).

Currently, many organizations employ more innovative measures to control
costs, such as the use of “consumer driven” or “defined contribution” health
care benefits. These are designed to push more decision-making responsibility
about health care expenditures onto employees, through a variety of methods,
from presenting multiple health care insurance choices to providing employees
a certain amount of cash and letting them purchase their insurance privately.
Most common among these methods, however, are those that utilize some sort of
health savings account (HSAs) or health reimbursement arrangements (HRAs).
HSAs are funded through a mix of employee and employer contributions and
must be combined with high-deductible insurance plans. HRAs are funded
solely by the employer and may or may not be paired with high-deductible
insurance although, in practice, they usually are (Employee Benefit Research
Institute, 2009b).

The basic advantages to organizations in all these plans are that employ-
ers’ costs become more fixed and administrative costs are reduced. For
employees, out-of-pocket costs may be higher, and they are required to better
understand complex medical benefit plans and make more independent
health care decisions.

Retirement Plans

In the past, organizations with retirement plans aimed to provide retirees with
retirement income that was between 50 and 70 percent of their pre-retirement
income. This was considered sufficient because, in retirement, work-related
expenses are no longer accrued, employment deductions are no longer made,
tax breaks give retirees a new advantage, and money is no longer being put away
for retirement. However, recent experience suggests that most retirees now have
little desire to scale back their lifestyles and, perhaps, even look forward to doing
things they didn’t have time to do earlier in life. Many financial consultants now
recommend that future retirees plan to ensure a larger income, perhaps 80 to
100 percent of pre-retirement pay. Additionally, many retirees are living longer
and need more funds for significant expenses (including, of course, medical
expenses), for these longer retirements.

Retirement income in the United States usually is achieved through the
coordination of payments from the Social Security system with income from
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retirement plans. However, Social Security’s long-term future appears uncertain,
given its projected underfunding in the coming couple of decades. This has been
the focus of much political debate, yet little progress or change has occurred.
Recently, a push from the political left has even demanded expanded benefits,
while the efforts from the political right have been to rein them in. Proposals
to make the program solvent in the future include decreasing scheduled
benefit increases, changing the amount of contribution in relation to salary, and
increasing the retirement age (Employee Benefit Research Institute, 2009c).
It’s likely a combination of these solutions will be implemented, and Americans
need to be aware these changes will affect the amount and timing of retirement
benefits they receive from Social Security.

All of these conditions and developments have significant implications
for nonprofit organizations that wish to include retirement benefits as a part
of their total rewards strategies and plans. Two general types of retirement
plans exist: defined benefit plans and defined contribution plans. In the past, defined
benefit plans were the norm for organizations that provided retirement plans.
These plans define the income (the “benefit”) the employee would receive upon
retirement, based on a formula that usually included the average compensation
over all or a number of the employee’s years of employment. These plans require
extensive actuarial guidance, incorporating assumptions regarding employees’
future earning potential, number of years until retirement, and other pertinent
factors. The contribution the employer makes is determined through actuarial
assessments and, often, these contributions would be supplemented by the
employee. Because of the expense of these programs and the requirement of
a fairly large employee base to ensure their affordability, they are becoming
relatively rare in all but the largest nonprofit organizations, and their numbers
are in fast decline in all sectors.

Defined contribution plans, on the other hand, define the amount (the
“contribution”) that is put into some kind of investment vehicle for retirement.
Therefore, the actual retirement income the employee will receive depends on
the amount of the contribution and the success of the investment and is thus
unknown, but the amount contributed to the plan by the employer is defined
and limited. Often, the investment is contributed primarily by the employee
with an employer match. These are commonly implemented in nonprofit
organizations in the form of tax sheltered annuity programs (or TSAs) or
so-called 403(b) plans.

Similar to 401(k) plans for for-profit employees, 403(b) plans and TSAs
allow employees to reduce taxable income by contributing a percentage of their
salaries on a pre-tax basis to one or more qualifying annuities and mutual funds.
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In 2016, individuals may contribute up to $18,000 a year, with a “catch-up”
provision allowing employees aged fifty or over to contribute an additional
$6,000 per year.

Currently, defined contribution plans are the preferred choice of most non-
profit employers. It is important that employees be aware of the financial risks
of such plans and educated about their responsibility to participate. Estimates
of actual U.S. participation rates in defined contribution plans vary based on
who is doing the estimation but, regardless of the source, significantly less than
100 percent of eligible employees participate. The obvious resulting problem
is that a number of Americans may be extremely underfunded for their future
retirement. Some employers now offer automatic enrollment in which employ-
ees must “opt out” rather than “opt in,” which may increase participation. Also,
many organizations offering defined contribution plans provide retirement or
financial planning seminars to their employees many years before their normal
retirement date to help them plan for retirement. This type of education, which
generally is provided at no or low cost by providers, can assist employees in under-
standing the importance of investing, help them feel comfortable about their
retirement prospects, and aid employers by increasing employees’ sense of com-
mitment to the organization.

Retirement plans for nonprofits in the United States, like those of for-profit
organizations, are subject to extensive regulation by the IRS, the Department
of Labor, and other regulatory regimes (especially the Employees’ Retirement
Income Security Act, or ERISA). The design and operation of such programs
are well beyond the scope of this chapter. However, nonprofit executives and HR
professionals who design or sponsor such retirement programs should under-
stand that these types of programs are heavily regulated with active governmental
oversight, and it is essential that they be prepared to comply with these compli-
cated regulations.

A number of other unique and specialized benefitsmay deserve the attention
of a nonprofit HR manager, particularly those of very large employer organiza-
tions, but space prohibits coverage of most. The Internet resource site for this
Handbook provides a number of links to organizations and resources that have
useful information. However, given their strategic importance, we will address
two additional benefits that are common in the nonprofit employer world: pro-
grams that provide for paid time off, such as vacation and holidays, and programs
that provide for the tuition reimbursements. These are covered in the closing
section of this chapter.
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Paid Time Off

Often nonprofit organizations can more easily offer paid time off than cash to
reward performance. In today’s business environment, employees view vacations,
holidays, and sick leave as an employment right, and thus paid time off has
become a standard part of the total compensation package. Determining the
best mix of paid time off requires application of the same principles used to
determine other reward components: internal equity and external competition
considerations. The demographics of the employee base may affect the partic-
ular kind of paid time off employees prefer. Younger workers may prefer sick
leave, personal time off, or family leave provisions in order to raise children.
As employees age, there also may be more demand for family leave programs
that allow middle-aged employees to care for elderly parents. However, as in all
benefits matters, caution is advised about making unfounded assumptions based
only on demographics. The best way to determine employees’ preferences is
to ask them, using surveys or other methods. Questions regarding preferences
regarding paid time off should be included in any employee surveys or focus
groups the organization uses.

Competitive market pressures also must be taken into consideration. For
example, one nonprofit organization gives its employees all working days
between Christmas and New Year’s Day as paid holidays because a major
for-profit employer a few blocks away does so. This example reflects the necessity
for nonprofits to be aware of the time-off policies of organizations with which
they compete for labor. All organizations should carefully evaluate what their par-
ticular labor market implications are offering before setting their own policies.

Most American employees in medium and large organizations receive an
average of nine paid holidays per year, ten days of vacation at one year of service,
increasing to nineteen days at twenty-five years of service (Society for Human
Resource Management, 2014). Some organizations also offer floating holidays,
or days that change depending on the calendar and the needs of the organi-
zation. For example, if Independence Day falls on a Thursday, Friday may be
given as a “floating holiday” to create a four-day weekend that many employees
will value.

Many organizations now offer what is frequently referred to as “paid time
off” (PTO) or “personal days,” often in lieu of separate hours for specific
categories such as sick leave, holidays, and vacation (Cyboran, 2008). Policies
regarding amounts vary substantially, but PTO offers a specific number of days
that the employee may choose to take off for any personal reason, from sickness
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to birthdays to “mental health days.” However, when PTO days are used up,
additional time off for illness or any other reason must be taken without pay.
The theory behind PTO is to encourage workers to take responsibility for their
time off and to manage it in a way that fits their needs, whether it is to care for
sick children, take the dog to the vet, go to the dentist, or perform any other
necessary personal business. Such programs can be effective in improving or
maintaining trust in and commitment to the organization, but must be carefully
designed reflecting employee preferences and historical absence data so the
program is as effective as possible.

There are other paid time off decisions to be determined by the organization
as well, including policies regarding jury duty, military leave, and bereavement
leave. Additionally, plans must be carefully formulated to ensure that policies
deal fairly and appropriately with overtime pay, shift differentials, incentive pay,
status of paid time off provisions during probationary periods, accrual of time
off not used, and other relevant issues. Of course, in the United States, paid time
off policies need to be coordinated with Family and Medical Leave Act (FMLA)
requirements as well as the Uniformed Services Employment and Reemployment
Rights Act (USERRA). In Europe andmany other parts of the world, similar types
of governmental policies and requirements exist and must be taken into account
as paid time off policies are developed and implemented.

Tuition Reimbursement

About 80 percent of all U.S. companies provide tuition reimbursement (Ziehlke,
2004). Many of these organizations provide tuition reimbursement only for their
employees who are pursuing degrees. Most require the student employee to
receive satisfactory grades as well as to be working on a degree that is somehow
related to his or her current employment or reasonably imminent promotional
opportunity. Just as all compensation components need to be integrally linked to
the organization’s mission and strategic plan, tuition reimbursement programs
should be carefully geared to some kind of career development philosophy that
helps accomplish the organization’s human resource strategy. In other words,
nonprofits with limited resources need to understand what they are purchasing
when they financially assist their student employees. It could be simply employee
goodwill, recruiting a generally younger group of workers, or a more strategic
goal of educating workers to fill needed professional roles or become more
proficient in the use of new technologies, as identified in the human resource
planning process. As with any expenditure, management should direct its tuition
funds deliberately.
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Communication of Benefits

Although effective communication is essential in nearly all aspects of human
resources, there may be no other area so critically dependent upon commu-
nication as the benefit program. Although ERISA requires employees receive
an annual summary plan description covering retirement benefits, this is not
sufficient. Not only do employees need to know what their benefits are in order
to effectively utilize them, but ensuring that they understand them is the only
way for organizations to truly gain the “bang” for their benefit bucks. After all,
both profit and nonprofit organizations spend an enormous amount of money
on benefits. To obtain the optimum level of motivation and commitment from
employees requires communicating the value of what they are receiving. Indeed,
implementing a good benefits communication program has been shown to
increase employee satisfaction by 40 percent (Kislievitz, Debgupta, and Metz,
2006). Havely and Levin-Scherz (2015) offer the following five principles for an
effective benefits communication program:

1. Employ a total rewards focus in benefits communications. Help employees
understand how benefits fit into their full rewards package.

2. Be consistent in overarching messages. Stress the overall purpose and strategy
of the behaviors and motivations the benefits and total rewards strategy seek
to encourage.

3. Target communication to unique segments of the workforce and retirees. Ben-
efits communication is more impactful if employees see how it affects them
personally.

4. Reach the audience through a variety of media, but be mindful of the mes-
sage. Make sure electronic communication reaches all audiences, and make
the communication mode interesting, but make sure the information com-
municated is on target with the strategy.

5. Measure and modify. Make sure the benefits communication is doing what
it’s designed to do. Goals and timetables for any communications strategies
should be measureable so the program can be evaluated and improved.

Other useful recommendations are to seek input from employees and guide
communication strategies around what they want to know; consider “events-
centered” communication points, such as hiring, promotion, anniversaries, and
so forth; test communication materials to ensure they are understandable by
all employee groups; enhance employee trust by using effective and credible
communicators, such as nonsupervisory benefits professionals; and ensure
the communication budget is adequate (McCaffery, 1992).
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Justifying Reward Costs to Directors

Some enhancements to total compensation programs may entail minimal
cost increases but reap significant rewards in terms of increased employee
satisfaction and retention or more successful recruitment. Often, however,
improvements in salary and benefit programs result in potentially large financial
outlays. In nonprofit organizations, as in many for-profit organizations, justifying
such increases to boards of directors can be a formidable task. Faced with
severe financial constraints and sometimes with constituent pressures, many
directors are loath to approve policies that may have long-lasting and sizeable
financial impact. Therefore, the managerial and HR professionals in charge of
formulating and proposing the program should follow some basic guidelines.

First, decision makers will be more likely to accept a program if they are
allowed some kind of input into it. Thus, no one should begin developing any
part of the total compensation program without the knowledge and blessing of
the CEO and board. He or she should carefully explain the need for the new
program, and the means by which it will be developed and the method of instal-
lation. Graphs of turnover statistics, current salaries as compared to market data,
and other preliminary information justifying the need for a new program should
be presented concisely.

Second, directors should be kept informed throughout the process. Devel-
oping and installing a salary program can take anywhere from six weeks to one
year, depending on the size of the employee base, the number of jobs, and the
culture of the organization. As the project progresses, the board should be given
regular updates.

Third, the board of directors should be involved in critical aspects of the
project. It is essential, for example, that they approve the final relevant labor
market determination before salary data are gathered. Unless the directors feel
comfortable with the specific data sources to which jobs are being compared,
any market data, no matter now painstakingly collected, will be virtually useless.
Also, if an executive job evaluation committee is used, make sure at least some
members of the board, preferably those of longer tenure and greater respect,
are included. Ensure the board knows it will approve all final job hierarchies
and salary structures. Include directors, where possible, in focus groups assessing
employee needs and desires.

When nonprofit operational needs are pressing, allocating money for
salaries and benefits can be an imposing challenge. However, clear, concise, and
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thorough justification and explanation of the needs, development process,
and final recommendations to directors will allow them to make reasonable and
sensible decisions regarding this critical financial issue.

Also critical is to ensure that corporate and foundation funders, as well as
other major donors, understand the necessity and process by which the com-
pensation decisions are made. Although their communication and participation
should be less involved, it is important they believe the systems and processes
by which these crucial decisions are made have been conducted knowledgeably,
professionally, and conscientiously.

Conclusion

Organizations, both for-profit and nonprofit, are being challenged to compete
effectively. In order to do this, they must have qualified employees who are
motivated to accomplish the strategic goals of the organization. Attraction,
motivation, and retention of high-caliber employees require a total rewards
system that is carefully and thoughtfully designed and implemented. There are
six key elements to accomplishing this.

First, pay strategies must fit the organization’s culture and goals, and thor-
ough consideration must be given to identifying the behaviors the organization
desires and designing reward strategies to ensure they occur. To do this, effective
organizations must have up-to-date salary and benefits policies and communicate
them to their employees.

Second, organizations need to design and build effective base compensa-
tion programs, designed with care for how external competitiveness and internal
equity will be balanced. While job evaluation programs can be effective in com-
municating management’s intentions to pay equitably, it is important that these
time-consuming and expensive systems not be overused.

Third, management must decide how it plans to encourage the key behav-
iors needed to accomplish strategic goals. This may be done through group or
individual incentive programs, merit pay programs, or other plans. Each system
has advantages and disadvantages that need to be weighed and evaluated in light
of each organization’s unique culture and characteristics.

Fourth, it is critical that the organization conscientiously evaluate necessary
benefits levels and develop an appropriate program. It is imperative that orga-
nizations understand and balance competitive pressures, employee desires, and
resource requirements.
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Fifth, nonprofit organizations need to design and effectively implement
administrative policies and procedures that ensure that their salary and benefits
programs are consistently, equitably, and effectively delivered to employees.

And finally, it is essential that the organization effectively communicate with
all employees about all facets of its total rewards approach, including compensa-
tion, benefits, recognition, training and development, and more.

Nonprofit organizations that embrace a total rewards approach to
attracting, motivating, retaining, and encouraging their employees greatly
increase their potential for effectively mobilizing their most precious of
resources—their people—and accomplishing the goals and strategies that result
in higher performance, greater impact, and long-term effectiveness in meeting
the needs of the communities they exist to serve.
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CONCLUSION

The Future of Nonprofit Leadership and
Management

David O. Renz

This fourth edition of the Jossey-Bass Handbook of Nonprofit Leadership and Man-
agement, which comes two decades after the publication of the first edition,

describes a nonprofit sector that is very different from that of the inaugural
edition. The field has grown and developed in important and amazing ways,
some very positive and some less so, and the nature and content of the work
of the typical nonprofit leader and manager is quite different from those ear-
lier days. True, the purpose and functional content of nonprofit management
remains substantially the same: it is the process of planning, organizing, and
leading the work of the organization, including establishing goals, developing
organizational strategies, securing and allocating resources, organizing the work,
recruiting andmobilizing the workforce to do it, supervising the implementation
of the work, evaluating the degree to which the organization is accomplishing its
goals, and then refining plans and strategies to sustain and enhance the organi-
zation’s performance and impact.

And yet, as Lester Salamon explains, the context of nonprofit leadership
and management has changed so much in the past twenty-five years that it is not
at all the same work (2010, 2012). Some things have become easier, yet much
has become dramatically more complex and challenging. In his chronicle of the
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changes that have led to today’s demanding operating environment, Salamon
identifies four key types of challenges:

• The challenges of finance, from federal retrenchment to the changing nature
of public support to a decline in the share of private giving relative to non-
profit need

• The challenges of more and different kinds of competition, ranging from intra-
sector competition among nonprofits for time, talent, and treasure to
intersector competition as nonprofits and for-profits compete for attention,
credibility, and business as they jockey for the opportunity to provide services
in an increasingly ambivalent marketplace

• The challenge of effectiveness that comes of the increased demands for non-
profits to demonstrate and prove performance, results, and accountability

• The challenge of technology, as new and increasingly sophisticated digital tech-
nologies and social media become available to both the sector and to a good
share of its constituents, leading to heightened expectations for new levels of
communication, engagement, and responsiveness—and to new definitions of
effectiveness.

Today is indeed a new day for the leader and manager of a typical non-
profit! And, Salamon suggests, tomorrow promisesmore—more of the same, plus
more that will be different (2010, 2012). Among the emerging opportunities he
describes are the following:

• Major social and demographic shifts, fueling exceptional changes in the com-
position and character of every society on the planet, including exceptional
growth in the size of an aged population, more women in the workforce,
exceptional growth in the number of children living in single-parent house-
holds, and major changes in the balance among the many racial and ethnic
groups that comprise civil societies across the globe

• New forms of philanthropy, some employing new strategies and vehicles and
enabled or energized by new technologies, some fueled by the increasingly
large intergenerational transfer of wealth

• Greater visibility and policy salience as the value and potential for impact of
nonprofit and other civil society organizations are recognized and embraced
by political and institutional leaders

• Resumption of governmental spending on social welfare and other civil society
programming

A number of recent reports also weigh in on the changing nature of the
nonprofit environment to offer their own observations about the nature of this
time of fundamental change (for example, Alliance for Children and Families,
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2011; Bernholz, 2014; 2015; Gowdy, Hildebrand, LaPiana, and Campos, 2009).
Gowdy and colleagues (2009) assert that the nonprofit sector is at a unique point
in time, “an inflection point” that will fundamentally reshape the sector, and that
successful nonprofit leaders and managers will build their capacity to be attuned
to rapid and continual shifts as they manage strategically in the fundamentally
new operating environment. Among the key trends they suggest are converging
to fuel changes are

• Shifts in demographics that lead to redefined expectations for participation,
engagement, and equity

• Advances in technology, including the rise of social media, that enable (or
demand?) “new ways of communicating, demanding greater openness and
transparency” (p. 10)

• Development of networks (technological and social) that enable dialogue,
work, and even decisionmaking to be organized inmultiple new and relatively
more fluid ways

• Growth in interest in civic engagement, including greater expectations for
new levels and multiple forms of engagement and nonprofit responsiveness

• Blurring of sectoral boundaries between nonprofits, for-profits, and gov-
ernmental agencies, resulting in both competition and collaboration that
enhance and sometimes confuse opportunities for the creation of both
private wealth and social capital

A more recent assessment of the human services environment, prepared
for the Alliance for Children and Families (2011), identifies the following as
disruptive forces causing change, adaptation, and innovation: purposeful exper-
imentation, information liberation, integration of science, an uncompromising
demand for impact, branding for causes rather than organizations, and the need
to attract investors rather than donors.

As challenging as these dynamics are, they are not necessarily negative. We
observe effective nonprofit leaders and managers being both innovative and
strategic as they explore ways to navigate and exploit the opportunities inherent
in these changes. For example:

• The realization that it is impossible to operate as they have in the past has
led many nonprofit organizations and their leaders to fundamentally rethink
what they do and how they do it. At best, nonprofits achieve greater focus as
they clarify that which is core to their mission and then seek innovative ways
to address it.

• Many nonprofit organizations, as they experience the problems posed by
their traditional revenue strategies, are rethinking their business and revenue
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models. The exceptional growth in attention to nonprofit social entrepre-
neurship reflects a new level of creativity as many nonprofits employ different
and more diverse ways to fund and finance their work.

• New forms of organizing are being developed and tested, particularly via the
expanded use of creative forms of alliances and networks.

• There is growing use of hybrid forms of organization that extend across and
blur traditional sector boundaries. Such organizations blend the practices of
business, government, and nonprofit to achieve results and deliver social value
that often cannot be achieved in any single sector.

• New and richer ways of understanding and ensuring accountability are being
developed at both the organizational and system levels to complement those
that operate within programs. Systems are being developed in ways that more
effectively gather and employ data to document and enhance performance
and effectiveness at both the organization and program levels of operation.

• Smaller nonprofits are investing in increasingly sophisticated yet lower cost
software that makes it feasible to become more effective and data-driven in
strategy and planning, decision making, constituent relations, and financial
and performance management.

• Nonprofits are taking marketing more seriously and employing marketing
and branding practices in more sophisticated ways (it’s no longer just
a euphemism for fundraising and selling). This includes adapting and
employing social media and other emerging approaches and technologies
to enhance constituent relations, communications, alliance and relationship
building, and transparency and accountability, all at relatively low cost.

• Savvy nonprofits also are taking care to proactively address the human
resources facets of nonprofit leadership and management, from developing
new leadership talent to succession planning to changing the ways they
engage younger generations in their work. This includes tapping the strong
interest of many Millennials to engage in community-building activities.
These agencies are creating new ways for young adults from all types of
backgrounds to become more actively engaged in service in the sector.

• Increasing numbers are taking advantage of the phenomenal growth in the
number and scope of nonprofit leadership andmanagement programs—both
formal degree programs at bachelor’s and master’s degree levels, and in vari-
ous certificate and other non-degree programs—to build the capacity of both
current and aspiring leaders.

• New forms of leadership and governance are being explored and developed
as nonprofit organizations and their leaders work to capitalize on all of these
trends and dynamics.
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The Successful Nonprofit Leader and Manager of the Future

What does all of this mean for the future of nonprofit leadership and manage-
ment? It certainly suggests that the work of leaders and managers will become
evenmore complex and demanding. It also suggests that, while passion and com-
mitment are essential to success, effective leaders and managers need more to
succeed. The knowledge, skills, and abilities explained in this Handbook are cen-
tral to the future success of the typical nonprofit leader and manager.

Some worry, as we continue to professionalize the management of the sector,
that the distinctive character of nonprofits in civil society will be lost. But there is
no reason to believe that this must be the case. Indeed, drawing on a key market-
ing concept, we can andmust remember to regularly and clearly articulate the key
differentiators that distinguish nonprofit organizations from all others. If profes-
sionalization and education are well grounded and implemented appropriately,
the sector will not lose its way because, at core, effective nonprofit management
must be defined in and by mission accomplishment. So the challenge, in difficult
times, is to never forget why we do what we do. I am optimistic that we are unlikely
to forget our mission—our volunteers and donors and community leaders will
not let this happen. Although the sector’s public trust ratings today are lower
than I’d like, it remains true that the average citizen values the nonprofit sector
and considers it an essential part of a viable society. We know this, in part, because
year after year we continue to see people across the world taking the time to
create thousands of new nonprofits (and a good share of them are all-volunteer
organizations) to address the needs and interests of their communities and
fellow citizens.

From the perspective of nonprofit management and leadership, how do we
ensure the sector does not lose its distinctiveness and viability? My answer is
that we lead and manage effectively! Every one of the chapters of this Handbook
explains a unique facet of how we ensure that our sector and its organizations
remain vital, viable, and distinctive. At core, this has four dimensions.

Govern, Lead, and Manage with Strategic Focus

Fundamentally, strategic leadership and management constitute the process of
making choices about the best and most effective ways to achieve the intended
purpose of the organization (that is, the mission). As Robert Herman argues
in the second edition of this volume (2005), it is imperative that every non-
profit is “managing toward the morality of the mission.” It is when a nonprofit’s
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leaders and managers forget to or fail to keep the mission, vision, and values of
the organization as the foundation for all the decisions and choices they make
that we have the greatest potential for losing our way. Essentially all of the trust
and accountability problems of the sector derive from our key stakeholders’ fears
that we are not in fact doing this and doing it well—they are warning us to take
the fundamentals seriously.

Do Not Fall Prey to the “Run It Like a Business” Clichés

The oft-uttered admonition to “run it like a business” is a half-truth, valid except
when it’s not! Many of the most spectacular failures of nonprofit leadership and
management exemplify the cultural contradictions of our sector, when nonprofit
leaders think they can operate as a conventional business would operate—only
to find that they had violated important conventions and rules (some written
and some not) about what is acceptable for a nonprofit. All organizations today
operate in an environment of increasingly complex competing and conflicting
values and expectations. But businesses ultimately have the option of ignoring
or shortchanging some values and expectations in favor of others (indeed, in
the United States, they are legally obligated to maximize financial results for the
limited group of people who are their owners—that is, their shareholders). Non-
profit leaders and managers, however, must recognize and accommodate a much
larger array of stakeholders’ competing values and perspectives as they determine
what their organizations should do, how they should do it, and how to judge
effectiveness and success.

Among the key distinctions: at its core, a business serves a market niche as
long as it is profitable; when it’s no longer profitable the well-managed business
will leave the niche to pursue something that has greater promise for profit.
A business is obligated, as a matter of responsible use of the owners’ assets,
to leave a niche or market when it cannot achieve an appropriate return on
those assets (at whatever level of return is deemed acceptable by those owners).
Alternatively, by definition andmandate associated with charity status, the typical
nonprofit operates in a market where profitability is less viable (that is, the
economist’s concept of market failure). Indeed, in recent years, some nonprofits
have been threatened with or even lost their nonprofit status because there
was no clear distinction between their enterprise and a for-profit business. The
nonprofit is mission-bound to stay in its specific (tax-exempt) business if at all
possible, so key decisions turn on whether it is feasible to remain in the market
(with some form of subsidization, including but not limited to tax exemption)
to continue to serve its clients.
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Market and Communicate Effectively

Nonprofit leaders must become more effective at explaining the true char-
acteristics of the nonprofit world. We have failed to help many of our key
constituents—including many who govern, manage, staff, and volunteer for our
own organizations—understand the nature of the sector and its organizations.
Lester Salamon observes:

Thanks to the pressures they are under, and the agility they have shown in
response to them, American nonprofit organizations have moved well
beyond the quaint Norman Rockwell stereotype of selfless volunteers
ministering to the needy and supported largely by charitable gifts. Yet
popular and press images remain wedded to this older image and far too
little attention has been given to bringing popular perceptions into better
alignment with the realities that now exist, and to justifying these realities
to a skeptical citizenry and press. (2010, p. 96)

Several of the chapters of this book examine the processes by which we
engage, inform, and educate our key constituencies throughmarketing, strategic
communication, and advocacy. We must be effective in using the guidance and
insights of these fields to inform our work as leaders and managers.

Perform Well and Deliver Social Value

Ultimately, people everywhere value the nonprofit sector and civil society for the
social value they add. If nonprofits cannot deliver on their missions, communi-
ties legitimately ask why they should allow them and subsidize them. The ultimate
judgment in the test of whether we are effectively “managing toward the moral-
ity of the mission” comes directly from our performance and from our ability to
demonstrate that progress is beingmade.Our constituents and stakeholders want
us to succeed, and the reason they will maintain or even enhance their support
is because they see the value in what we seek to accomplish. There is no question
that the nature of the problems and needs addressed by the nonprofit sector is
such that progress can be slow, difficult, and hard to demonstrate. For that rea-
son, the work ofmarketing and communication is integral to this element. But, as
Greg Dees explains in Chapter Eleven, there is only one bottom line in the non-
profit world—it is the creation of social value. Without social value that derives
from the effective practice of nonprofit leadership and management, the legit-
imacy of the field disappears and we run the danger of becoming “just another
business out to make a buck.”
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Does Nonprofit Management Differ
from For-Profit Management?

Some question whether there is any substantive difference between “nonprofit
management” and management in other types of organizations. After all,
every one of the nonprofit management functions that has been explained in
this Handbook is important to the effective management of every organization
regardless of profit orientation. All the tasks of management described herein
are essential to the management of profit-making organizations. So is there a
difference? At core, in both nonprofit or for-profit organizations, the central
purpose of management is the same—to enable the organization to function
well to accomplish its mission and goals. And the fundamental difference flows
directly from that point: it is the purpose to be achieved by the management
system that is different. Among the distinctive dimensions of nonprofit manage-
ment that are important to recognize because they have a distinct impact on the
success of those who do this work are those discussed as follows.

The Unique Legal Context

To state the obvious, the nonprofit sector in the United States and most other
nations of the world is legally distinct from the other sectors. It is neither
for-profit business nor government, even as it carries certain characteristics
of each, and this difference in legal context is significant to the practice of
management (most notably, it limits the range of strategic options available
to the leadership team). In most nations the organizations that are qualified
as “nonprofit” organizations receive this distinction because they have agreed
to limit the nature and scope of their work. They have been granted special
privileges, such as tax-exempt status, but the price of these privileges is that these
nonprofit (and nongovernmental) organizations must constrain their activities
to those that address broader social or charitable purposes. Such distinctiveness
applies to much of the nonprofit sector across the globe, although it is essential
to recognize that there is great variation in the laws of different nations with
regard to permissible and impermissible nonprofit activity. Thus, it is essential
that a nonprofit manager manage with respect to the legal context of each
nation in which his or her organization operates.

The Unique Ownership Structure

One of the legal differences that becomes significant to management is that
of organizational ownership. In the United States and many other nations,
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it is generally not possible to own (that is, to have an equity stake such as
stock) a nonprofit charitable organization. In practical terms, the typical U.S.
charity is “owned” by the community or segment of the community that it
exists to serve. Thus, its governing board and management must act as stewards
of the assets of the organization on behalf of the community, even as there
is no singular and clear external source of accountability or control over
the affairs of the organization. Such diffusion of control and accountability
creates both unique opportunities and complications for nonprofit manage-
ment (for more on this, see Chapter Four, “The Many Faces of Nonprofit
Accountability”).

The Unique Political and Cultural Context

The aforementioned legal and ownership differences couple with the unique
political context of the nonprofit sector to further complicate the work of
nonprofit management. One result of the nonprofit’s diffuse and unclear
accountability is that the typical organization has multiple significant stake-
holders, and many think they are “in charge.” These stakeholders bring diverse
and conflicting performance expectations to bear on the organization and,
therefore, on its management team. In today’s environment of heightened con-
cern for accountability and performance, the management team cannot afford
to overtly ignore most such expectations, even when they are inconsistent. Thus,
one of the most challenging tasks of nonprofit management is to select a course
of action that strikes a reasonable balance among the shifting expectations and
demands of the organization’s multiple stakeholders. Ebrahim also explores this
issue in depth in Chapter Four. This demands that management be especially
politically sophisticated and sensitive to the external environment.

Further, efficiency in the social sector cannot be assessed as it is in business.
A sector that serves to address the expressive and artistic needs of a community
cannot legitimately be judged by the same criteria as those that serve instrumen-
tal functions. Indeed, this is where part of the paradox of the sector arises—for
many seek to turn the sector into a purely instrumental form (and in its own
way, government has done more to create this dynamic than any other part of
society, as Smith discusses in Chapter Twenty). Interestingly, for some nonprof-
its, their mere existence is the outcome their stakeholders seek, and we should
never forget this in our press to enhance effectiveness and accountability. I am
reminded of the truth of this every year as thousands (really, tens of thousands)
of citizens, all over the world, invest an incredible amount of time in the found-
ing and nurturing of new nonprofits that generate “only” good will, fellowship,
camaraderie, and enhanced sense of community. In a broader sense, this, too,
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is a market phenomenon, yet it is not the rational-logical resource-maximizing
dynamic of some economic theories—and it cannot and should not be reduced
to such.

The Unique Financial and Capital Structure

Further complicating the unique work of nonprofit management is that the
financial context for a typical nonprofit organization can be much more com-
plex than it is for similarly sized for-profit businesses. The typical nonprofit’s
complicated mix of clients and markets, which correlates directly to complicated
business models grounded in diverse and inconsistent funding and financing
models, makes the work of nonprofit management distinctive. The typical
for-profit business gets its financial support from a relatively uncomplicated set
of sources; nonprofits increasingly must fund and finance their operations with
a mix of philanthropic resources and earned income derived from a relatively
diverse set of sources. This varies significantly by mission and type of work. Each
source imposes its own expectations for operations, management performance,
and organizational accountability. Among the most demanding are the govern-
mental sources, since acceptance of funds from government typically intensifies
the demands for procedural as well as performance accountability.

Many of these distinctions are subtle yet very real, demanding, and poten-
tially disabling to the unprepared leader or manager. Successful business
entrepreneur turned nonprofit leader and consultant, Mario Morino, described
from personal experience the nature of these differences in a 2007 speech.
Among the differences he articulated for his business colleagues:

• Context has an extremely significant function. . . . The issue itself may be crys-
tal clear to you, but understanding the context within which the issue is framed
is key (and the difference between success and failure).

• All organizations deal with external factors, but social sector organizations
confront and work throughmore outside conditions beyond their control and
that are more social and people-based in nature.

• Not all business entrepreneur traits transfer well. Some of the characteris-
tics that were effective in the private sector may not work now. . . . The highly
driven nature, the adrenaline kick-in, the brashness that he feels is valued in
business settings, the “take it on at all costs” mentality—all have their conse-
quences in a world where relationship, context, and social complexity play
such important roles in being effective.
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• Many of the factors vital to success are outside of your immediate control—the
multiplicity of stakeholders, the interdependency of “supply chains,” and the
expectations society places on nonprofits.

• Do not make the assumption that the market forces at work in the private
sector—or the systems and discipline they introduce—carry over to the
social sector.

• Government funding and programs are important. There is a romantic,
idealistic view that we can scale solutions without government funding. In
some areas this may be true and, when possible, we should do all we can to
make this a reality. But in areas where public funding approximates from 85
to 95 percent of the available funding, e.g., human services, this is simply
not realistic.

Conclusion

Nonprofit organizations play increasingly significant and diverse roles in the
development and maintenance of civil society and communities throughout the
world. Consistent with this trend, the demand for sophistication and skill in
leading and managing these organizations is growing. Leaders from across the
globe are asking more and more of nonprofit organizations—more with regard
to creativity and innovation, more with regard to responsiveness, and more with
regard to impact and results.

A new generation of nonprofitmanagers is preparing to lead these important
organizations—a generation that understands the increasingly complex nature
of the work of nonprofit management. This new generation of nonprofit man-
agers understands that, although passion and dedication are essential to the
future of the nonprofit sector and continued development of global civil society,
passion and dedication alone are inadequate. It is through the effective practice
of leadership andmanagement that the organizations of the nonprofit sector will
continue to grow and develop in their capacity to successfully address the needs
of a diverse and complicated world.

The practice of nonprofit leadership and management is riddled with para-
dox and contradiction. Indeed, it always has been. Central to public service and
community leadership roles is the need to find ways to address and reconcile
(to the greatest degree possible) a host of competing values and tensions. But
I’d suggest that we’re heading into a new era—new for the sector and new for
those who aspire to lead and manage it. Nonprofits will play even more roles of
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pivotal significance in the shared-power global environment of tomorrow, and
the successful nonprofit leaders andmanagers will be those who become adept at
identifying, understanding, and addressing the dynamics needs and challenges of
an environment characterized by greater variation and complexity, coupled with
cycles of change that are deeper and faster than we traditionally have known.
The pace of change and the extent of that change will demand a greater level of
knowledge, sophistication, and skill from those who aspire to lead and manage
these organizations.

These are exciting and challenging times for those who lead and manage
nonprofit organizations, and the sector’s capacity to deliver on its promises and
to serve our communities and citizens well hinges directly on the effectiveness
of its leaders and managers. The chapters of this fourth edition of the Jossey-Bass
Handbook of Nonprofit Leadership and Management offer important information and
guidance for both current and developing leaders and managers of the sector,
preparing them with important knowledge and critical insights that will enable
them to make the difference they aspire to make.
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Foundation, 27–28, 87
Bill of Rights First

Amendment, 86
Board capacity building
characteristics of a strong
nonprofit board, 148–149

competencies of effective
boards, 149–150

eight core principles for
growing a board, 152–153

helping boards meet the
challenge, 150–151

Board development cycle
Element A: define the work,
design the board,
156fig –157

Element B: recruit and
select members, 156fig,
157–158

Element C: prepare
members to serve, 156fig,
158–159
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Element D: build the board
as a team, 156fig, 159–160

Element E: create and
sustain a strategic focus,
156fig, 160

Element F: implementation:
engage members to do
the work, 156fig, 160–161

Element G: conduct
effective meetings, 156fig,
161

Element H: assess and
enhance board and
member accountability,
156fig, 161–163

overview of the, 154–156fig
Boards of directors
building capacity to serve,
148–153

characteristics of typical
nonprofit, 144–148

fiduciary responsibility of,
61, 130–131

financial management role
of, 587–589

fundraising involvement by,
506e

governance, strategy, and
work of the, 132–142

legal dimensions of board
work by, 58–62, 128–131

legal responsibilities of
individual, 61, 131–132

long-term developmental
perspective on, 154–163

nonprofit organizational
effectiveness role of, 280

three duties of nonprofit,
60–62, 129, 588

work of individual, 142–144
See also Executive
leadership; Governance;
Nonprofit boards;
Nonprofit leaders

BoardSource, 145, 150
Board work
accountability of, 135–136,
139e, 156fig, 161–163

building bridges and staying
in touch, 136–137

the core functions of the
public service governing
board, 137e –139e

fundraising, 139–142
importance of leadership in,
134–135

of individual board
members, 142–144

Bond (UK), 112
Borrowing and long-term debt,

585–587
Branding
description of, 379
nonprofit sector, 379–380

Bridging goals, 447–448
British Overseas NGOs for

Development, 112
Budgeting decisions
on cash or accrual, 573
on program deficits and
cross-subsidy, 576–577

on special problems of
budgeting for fundraising,
575

on special problems related
to estimating income,
576t

on structure of budget,
573–575

template for line items and
program budgets
combined structure,
574t

Budget management
diagnostic tests for
resiliency, 581

exercising control, 578–579t
the goal for surplus,
577–578

of reserves funds, 579–581t
resilience concept of, 577

Budget preparation
budgeting decisions to make
during, 573–577

capital budget equation,
572fig

definitions related to,
569–570

operating budget equation,
571fig, 572–573

recommended budgeting
practices for, 570–573

Bureau of Citizenship and
Immigration Services, 613

Bureau of Labor Statistics,
649e, 650, 723

Bureau of Labor
Statistics/Current
Population Survey, 726

Burwell v. Hobby Lobby, 606
Bush (G.H.W.)

Administration, 25, 93
Bush (G. W.) Administration,

93
Business leagues
legislative activities law on,
54

political activities law on, 55
tax-exemption of, 47–48

C

California Association of
Nonprofits, 554

California’s Nonprofit
Integrity Act (2004), 62,
130

Canada Labor Code, 604
Canada Not-for-Profit

Corporations Act, 130
“Can Nonprofits Increase

Voting Among Their
Clients, Constituents, and
Staff” report (VOTE),
407–408

Capital budget equation,
572fig

CARE, 30, 115
Capital structure, 743–744
Carnegie Endowment for the

Advancement of Teaching
(1905), 14

CASE (Center for the
Advancement of Social
Entrepreneurship) study
[Duke University]

on finding key leverage
points in the ecosystem,
326–331

on strengthening the social
entrepreneurship
ecosystem, 324–325fig

Case shortage avoidance
strategies

cash flow analysis, 565–567t
diagnostic tests for liquidity,
569

managing liquid assets,
568–569
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Case shortage avoidance
strategies (continued)

optimizing liquidity and
three-point checklist, 568

Cash-basis accounting, 573
Cash liquidity
diagnostic tests for, 569
three-point checklist for
optimizing, 568

what to do with liquid assets,
568–569

Catholic Charities, 537, 538
Causality
as goal of outcome
evaluation design, 463

internal and external validity
required for, 463–464

three design conditions
required to find, 463

CCC (Civilian Conservation
Corps), 18

Center for Association
Leadership, 650

Center for Effective
Philanthropy, 114

Center for Global
Development, 110

Certificates of deposit (CDs),
581t

“Certified Compensation
Professional,” 644

Chambers of Commerce, 551,
650

Charitable deduction, 72
Charitable gift annuities, 74
Charitable giving rules
charitable deduction, 72
charitable gift annuities, 74
charitable remainder trusts,
73

gift restrictions, 73
property valuation, 72
split-interest trusts, 73

Charitable organizations
legislative activities law on,
53–54

political activities law on,
54–55

Section 501(c)(3) status of,
4, 46–47, 55–58, 84, 109

Charitable solicitation act
reports, 64

Charitable work
ancient roots of, 3
business-led philanthropic
philosophy changing the
approach to, 11–17

Conservative Resolution
(1980–2000) and, 23–26

new charitable vehicles
(1890–1930)
transforming, 13–17

transformation between
1930–1980 of, 17–23

20th Century and
transformation of
philanthropy and, 26–29
See also Voluntary
associations

Charities Federation, 15–16
Charities Review Council

(Minnesota), 556
Charity (caritas)
as characteristic of ethical
management, 207–208

contribution to society and
democracy by, 396–397

description of, 207
See also Philanthropy

Charity Navigator, 97, 519
Charles Schwab, 520
Checklist: Elements of Media

Advocacy, 421
Checklist: Key Organizing

Actions,
419–420

Checklist: Preparing Your
Organization for
Nonprofit Advocacy
Engagement, 408

Checklist: Steps in Direct
Lobbying, 414

Chief executive officers
(CEOs)

board-centered leadership
skills of, 171–174

board work and leadership
role of, 134

compensation of, 671–673
difficult demands of
nonprofit, 168

future of the successful
nonprofit leaders
including, 738–740

necessary responses to the
external world by,
174–180

United Way of New York
City’s study (2003) on,
617 See also Executive
leadership

Chronicle of Philanthropy, 604
Citizens
“corporate citizenship”
concept of, 297

“natural rights” of, 6
nonprofit strategic planning
role of, 267–269

Civic engagement
description of, 399
evaluating, 422–423
example of nonprofit, 405
why more nonprofits don’t
engage in, 400–401 See
also Advocacy; Democracy

CIVICUS, 30
Civilian Conservation Corps

(CCC), 18
Civil Rights Act of 1964 and

Title VII, 605–609,
611

Civil War, 9–10
Clinton Administration,

25, 93
“Coalition for the Homeless”

advocacy example,
404–407

Collaboration
applying strategic planning
to, 267

creating value through,
427–443

improving service delivery
systems improved
through, 230–231

Collaboration value
Collaborative Value
Creation (CVE)
Framework for,
428fig –443

definition of, 427–428
Collaborative Value Creation

(CVE) Framework
Collaboration Stages
component of, 428fig,
437–439
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Collaborative Value
Creation Processes
component of, 428fig,
439–440

Collaborative Value Mindset
component of, 428fig,
432–436fig

Collaborative Value
Outcomes component of,
428fig, 440–441

illustrated diagram and
description of the, 428fig

smart collaborative value
creation practices,
441–442

Value Creation Spectrum
component of, 428fig,
429–432

Commensurate test, 53
Commerciality doctrine, 72
Commissioner of Internal

Revenue, 76
Commission on Industrial

Relations (1915), 15
Commission on the

Accreditation of
Rehabilitation Facilities
(CARF), 556

Committees and task forces
Finance and Audit
Committee, 587, 589

common types of standing
committees, 147–148

overview of, 146–147
Communication
advocacy framework on
preparing key messages
and messengers, 412–413

of benefits to employees, 682
executive leadership
responsiveness to
stakeholders, 179–180

importance of nonprofit
effective, 740

marketing, 390–391
media advocacy and social
media tools for, 413,
421–422

salary plans, 668–669
Community Chest, 15, 16
“The Compact” agreement

(UK), 558

Compensation
benefits as part of, 673–682
executive pay in nonprofits,
671–673

incentive pay in nonprofits,
669–671

justifying reward costs to
directors, 683–684

principles of traditional
base, 644–669

total rewards, 639–644 See
also Employees; Equitable
salary structure

Competition
differentiation to win over
the, 378–379

nonprofit sector, 376
positioning to win over the,
376–378

Competitive pricing, 387–388
Compliance check projects

(IRS), 79
Compliance-driven

accountability, 116t, 118
Conservative revolution

(1980–2000), 23–26
Cooper Union, 515–516
Core values
creating and maintaining a
culture of integrity and,
210–213

moving from ideals to
operative, 209–210

strategic planning step of
clarifying mission and,
247–248

for the voluntary sector,
196–198 See also Mission;
Value

“Corporate citizenship”
concept, 297

Corporation for National and
Community Service, 297,
491, 541, 707, 717, 726

Cost-based pricing, 385–386
Council for Advancement and

Support of Education
(CASE), 500

Council for Disability Rights,
610

Covert purposes of evaluation,
462

Culture
Alexis de Tocqueville writing
on America’s
volunteerism, 9

impact on the context of
social enterprise, 337–338
See also Organizational
culture

Current Population Survey
(BLS), 726

D

Dartmouth College Case
(1819), 8

Data
external competitiveness,
648–653

outcome assessment,
456–458

Data analysis
description of,
371–372

example regression analysis
illustrating the
relationship of current
salaries to market data,
652fig

external competitiveness
and compensation,
647–653

outcome assessment data
collection and, 456–458

role in strategic marketing
decision making, 371–373

Selected Salary Survey
Sources for, 649e –650e

Debt management, 585–587
Decision making
budget preparation and,
573–577

“dual leadership” function
regarding, 392

financial leadership
planning and, 485–487

job candidate selection,
623–629

role of data analysis in
nonprofit marketing,
371–373

strategic planning role of,
267–269
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Decision making (continued)
Strategy Change Cycle as
processual model of,
242–261

Deficits
financing deficit centers
long term, 583–585

reserve fund management
to cover, 579–581t

Defined benefit plans, 678
Defined contribution plans,

678
Delivery systems See Service

delivery systems
Dell–American Red Cross

partnership, 514
Demand-based pricing,

386–387
Democracy
contribution of charities to
society and, 396–397

nonprofit nonpartisan
election activities law,
407–408

voluntary associations and
contributions to, 3, 4–23
See also Advocacy; Civic
engagement; Government
sector

Diagnostic tests
for financial resiliency,
581

for income portfolio
robustness, 587

Differentiation
positioning based on
marketing idea of, 378

process of marketing,
378–379

Diffusion and adoption,
383–384

Direct lobbying
advocacy through, 403,
414–418

Checklist: Steps in Direct
Lobbying, 414

definition of, 398
evaluating, 422–423
why more nonprofits don’t
engage in, 400–401

Director of volunteer services
(DVS), 701–702

Directors See Board of
directors

Disabled individuals’
protections, 609–611

Discharging employees,
631–632

Disclosure
disclosure statements and
reports accountability,
109–110, 116t

IRS rules on, 64–65, 109,
672

Discrimination
EEOC’s role in cases of,
605–606, 610, 612

Griggs v. Duke Power case of,
607

prima facie (“on its face”)
case of, 607

rewards policy that does not
practice, 642–643

sexual harassment, 608–609
sexual orientation and
gender identity, 611

Title VII (Civil Rights Act of
1964) prohibiting,
605–609, 611 See also
Employees

Discrimination protection
disabled individuals,
609–611

genetic information, 612
LGBT (lesbian, gay,
bisexual, and
transgender), 643

Title VII (Civil Rights Act of
1964) providing,
605–609, 611

Disposition of gift property
rules, 64

Disqualified person, 52
Dodd-Frank Wall Street

Reform and Consumer
Protection Act, 585

Donor-advised funds, 58
The Donor Bill of Rights,

499e –500e, 504
Donor database, 498
Donor Pyramid, 495fig
Donors
contributions by recipient
category, 490fig

creating a database of, 498
The Donor Bill of Rights,
499e –500e, 504

Donor Pyramid of, 495fig
ethical behavior toward, 499
foundations as, 497–498
the fundraising cycle and,
492–494

percentage of high net
worth households (2009,
2011, and 2013) of, 492fig

planned giving by, 497 See
also Fundraising; Gifts

Dramatizing events, 176
Dual bottom line matrix, 483,

484fig
Due diligence in hiring

process, 628
Duke University CASE study,

324–331
Duty of care, 61, 129, 588
Duty of loyalty, 61–62, 129, 588
Duty of obedience, 62, 129,

588

E

“Early adopters,” 383
Earned (fee) income, 515–517
Easter Seals, 707
Economic crises
of the American economy
(1870s) and charitable
work, 11–12

Great Recession (2007–
2009), 90–92, 95–96, 531,
539

Roosevelt Administration’s
legislative response to, 18

stock market crash (1929),
17

The Economist, 296
Educational organizations, tax

exemption of, 46–47
Effectiveness See Nonprofit

organizational
effectiveness

Embeddedness concept
human resource system,
601, 602–603

Employee Benefit Research
Institute, 677, 678
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Employees
disabled, 609–611
discharge, layoffs, and
voluntary turnover of,
631–632

evaluating volunteers and,
721–723

human resource
recruitment and retention
of, 597–600

involving them in volunteer
program design, 693–696

KSAs (knowledge, skills, and
abilities) of, 618, 623, 647,
648

recruitment of, 597–600,
617–629

retention of, 597–600,
629–630

staffing plan for, 617
withholding of taxes from
compensation of, 71 See
also Compensation;
Discrimination; Human
resource legal issues

Employees’ Retirement
Income Security Act
(ERISA), 679, 682

Employment
Non-Discrimination Act
(ENDA), 606, 611

Endowments, 525
Entrepreneurship
nature of, 299–300
social innovation school
transforming the nature
of, 300–304 See also Social
entrepreneurship

Environment
changes in the human
services, 736–737

hostile work environment,
609

leadership’s informal
information network
throughout, 174–175

philanthropic fundraising
context and,
490fig –492fig

social enterprise planning
for assessing organization
and, 355–358

social entrepreneurship
process and role of the
ecosystem or, 319–323

strategic planning step of
assessing organization’s,
248–251

Episodic volunteering,
705–710

Equal Employment
Opportunity Commission
(EEOC), 605–606, 610,
612

Equal Pay Act (1963), 613
Equitable salary structure
building the externally and
internally, 661–668

common issues in installing
a new system, 665–666

communicating salary plans
and the, 668–669

external competitiveness
consideration in,
646–653, 661

increasing individuals’ base
pay in the, 666–667

internal equity
consideration in, 653–661

maintaining the, 665
other salary administration
policies that may impact,
666

performance appraisals and,
667–668 See also
Compensation

Equitable salary structure
building

constructing grades or
bands, 664–665

pay level policy role in, 662
reconciling contradictions
between data, 661

structuring the structure,
662–663

traditional or broadbanding
range spread, 663–664fig

ERISA (Employees’
Retirement Income
Security Act), 679, 682

ERI Salary Surveys, 650
Ethical management
assumptions about,
189–190

core values for the voluntary
sector and, 196–198

creating and maintaining a
culture of integrity and,
210–213

defining “ethics” of,
192–193

in ethical organizations,
198–208

increasing interest and need
for, 188–189

misunderstanding
professional ethics of,
195–196

moving from ideals to
operative values and,
209–210

professional ethics of,
194–195

Ethical management
characteristics

accountability, 204–206
charity, 207–208
integrity, 199–202
openness, 202–204
service, 206–207

Ethics
AFP Code of Ethical
Principles and Standards
of Ethical Practice,
500e –504e

core values that support,
196–198

defining what they are,
192–193

donors and The Donor Bill
of Rights, 499e –500e,
504

professional, 194–196
Evaluation
accountability through,
110–111, 116t

data development, report
writing, and follow-up to
program, 471–472

deciding who does the
program, 459–461

determining the purpose of
the program, 461–469

internal equity established
through point-factor job,
654–660
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Evaluation (continued)
as performance and control
issue, 235

process evaluation, 469–471
of public policy advocacy,
lobbying, and civic
engagement, 422–423

social enterprise planning
for, 362–363

two approaches to program,
458–459

volunteer program, 723–726
of volunteers and
employees, 721–723 See
also Assessment

Evangelical Council for
Financial Accountability,
205

Excess benefit, 52
Excess benefit transaction,

52
Executive committee, 147
Executive leadership
board-centered leadership
skills of, 171–174

centrality of nonprofit,
168–171

compensation of, 671–673
“dual leadership” decision
making by, 392

financial leadership by,
477–487

future of the successful
nonprofit, 738–740

impact or logic model for
training program for,
451e

interim executive leaders
(IELs), 633

justifying reward costs to
directors, 683–684

necessary responses to the
external world by,
174–180

political frame used by,
180–184

special challenges facing
nonprofit, 167–168

strategic management role
of, 226–227 See also
Boards of directors; Chief
executive officers (CEOs)

Executive leadership skills
ability to improvise and
accept multiple partial
solutions, 177–179

develop informal
information network,
174–175

external relations, 174
knowing and executing
strategic agenda, 175–177

promote responsiveness to
stakeholders, 179–180

using the political frame,
180–184

Executive Order 11246, 613
Executive Order 13672, 611
Executive pay, 671–673
Expenditure test, 54
Experimental evaluation

design, 465–466
External competitiveness
compensation based on,
647–653

equitable salary and role of,
661

job or work analysis to
establish, 646–647

Selected Salary Survey
Sources for data analysis
of, 649e –650e

External validity, 463

F

Facebook, 620
Fair Labor Standards Act

(1938), 612, 665, 671
Fairness
internal equity of
compensation and
perception of, 653

paradox of legality and,
614–615

Family and Medical Leave Act
(1993), 612, 613, 674, 681

Faragher v. Boca Raton, 609
Federal government See

Government sector
Fee (earned) income, 515–517
Fidelity, 520
Fiduciary responsibility of

boards, 61–62, 130–131

Field of Dreams (film), 83
Field theory, 602–603
Finance and Audit Committee,

587, 589
Finance committee,

147
Finances
comparing nonprofit and
for-profit capital structure
and, 743–744

dual bottom line matrix for
financial sustainability,
483, 484fig

economic concepts
underlying, 513–514

fiduciary responsibility of
boards, 130–131

financial stewardship of,
234, 565

long-term wealth frame used
for managing, 481–483

nonprofit accountability
related to, 106

the role of different forms of
income in nonprofit,
514–527

Senate Finance Committee
investigation (2002 to
2008) of nonprofit, 200

six forms of capital of
concern to nonprofit,
482–483

social enterprise planning
on implications for,
359–360

sources of nonprofit
income, 509–512

Financial Accounting
Standards Board, 570

Financial capital, 482
Financial leadership
finance functions, tasks, and
qualifications for, 480t

how boards should oversee
finances, 587–589

long-term wealth frame for
effective, 481–483

organizational culture,
systems, and skills to
support, 478–481

planning and deciding by,
485–487
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shift toward dynamic
modestly profitable
program portfolio by,
483–485

understanding the
importance of, 477–478

Financial management
to avoid a cash shortage,
565–569

comparing nonprofit and
for-profit capital structure
and, 743–744

how boards should oversee,
587–589

preparing a budget for,
569–577

strategies for achieving
long-run successful,
581–587

using a budget for, 577–581
See also Accounting;
Nonprofit management

Financial management
strategies

asset allocation models, 584t
borrowing and long-term
debt, 585–587

diagnostic tests for
robustness, 587

financing deficit centers
long term, 583–585

income portfolio, 581–583t
Financial portfolio
income interactions,
530–531

managing income portfolio,
581–583t

mission effectiveness issue
of, 529–530

organizational capacity, 531
overview of, 527–529
risk management, 531–532
shift toward dynamic
modestly profitable
program, 483–485

solvency, 530 See also Income
Financial resilience
diagnostic tests for, 581
as key financial concept, 577

Financial Times, 296
First Amendment’s Free

Exercise clause, 86

Fiscal year (FY)
cash flow analysis during
the, 565–567t

investing reserve funds
during the, 580–581t

optimizing liquidity during,
568–569

preparing and applying
budget for the, 569–580

501(c)(3) organizations
categories of, 46–47
disclosures required by,
64–65, 109, 672

financial data available on,
84

IRS status of, 4
law governing political
activities by, 54–55,
406–408

public charities and private
foundations classes of,
55–58 See also Tax-exempt
organizations

501(c)(4) civic organizations
categories of, 47
IRS status of, 4

501(c)(5) organizations, 47
501(c)(6) organizations, 48
501(c)(7) organizations, 48
501(c)(8) organizations, 48
501(c)(10) organizations, 48
501(c)(19) organizations, 48
Five Factor Index instrument,

625
Flextime, 671
Forbes, 620
Ford Foundation, 27
Form See IRS Form
For-profit organizations
comparing management of
nonprofits and, 741–744

differentiating between
NGO and, 44 See also
Social enterprise

Foundation Directory (1960),
20

Foundations See Private
foundations

4 P’s (product, place, price,
and promotion), 380–381

403(b) plans, 678
Fraternal societies, 48

Free Exercise clause (First
Amendment), 86

Fundraising
associational revolution
(1890–1930) and
transformation of, 16–17

boards of directors’ areas of
involvement in, 506e

board work of, 139–142
federal laws governing,
74–75

four organizational uses for
funds collected through,
494–495

Hank Rosso’s philosophy of,
489, 505, 506

organizational issues that
impact, 505–506

percentage of high net
worth households (2009,
2011, and 2013)
contributing to, 492fig

philanthropic environment
and context of,
490fig –492fig

special problems of
budgeting for, 575–576

state laws governing, 75
volunteer involvement in,
691–692 See also Donors;
Philanthropy

Fundraising ethics
AFP Code of Ethical
Principles and Standards
of Ethical Practice,
500e –504e

The Donor Bill of Rights,
499e –500e, 504

Fundraising or development
committee, 147

Fundraising program
development

as beginning with the
organization’s mission,
492

components of the, 496–498
the fundraising cycle of,
492–494

Fundraising programs
Donor Pyramid of
fundraising strategies
used in, 495fig
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Fundraising programs
(continued)

four organizational uses for
funds raised through,
494–495

for planned giving, 497
special problems of
budgeting for, 575–576

stewardship and
accountability of, 498–504

the total development of,
492–498 See also Gifts

G

Gainsharing programs,
670–671

Gaming (or gambling) activity,
71

Gates Foundation, 27–28, 87
Gender identity

discrimination, 611
General Education Board

(1901), 14
Generally accepted accounting

principles (GAAP), 570,
575, 578, 581

Genetic information
protection, 612

G.I. Bill, 17
Gifts
appraisal requirements on,
75

contributions by recipient
category, 490fig

Donor Pyramid on donors
providing, 495fig

fundraising cycle of giving,
494

gift substantiation rules, 74
as heart of a comprehensive
fundraising campaign,
496–497

income contributed by
individual, 517–519

Kroc gift to the Salvation
Army, 525

law on restrictions of, 73
noncharitable organizations
gifts disclosure, 74 See also
Donors; Fundraising
programs; Income

Girard Will Case, 8
Girl Scouts USA, 707
Giving and Volunteering in the

United States survey
(1999), 706

Giving and Volunteering in the
United States survey
(2001), 706

Giving USA, 490, 497, 519
Globalization challenges,

29–31
Google’s philanthropic

activities, 28
Governance
definition of, 58
developments in nonprofit,
62–65

nonprofit accountability
related to, 106–107

as performance and control
issue, 234–235

of tax-exempt
organizational, 58–62 See
also Boards of directors;
Legal issues

Government contracting
the challenges of contract
renewal, 546–547

historic background of,
537–540

increasing number of
nonprofits entering into,
536–537

innovation and reform in,
555–559

“regime” of the
nonprofit-government
relationship in, 543–546

a restructured contracting
relationship, 541–543

strategic management of,
547–555

Government contract
management

broadening the agency
constituency for, 551–552

engaging the policy process
for, 552–555

finding the right executive
for, 549–551

rethinking agency
governance and, 547–549

Government Performance and
Results Act (GPRA), 89,
444

Government sector
Bush (G.H.W.)
Administration, 25, 93

Bush (G. W.)
Administration, 93

Clinton Administration, 25,
93

huge growth (1930–1980)
and impact on nonprofits
by the, 17–23

Johnson Administration,
87–88

Medicare and Medicaid
entitlement programs, 26,
92, 532, 539–540, 542

nonprofit income through
funding by the, 522–523

Obama Administration,
93–94, 297

Reagan Administration, 24,
88–89, 538

Roosevelt Administration, 18
Social Security program of,
18, 674, 677–678

Social Service Block Grant
(SSBG), 539 See also
Democracy; State
government

Grameen Bank
creating social value, 314
as social enterprise, 28

Grantee Perception Reports,
114

Grassroots organizing
advocacy through, 418–421
Checklist: Key Organizing
Actions for, 419–420

cycle of, 420
Great Recession (2007–2009),

90–92, 95–96, 531, 539
Green Giant, 642
Griggs v. Duke Power, 607
Group exemptions rules, 45
GuideStar, 583

H

Harvard Law School, 630
Health care benefits, 675–677
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Health care system
Baby Boomers and the, 98
Bill & Melinda Gates
Foundation focus on, 28

Medicaid program of, 26,
92–93

Medicare program of, 26
nonprofit organizations in
the, 85–86

Health Insurance Portability
and Accountability Act
(HIPAA) [1996], 613

Health Maintenance
Organizations (HMOs),
676

Health reimbursement
arrangements (HRAs),
677

Health savings account
(HSAs), 677

Hiring See Recruitment
Homeland Security Act

(2002), 613
Hostile work environment, 609
How to change the World: Social

Entrepreneurs and the Power
of New Ideas (Bornstein),
296

Hull House (19th Century), 94
Human capital, 482
Human Resource audit
description of the, 615
Sample Human Resource
Audit Checklist for,
615e –616e

Human resource legal issues
additional legislation related
to, 612–613

Civil Rights Act of 1964 and
Title VII, 605–609

disabled individuals,
609–611

EEOC role in discrimination
cases, 612

genetic information,
612

overview of, 603–605
paradox in legality and
fairness, 614–615

sexual orientation and
gender identity, 611 See
also Employees

Human resource processes
discharge, layoffs, and
voluntary turnover,
631–632

recruitment, 597–600,
617–629

retention, 597–600,
629–630

Human resources
compensation management
by, 639–685

the effective practice of, 633,
635

leadership use of human
resource frame, 181

outsourcing, 632–633
relevant questions as
reflections of organization
size and life cycle, 634t,
635

the staffing plan used by, 617
understood as a system and
not a set of tasks, 600–601

Human resource system
description of the, 600–601
fit and embeddedness of
the, 601–603

human resource audit of
the, 615e –616e

legal issues related to,
603–615

Human Services Council, 557,
558

I

Immigration and
Naturalization Service,
613

Immigration Reform and
Control Act (1986), 613

Impact or logic model
description of, 450
linking program goals to
ultimate outcome goal,
450–451

for training program for
nonprofit executives,
451e

Incentive pay
nonfinancial incentives used
for, 671

overview of, 669–670
types of incentives used for,
670–671

Income
budget decisions on special
problems related to
estimating, 576t

fee (earned), 515–517
government funding,
522–523

institutional giving, 519–522
investment income,
523–525

volunteer and in-kind
contributions, 525–527
See also Financial
portfolio; Gifts

Income portfolio
diagnostic test for
robustness of, 587

management for long-run
success, 581–583t See also
Financial Leadership

Income sources
for alternative nonprofit
subsectors, 519t

overview of, 509–513
for selected arts and culture
nonprofits in Atlanta,
511t

selected human service
nonprofits in Atlanta,
511t

Independent Sector, 112, 205,
723, 726

Indiana Nonprofit Project, 84
Indiana University Center on

Philanthropy, 491
Indiana University Lilly Family

School of Philanthropy,
491

Informal information network,
174–175

In Search of Excellence (Peters
and Waterman), 719

Institutional giving, 519–522
Institutions: classified as public

charities, 56; UN’s
definition of nonprofit
institutions (NPIs),
565

Insubstantial status, 54
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Integrity
as characteristic of ethical
management, 199–202

creating and maintaining a
culture of, 210–213

Intellectual capital, 482
Interim executive leaders

(IELs), 633
Intermediate sanctions, 51–53
Internal equity
equitable salary and role of,
661

perceived fairness of, 653
point-factor job evaluation
for, 654–660

slotting, 654
Internal Revenue Code
disclosure rules, 64–65, 109,
672

on joint ventures, 69–71
on private foundations and
public charities, 55–58

reporting rules, 63–64
Section 501(c) of the, 4
on subsidiaries, 67–69
unrelated business rules,
65–67 See also Tax-exempt
organizations

Internal Revenue Service
Oversight Board, 76

Internal Revenue Service
(IRS)

annual information returns
required by, 63–64

audits and examinations by
the, 76–79

compliance check projects
by the, 79

disclosure rules of the,
64–65, 109, 672

financial information shared
with the, 479

Form 1023, 1023–EZ, or
1024, 45

incentive program rules by
the, 671

IRS audits by the, 76–79
IRS Exempt Organization
Master File, 83

National Taxonomy of
Exempt Entities (NTEE)
code number, 583

organization of the, 75–79
Tax Exempt and
Government Entities
(TE/GE) Division of the,
76

tax exemption revoked by
the, 45

Internal validity
causality and design,
463–464

design threats to, 464–465
International Center for

Not-for-Profit Law
(ICNL), 109

International City/County
Management Association,
704–705

International financial
reporting standards
(IFRS), 570, 578

International Monetary Fund,
29

International Red Cross, 30
Interrupted time series design,

467
Interview of job candidates,

626–627
In the Public Interest, 541
Investment income, 523–525
IRS Compliance check

projects, 79
IRS Exempt Organization

Master File, 83
IRS Exempt Organizations

Compliance Unit, 79
IRS Form 990, 62, 63–64, 84,

85, 109, 499, 583
IRS Form 990-BL, 64
IRS Form 990-EZ, 64, 84
IRS Form 990-N, 84
IRS Form 990-T, 64, 65, 67
IRS Form 1023, 1023–EZ, or

1024, 45
IRS Form 1041A, 64
IRS Form 1065, 64
IRS Form 1120-H, 64
IRS Form 1120-POL, 64
IRS Form 4506-A, 65
IRS Form 5227, 64
IRS Form 5577, 64
IRS Form 8282, 64
ITA Group, 671

J

Jane Addams’ Hull House
(19th Century), 94

Job-by-job compensation
systems, 645

Job candidate references, 628
Job candidates
external approaches to
searching for, 619–621

identifying desired KSAs
(knowledge, skills, and
abilities), 618, 623

internal approaches to
searching for, 622–623

selecting a, 623–629
Job candidate selection
overview of the, 623
steps in the, 625–628
summary of the process of,
624t, 628–629

Job candidate selection steps
1: determine qualified
applicants, 626

2: assess which candidates
are among the best for
position, 625–627

3: verify candidate
qualifications and match,
628

4: make the selection
decision and tender the
offer, 628

Job descriptions
recruitment step of
preparing, 618–619

volunteer program, 702–705
Job evaluation
choosing and maintaining
the right system for, 660

example: assigning points to
factor levels, 658t

overview and basic steps for
a point-factor, 654–660

spreadsheet for a, 659t
Job or work analysis, 646–647
Johnson Administration,

87–88
Joint Commission, 556
Joint ventures
definition of, 69
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overview of tax-exempt
organization, 69–71

Journal of Social Entrepreneurship
(Oxford), 296

K

Keeping Volunteers (McCurley
and Lynch), 718

Kellogg Foundation, 450
Keystone Accountability (UK),

114
KickStart, 314–315
Kiva Microfunds, 28–29
Knowledge Is Power Program

(KIPP), 540
Kroc gift to Salvation Army,

525
KSAs (knowledge, skills, and

abilities)
external competitiveness
and, 647, 648

recruitment role of, 618, 623
Ku Klux Klan, 17

L

L3C (low-profit limited liability
company), 97, 296

Labor, agricultural, and
horticultural
organizations, 47

Labour Program, 604
The Last Virtual Volunteering

Guideline (Cravens and
Ellis), 707–708

Layoffs, 631–632
Legal issues
basics of tax-exempt
organizations law, 49–55

comparing nonprofit and
for-profit management,
741

human resource system and
related, 603–615

job candidate interviews, 627
legal dimensions of board
work, 128–131

legal responsibilities of
individual board member,
131–132

“negligent hiring,” 628 See
also Governance

Legality and fairness paradox,
614–615

Legislation
Age Discrimination in
Employment Act (1967),
609

American Recovery and
Reinvestment Act
(ARRA), 90, 91

Americans with Disabilities
Act (ADA) [1990], 610

California’s Nonprofit
Integrity Act (2004), 62,
130

Canada Not-for-Profit
Corporations Act, 130

Civil Rights Act of 1964 and
Title VII, 605–609, 611

Dodd-Frank Wall Street
Reform and Consumer
Protection Act, 585

Employees’ Retirement
Income Security Act
(ERISA), 679, 682

Employment
Non-Discrimination Act
(ENDA), 606, 611

Equal Pay Act (1963), 613
Executive Order 11246, 613
Executive Order 13672, 611
Fair Labor Standards Act
(1938), 612, 665, 671

Family and Medical Leave
Act (1993), 613, 674, 681

Family Medical Leave
(FMLA), 612

G.I. Bill, 17
Government Performance
and Results Act (GPRA),
89, 444

Health Insurance Portability
and Accountability Act
(HIPAA) [1996], 613

Homeland Security Act
(2002), 613

Immigration Reform and
Control Act (1986), 613

National Recovery
Administration (NRA)
and related, 18

New York’s Nonprofit
Revitalization Act (2013),
62, 130

Occupational Safety and
Health Act (1970), 613

Older Workers Benefit
Protection Act, 609

Patient protection and
Affordable Care Act
(2010), 522, 540, 613,
675–676

Personal Responsibility and
Work Opportunity
Reconciliation Act (1996),
25

Pregnancy Discrimination
Act, 609–610

Temporary Assistance to
Needy Families (TANF),
90

Uniformed Services
Employment and
Reemployment Rights Act
(USERRA), 681

Uniform Prudent
Management of
Institutional Funds Act
(UPMIFA), 585

USA Patriot Act (2001),
613

Violence Against Women
Act, 398

Workforce Investment Act,
606

Legislative activities law, 53–54
Lewin’s field theory, 602–603
LGBT (lesbian, gay, bisexual,

and transgender), 643
Liability issues, 70–71
Line of credit (LOC), 568
LinkedIn, 620
Liquidity See Cash liquidity
Livelihood scheme, 255
LLC for-profit enterprises, 97
Lobbying
advocacy through direct,
398, 403, 414–418

Advocacy Triangle on,
411fig

evaluating, 422–423
improving service delivery
through, 231–232
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Lobbying (continued)
by MADD (Mothers Against
Drunk Driving), 232

tax-exempt organizations
and law governing their,
54–55, 406–408

why more nonprofits don’t
engage in, 400–401 See
also Advocacy

Long-term debt, 585–587
Low Income Housing Tax

Credit (LIHTC), 546
Lutheran Social Services, 537

M

MADD (Mothers Against
Drunk Driving), 232

Management See Nonprofit
management

Marketing
conceptual framework of
strategic, 366–367

defined as the science of
exchange, 366

importance of nonprofit
effective, 740 See also
Nonprofit marketing

Marketing channels, 388–390
Marketing communication,

390–391
Marketing mix management,

380–381
Maryland Association of

Nonprofit Organizations
(MANO), 112, 554, 556,
557

Massachusetts Association of
Community Mental
Health Centers, 554

Media advocacy
Checklist: Elements of
Media Advocacy, 421

the cycle of activity, 421fig
description of, 420, 422
Social media tools for, 413

Medicaid
Affordable Care Act (ACA)
and expansion of, 540

description of, 26
eligibility tied directly to the
client, 542

Great Recession
(2007–2009) and
expansion of, 92, 539–540

increased government
funding of, 555

nonprofit risk management
by investing in, 532

Medicare, 26, 532
Minnesota Council of

Nonprofits’ “Principles
and Practices for
Nonprofit Excellence,”
556

Mission
dual bottom line matrix for
financial sustainability
and supporting the, 483,
484fig

financial portfolio and
effectiveness of, 529–530

fundraising programs as
beginning with the, 492

nonprofit accountability
related to, 107–108

strategic planning step of
clarifying values and,
247–248

total rewards compensation
strategy and role of,
640–642 See also Core
values

Mutual funds, 584–585

N

NAACP (National Association
for the Advancement of
Colored People), 17

National Center for Charitable
Statistics (NCCS), 82, 83,
85, 87, 95

National consulting groups
publishing surveys, 650e

National Council of
Nonprofits, 555, 556, 557,
558

National Council on
Disabilities, 610

National Court Appointed
Special Advocates
(CASA), 703, 707

National Endowment of the
Arts, 93

National Multiple Sclerosis
(MS) Society, 707

National Recovery
Administration (NRA), 18

National Taxonomy of Exempt
Entities (NTEE) code
number, 583

“Natural rights” of citizens, 6
NCVO, 557
“Negligent hiring” concept,

628
NEO-PI instrument, 625
New York City Health and

Human Services
Accelerator, 556

New York City Opera, 532
New York Historical Society,

532
New York Public Library, 14
New York’s Nonprofit

Revitalization Act (2013),
62, 130

New York Stock Exchange, 672
The New York Times, 296, 599
9/11
questions raised about Red
Cross’s fundraising after,
201–202

responses to religious
charities to, 30

Nominating committee, 147
Noncharitable organizations

gifts disclosure, 74
Nonequivalent control group

design, 466–467
Nonexempt charitable trust

returns, 64
Nonexempt membership

organizations, 71
Nonfinancial incentives, 671
Nonpartisan election activities

law, 407–408
Nonprofit board officers
chair, 145–146
secretary, 146
treasurer, 146

Nonprofit boards
building board capacity to
serve, 148–153

characteristics of, 144–145
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committees and task forces,
146–148

executive board-centered
leadership of, 171–174

officers, 145–146
taking the long-term
developmental
perspective on, 154–163
See also Boards of directors

Nonprofit Excellence Awards
(The New York Times), 599

Nonprofit industry surveys,
649e

Nonprofit institutions (NPIs)
mission primacy of, 565
United Nations’ definition
of, 565

Nonprofit Integrity Act (2004)
[California], 62, 130

Nonprofit leaders
challenges and
opportunities for the
future facing, 96–98

“dual leadership” decision
making by, 392

ethical management by,
188–214

executive leadership,
167–186

financial leadership by,
477–487

future of the successful,
738–740

impact or logic model for
training program for,
451e

implications of shifting
nonprofit sector for,
87–96

interim executive leaders
(IELs), 633

strategic management by,
217–236 See also Boards of
directors

Nonprofit management
comparing for-profit
management and,
741–744

ethical, 188–214,
499e –504e

examining the current state
of U.S., 81

future challenges of, 96–97
future opportunities of,
97–98

Great Recession
(2007–2009) impact on,
90–92, 95–96

human resource, 597–635
metaphors used to describe
evolution of, 80–81

nonprofit organizational
effectiveness and role of,
281–282

“run it like a business”
clichés of, 739

strategic, 217–236
strategic planning and
Strategy Change Cycle,
240–269

third-party service impact
on, 88–90

of volunteers, 718–721 See
also Financial
Management and Human
Resource Management

Nonprofit marketing
competition, positioning,
and branding, 376–380

key concepts in, 368–370
managing the marketing
mix, 380–381

product marketing as part
of, 381–391

role of data analysis in
decision making, 371–373

segmentation and target
marketing approach to,
373–376

taking a strategic approach
to, 370–371fig See also
Marketing

Nonprofit organizational
effectiveness

boards of directors role in,
280

differentiating program,
organization, and network
effectiveness, 286–287

exploring questions of,
274–275

implications of, 287–290
the lure of “best practices,”
282–283

making a difference
through, 284–286

management practices and,
281–282

as matter of comparison, 278
multidimensional nature of,
278–276

organizational
responsiveness tied to,
283–284

as social construction, 279
“system resource” approach
alternative to, 275–276

theoretical perspectives on,
275–277

Nonprofit Quarterly, 130
Nonprofit Quarterly’s Online NPQ

Newswire, 604–605
Nonprofit Research

Collaborative, 493
Nonprofit Revitalization Act

(2013) [New York], 62,
130

Nonprofit sector
accountability of the,
102–120

changes in the human
services environment of
the, 736–737

changing context of
management in the U.S.,
80–98

current state in America of
the, 82–87

description and
characteristics of the,
83–87

the global challenge facing
modern, 29–31

Great Recession
(2007–2009) impact on
the, 90–92, 95–96

history of the, 3, 4–29
legal framework in the
United States, 43–99

types of organizations in the,
85t

United Nations’ definition
of nonprofit institutions
(NPIs), 565 See also
Nongovernmental
organizations (NGOs)
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Nonprofit strategic
management cycle,
219–221

Nonprofit Times, 604
The Nonprofit Times’ “Best

Places to Work,” 599
North Carolina Association of

Home Care Agencies, 554
Not-for-Profit Corporations

Act (Canada), 130

O

Obama Administration, 297
Occupational Safety and

Health Act (1970), 613
Office of Social Innovation

and Civic Participation,
93–94

Older Workers Benefit
Protection Act, 609

Oncale v. Sundowner Offshore
Services, Inc., 609

One World Trust (UK), 103
“On the Folly of Rewarding A.

While Hoping for B”
(Kerr), 641

Openness
as characteristic of ethical
management, 202–204

description of nonprofit, 63
Operating budget equation,

571fig, 572–573
Operational test, 49–50
Organizational culture
comparing nonprofit and
for-profit context and,
742–743

creating and maintaining
one of integrity, 210–213

Sample Human Resource
Audit Checklist on, 616e

supporting strong financial
leadership, 478–481 See
also Culture

Organizational Culture and
Leadership (Schein),
209–210

Organizational Strategy,
Structure, and Process
(Miles and Snow), 219

Organizational test, 49

Organizing
actions that constitute
advocacy, 403

advocacy through
grassroots, 418–421

Checklist: Key Organizing
Actions, 419–420

cycle of, 420–421
description of, 398–399

Outcome assessment
data collection, analysis, and
reporting for, 456–458

defining program goals for,
446–451

impact or logic model used
for, 450–451e

measuring program goals
for, 451–456

planning the process for,
445–446

United Way’s Outcome
Measurement Resource
Network initiative on, 444
See also Assessment;
Program evaluation;
Programs

Outcome goals, 446–447
Outcome Measurement

Resource Network
initiative (United Way of
America), 444

Outsourcing human resources,
632–633

Ownership structure of
nonprofits, 741–742

Oxfam, 115

P

Paid time off (PTO) benefit,
680–681

Parable of babies floating
down the river, 231–232

Participation accountability
mechanism, 113–114,
116t

Partnerships, 69
Patient Protection and

Affordable Care Act
(2010), 522, 540, 613,
675–676

Pay-for-success (PFS), 541

Performance
accountability through
assessment of, 110–111,
116t

nonprofit accountability
related to, 107

as performance and control
issue, 235

Performance and control
issues to consider in,
233fig –235

strategic management of,
232–235

Performance appraisals,
667–668

Personal benefit contracts, 72
“Personal days” benefit, 680
Personal interview of job

candidates, 626–627
Personality tests, 625–626
Personal Responsibility and

Work Opportunity
Reconciliation Act (1996),
25

Person-based systems, 645
Personnel committee,

147–148
Philanthropy
description of, 167
environment and context of
fundraising and,
490fig –492fig

Google’s philanthropic
activities, 28

instructional and expressive
purposes in nonprofits,
488

philosophy on business-led,
11–17

Robert Payton’s conception
of, 488–489

20th Century and
transformation of, 26–29
See also Charity (caritas);
Fundraising; Social
entrepreneurship

Physical capital, 482
Plaxo, 620
Point-factor job evaluation
choosing and maintaining
the right system
for, 660
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example: assigning points to
factor levels, 658t

overview and basic steps for,
654–660

spreadsheet for a, 659t
Point of Service Plans (POSs),

676–677
Points of Light Institute, 708
Points of Light

Institute–HandsOn
Network, 698

Political activities
nonprofit advocacy,
398–421

nonprofit lobbying,
231–232, 398, 400–401

nonprofit nonpartisan
election activities law,
407–408

tax-exempt organizations
and law governing their,
54–55, 406–408 See also
Public policy

Political capital, 482, 483
Political engagement
by MADD (Mothers Against
Drunk Driving), 232

service delivery systems
supported by lobbying
and, 231–232

tax-exempt organizations
and political activities law
governing, 54–55,
406–408

Political frame
comparing nonprofit and
for-profit cultural context
and, 742–743

description of the, 181–182
executive leadership use of
the, 182–184

Political organizations
political activities law on, 55
tax-exemption of, 48

Position Analysis
Questionnaire, 646

Positioning
advocacy framework on
advocacy, 412–413

based on the idea of
differentiation, 378–379

description of, 376–377

map for hypothetical
immigrant-serving
agencies, 377fig

Power in Policy (Carson), 397
Preferred Provider

Organizations (PPOs),
676–677

Pregnancy Discrimination Act,
609–610

Primary purpose test, 49
“Principles and Practices for

Nonprofit Excellence”
(Minnesota Council of
Nonprofits), 556

Principles of Good Governance
and Ethical Practice report
(Independent Sector),
205

Private benefit doctrine, 51
Private foundations
definition of, 55–56
description of, 86–87
donor-advised funds
alternative to, 58

fundraising from, 497–498
Internal Revenue Code on,
55–56, 58

IRS rules governing, 58
20th Century and
transformation of
philanthropy and,
26–29

Private inurement doctrine,
50–51

Problem solving skills,
177–179

Process evaluation, 469–471
Product life cycle (PLC)
adoption an diffusion
during the, 383–384

description of nonprofit,
382–383

“S” shaped curve
representation of,
382–383

Product marketing
adoption and diffusion,
383–384

designing marketing
channels for, 388–390

marketing communications
for, 390–391

Product pricing
competitive, 387–388
cost-based, 385–386
demand-based, 386–387
objective of, 385
understanding nonfinancial
costs for a “value”
approach to, 384–385

Products
as one of the 4 P’s, 380–381
pricing nonprofit, 384–388
programs, services,
behaviors, and ideas as
nonprofit, 381–382

Professional ethics
description of, 194–195
misunderstanding, 195–196

Professional nonprofit
associations, 649e

Program committee, 148
Program evaluation
accountability through,
110–111, 116t

covert purposes of, 462
data development, report
writing, and follow-up to,
471–472

deciding who does the,
459–461

determining the purpose of
the, 461–469

formative vs. summative, 461
as performance and control
issue, 235

process evaluation, 469–471
social enterprise planning
for, 362–363

two approaches to, 458–459
See also Outcome
assessment

Program evaluation designs
causality and, 463–464
experimental, 465–466
interrupted time series
designs, 467

nonequivalent control
group, 466–467

quasi-experimental,
466–468

statistical controls, 468–469
threats to internal validity,
464–465
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Program goals
activity goals, 447
bridging goals, 447–448
data collection, analysis, and
reporting outcome
assessment of, 456–458

defining the, 446–450
impact or logic model on
outcomes and, 450–451e

measuring the, 451–456
outcome goals, 446–447
side effects and unintended
consequences of, 448

Program-related investments
(PRIs), 524

Programs
budgeting deficits and
cross-subsidy decisions on,
576–577

defining goals of, 446–451e
measuring goals of the,
451–456

as nonprofit product,
381–382 See also Outcome
assessment

Property valuation, 72
Psychological testing, 626
Public charities
description of, 85–86
Forms 990-T available for
public inspection by, 65

publicly supported
organizations form of, 56

sponsoring organization
form of, 58

supporting organizations
form of, 56–57

tax-exempt institutions
classified as, 56

Publicly supported
organizations

donative type of, 56
service provider type of, 56

Public policy
nonprofit advocacy for,
398–423

nonprofit civic engagement
for, 399, 400–401, 405,
422–423

nonprofit lobbying for,
231–232, 398, 400–401,
414–418, 422–423

nonprofit organizing for,
398–399, 403, 418–421
See also Political activities

Public policy doctrine,
53

Q

Qualified appraisals, 75
Qualified appraisers, 75
Quasi-experimental evaluation

design, 466–468
Quid pro quo contribution

rules, 74
Quid pro quo sexual

harassment, 608–609

R

Reagan Administration, 24,
88–89, 538

Realistic job previews (RJPs),
626

Rebuttable presumption of
reasonableness, 52

Record-keeping
disclosure statements and
reports accountability,
109–110, 116t

tax-exempt organizations
and requirements for,
71–72

Recruitment
the first step in process of,
617–618

human resources focus on,
597–600

identifying job
characteristics, 618

internal and external
searches for, 619–623

selecting a candidate,
623–629

of volunteers, 714–718
writing job descriptions,
618–619

Religious charities
as 501(c)(3) organization,
46

responses to 9/11 by, 30
Roman Catholic church’s
work as, 8–9

Reports
international financial
reporting standards
(IFRS), 570, 578

reporting rules for IRS
annual information
returns, 63–64

writing the program
evaluation, 471–472

Reserve funds
budgeting management of,
579–580

diagnostic test for resiliency
and, 581

investing, 580–581t
Resilience
diagnostic tests for financial,
581

as key financial concept, 577
Resources
funding opportunities to
increase and provide,
225–226

portfolio analysis for
allocating limited, 382

strategic management to
create opportunities,
221–228

Retention
human resources focus on,
597–600

through motivation,
629–630

of volunteers, 714–718
“Rethinking Executive Pay in

Community-Based
Organizations”
(WorldatWork), 673

Retirement plans benefit,
677–679

Rewards system
justifying reward costs to
directors, 683–684

rewards policy on benefits,
675

total rewards compensation,
639–644

Rockefeller Foundation
charter (1913), 14–15

Roman Catholic church
benevolent work done
(1830s) by the, 8–9
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Catholic Charities of the,
537, 538

evasions of accountability by,
188

Ronald McDonald House
Charities, 707

Roosevelt Administration, 18
“Run it like a business” clichés,

739
Russell Sage Foundation

(1907), 14

S

Salary Budget Survey
(WorldatWork), 665

Salvation Army, 525
Scientific organizations, 47
Segmentation
description of, 373
target marketing role of,
374–376

Self-help groups, 4
Self-regulation accountability

mechanism, 111–113,
116t

Senate Finance Committee
investigation (2002 to
2008), 200

Senior Corps, 707
September 11, 2001
questions raised about Red
Cross’s fundraising after,
201–202

responses to religious
charities to, 30

Service
changes in the human
services environment,
736–737

as product, 381–382
provided by an ethical
management, 206–207

strategic management to
create opportunities for
resources and, 221–228

understanding service
recipients and needs,
224–225

Service Corps of Retired
Executives (SCORE), 696,
697, 703, 720, 724

Service delivery systems
collaboration and network
relationships to improve,
230–231

factors that influence, 229,
229fig

human resources
commitment to
improving, 228–230

political engagement and
lobbying that support,
231–232

strategic management of,
228–232

Sexual harassment
hostile work environment,
609

quid pro quo, 608–609
Sexual orientation

discrimination, 611
Shay’s Rebellion, 7
Sick leave, 680–681
Silicon Valley Community

Foundation, 397
Skoll Foundation CASE study

(Duke University)
on finding key leverage
points in the ecosystem,
326–331

on strengthening the social
entrepreneurship
ecosystem, 324–325fig

Slotting, 654
Small Business Administration

(SBA), 696–697, 720, 724
SmithKline Beecham

Consumer Healthcare,
521

Social capital, 482
Social change movements
building and contributing
to, 403–404

“Coalition for the
Homeless” example of,
404–405 See also Advocacy

Social clubs, 48
Social contract, 206
Social enterprise
access to knowledge and
expertise about, 342–344

asset re-appropriation form
of, 350

brand licensing form of,
349–350

cause-related marketing
(CRM) form of, 348–349

culture and context of,
337–338

examining the question on
who should establish,
338–342

Grameen Bank’s approach
to, 28, 314

growing interest in,
334–335

Kiva Microfunds approach
to, 28–29

moving forward toward,
363–364

spectrum of, 318fig
structure options for,
344–348

transformation of
philanthropy through,
26–29

understanding the risks
related to engaging in,
335–337 See also For-profit
organizations; Unrelated
business income

Social enterprise planning
for evaluation, 362–363
for financial implications,
359–361

linking enterprise process
and practice through
your, 353t

for organizational and
environmental
assessments, 355–358

overview of the process of,
351–352

planning your, 352–355
for strategy formulation,
358–359

for strategy implementation,
361–362

Social enterprise spectrum,
318fig

Social entrepreneurship
B Corporations, 97, 296
as being about innovation
and impact and not
income, 301–304
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Social entrepreneurship
(continued)

“corporate citizenship”
concept of, 297

forms of, 298–305fig
growing interest in, 295–296
imperative of systemic
change in, 304–305

L3C (low-profit limited
liability company), 97, 296

the opportunity creation
process of, 308,
309fig –324

responding to the “new
realities,” 297–298 See also
Entrepreneurship;
Philanthropy

Social entrepreneurship
ecosystem

description of, 319
environmental conditions of
the, 320–321

finding key leverage points
in the, 326–330

mapping the, 321–322
personal fit between social
entrepreneurs and the,
323

players in the, 319–320
providing support with
discipline, 330–331

strengthening the,
324–325fig

windows of opportunity
within the, 322–323

Social entrepreneurship
process, 308–324

Social entrepreneurship
theory

moving toward a shared,
305–308

social enterprise school of
thought, 299

social innovation school of
thought, 299–305

Social media
as advocacy tools, 413
searching for job candidates
using, 620

Social Security program, 18,
674, 677–678

Social Service Block Grant
(SSBG), 539

Social value
created through
collaboration, 427–443

leadership performance to
deliver, 740

Social welfare organizations
legislative activities law on,
54

political activities law on, 55
tax-exemption of, 47

Society for Human Resource
Management (SHRM),
650, 680

Society of Human Resource
Management Survey, 620

Society of the Cincinnati, 7
Speakman Management

Consulting, 549
Special events, federal law on

fundraising using, 74
Split-interest trust returns,

64
Split-interest trusts, 73
Sponsoring organization, 58
Staff See Employees
Stakeholders
executive leadership
promoting responsiveness
to, 179–180

managing relationships
among, 235

Standards for Excellence
program (MANO), 112,
556

Stanford Social Innovation
Review, 296, 477

State annual reports, 64
State government
fundraising regulations of,
75

Great Recession
(2007–2009) responses
by, 90–92

laws related to the
workplace, 613 See also
Government sector

Statistical controls, 468–469
Stock market crash (1929), 17
Strategic issues identification
alignment approach to, 255

goals approach to, 254
indirect approach
to, 254

livelihood scheme approach
to, 255

oval mapping approach to,
254

SWOTs (strengths,
weaknesses, opportunities,
and threats), 254

systems analysis for, 256
tension approach to,
255–256

Strategic management
of delivery systems and
capabilities, 228–232

description and importance
of, 217–219

executive leadership role in,
226–227

of government contracts,
547–555

multiple “markets” of,
222fig –224

nonprofit strategic
management cycle,
219–221

for performance and
control, 232–235

service and resource
opportunities through,
221–228

social enterprise planning
for, 358–362

understanding service
recipients and needs,
224–225

Strategic marketing
illustrated diagram of,
371fig

importance of taking
approach of, 370–371fig

role of data analysis in
decision making for,
371–373

Strategic Options
Development and Analysis
(SODA), 257

“The Strategic Plan Is Dead.
Long Live Strategy”
(O’Donovan and Flower),
477
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Strategic planning
planners, decision makers,
implementers, and citizen
roles in, 267–269

systems for integrated
units of management,
265–267

tailoring the process to
specific circumstances,
262–267

ten-step process for,
242–261

what it should accomplish,
240

Strategic planning process
step 1: initiating and
agreeing on strategic
planning process,
245–247

step 2: identifying
organizational mandates,
247

step 3: clarifying
organizational mission
and values, 247–248

step 4: assessing
organization’s external
and internal
environments, 248–251

step 5: identifying strategic
issues facing an
organization, 251–256

step 6: formulating strategies
and plans to manage the
issues, 256–258

step 7: reviewing and
adopting the strategies
and plan, 258–259

step 8: establishing an
effective organizational
vision, 259–260

step 9: developing an
effective implementation
process, 260–261

step 10: reassessing
strategies and the strategic
planning process,
261–262

Strategic Orientations
Typology

Analyzers, 218
Defenders, 218, 219

Prospectors, 218, 219
Reactors, 218

Strategy
accountability driven by,
116t, 118

executive leadership’s
agenda for, 175–177

social enterprise planning
for, 358–362

Strategy Change Cycle
illustrated diagram of,
243fig

as processual model of
decision making, 242–261

as strategic management
process, 241–242

tailoring the process to
specific circumstances,
262–267

ten-step process for strategic
planning using the,
242–261

Strategy development
five-part process of,
256–257

structuring relationships
among strategic options
for, 257–258

Strategy-driven accountability,
116t, 118

Structural frame, 181
Subsidiaries
bifurcation arrangement of
nonprofit, 67

overview of tax-exempt
organization, 67–69

Substantial part test, 54
Supporting organizations
description of, 56–57
four basic types of, 57

SWOTs (strengths, weaknesses,
opportunities, and
threats), 254

Symbolic frame, 182
Systems analysis, 256

T

Target marketing
description of, 373–374
segmentation role in,
372–376

Tax Exempt and Government
Entities (TE/GE) Division
[IRS], 76

Tax-exempt organization
governance

developments in nonprofit
and, 62–65

overview of the, 58–60
three duties of directors,
60–62

Tax-exempt organizations
Achieving a Better Life
Experience (ABLE)
accounts by, 45

categories of, 46–49
governance of, 58–65
group exemptions
rules, 45

IRS Exempt Organization
Master File on, 83

joint ventures of, 69–71
law basics of, 49–55
National Taxonomy of
Exempt Entities (NTEE)
code number, 583

overview of the law
governing, 44–46

revoked by the IRS, 45
subsidiaries of, 67–69 See

also 501(c)(3)
organizations; Internal
Revenue Code

Tax-exempt organizations law
basics

commensurate test, 53
intermediate sanctions,
51–53

legislative activities law,
53–54

nonpartisan election
activities, 407–408

operational test, 49–50
organizational test, 49
political activities law,
54–55, 406–408

primary purpose test, 49
private benefit doctrine, 51
private inurement doctrine,
50–51

public policy doctrine, 53
Tax sheltered annuity

programs (TSAs), 678
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Tax withholding requirements,
71

Teach for America, 223–224
Team job interview, 627
Tea Party Movement, 82, 96
Temporary Assistance to Needy

Families (TANF), 90
Tensions approach to strategic

issues, 255–256
Ten Thousand Villages, 314
TEP (team examination

program) audit [IRS], 78
Third-party services, 88–90
Tilden Trust (1913), 13–14
Title VII (Civil Rights Act of

1964), 605–609, 611
Total rewards compensation
description of the, 639–640
need for rewards policy as
part of, 642–643

organizational mission and
strategy of, 640–642

using consultants to set up a,
643–644

Transcontinental Railroad
(1869), 10

Transparency
as characteristic of ethical
management, 202–204

description of nonprofit, 63
Treasury Direct, 580–581
Triangle Residential

Opportunities for
Substance Abusers
(TROSA), 314

Tuition reimbursement
benefit, 681

2001 Survey of Giving and
Volunteering in the United
States (Independent
Sector), 726

U

Unemployment tax, 71
UNESCO, 30
Uniformed Services

Employment and
Reemployment Rights Act
(USERRA), 681

Uniform Prudent
Management of

Institutional Funds Act
(UPMIFA), 585

Unintended consequences,
448

United Kingdom (UK)
Bond (formerly British
Overseas NGOs for
Development) of, 112

“The Compact” agreement
in the, 558

Keystone Accountability of,
114

nonprofit accreditation
system created in
Herefordshire in the, 556

One World Trust of, 103
United Nations, 565
United States
changing context of
nonprofit management in
the, 80–98

Civil War transformation of
the, 9–10

history of associations and
nonprofits in, 3, 4–29

the legal framework of the
nonprofit sector in the,
43–99

United Way of America
Community Chest as
ancestor to, 15

ethical scandal (early 1990s)
involving the, 199–200,
212

Outcome Measurement
Resource Network
initiative of, 444

United Way of New York City’s
CEO study (2003), 617

University of the State of New
York (1784), 7

Unrelated business income
growth in nonprofit, 335
tax returns on, 64 See also
Social enterprise

Unrelated business rules,
65–67

Urban Institute, 91, 717
Urban Institute volunteer

study, 700, 701
USA Patriot Act (2001), 613
U.S. Bill of Rights, 86

U.S. Bureau of Citizenship and
Immigration Services, 613

U.S. Bureau of Labor Statistics,
649e, 650, 723

U.S. Bureau of Labor
Statistics/Current
Population Survey, 726

U.S. Commodities Futures
Trading Commission, 585

U.S. Department of Homeland
Security, 613

U.S. Department of Labor,
604, 649e, 679

U.S. Department of the
Treasury, 581

U.S. Fair Labor Standards Act,
612, 665, 671

U.S. Office of Management
and Budget (OMB), 555

U.S. Securities and Exchange
Commission, 585

U.S. Small Business
Administration (SBA),
696–697, 720, 724

U.S. Supreme Court cases
Burwell v. Hobby Lobby, 606
Dartmouth College Case
(1819), 8

Faragher v. Boca Raton, 609
Girard Will Case, 8
Griggs v. Duke Power, 607
Oncale v. Sundowner Offshore

Services, Inc., 609

V

Validity
external, 463
internal, 463–465

Value
created through
collaboration, 427–443

leadership performance to
deliver social, 740

understanding nonfinancial
costs for product pricing,
384–385 See also Core
values

Veterans’ organizations, 48
Violence Against Women Act,

398
Virtual volunteering, 705–710
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Vision
strategic planning by
establishing
organizational, 259–260

strategic planning by
making use of goals and,
263–265

VisionSpring, 314–315
Vivient Consulting, 640, 669
Voluntary associations
Alexis de Tocqueville writing
on America’s, 9

conservative revolution
(1980–2000) and, 23–26

creation of new charitable
vehicles (1890–1930),
13–17

in early America, 3, 4–7
nation building
(1860–1920) and role of,
9–13

in the new American
republic (1780– 1830),
7–9

transformation of public life
(1930–1980) and, 17–23

20th Century transformation
of philanthropy and,
26–29 See also Charitable
work; Nongovernmental
organizations (NGOs)

Voluntary turnover, 631–632
“Volunteer Investment and

Value Audit” (VIVA)
proposal, 724

VolunteerMatch, 707
Volunteer programs
benefits of having a,
688–689

core functions of, 689
creating leadership
positions in, 699–702

evaluation of the, 723–726
integrating it into the
organization, 696–699

involving paid staff as part of
the design of the,
693–696

“management-by-partnership”
approach of, 719–720

preparing job descriptions
for the, 702–705

The Volunteer Recruitment Book
(Ellis), 690

Volunteers
Baby Boomers as, 98
establishing the rationale for
involvement of,
690–693

evaluating employees and,
721–723

fundraising involvement by,
691–692

management of, 718–721
meeting needs and
understanding
motivations of, 710–714

nonprofit income from
in-kind contributions of,
525–527

recruiting and retaining,
714–718

virtual and episodic
volunteering by, 705–710

VOTE (national online
resource center), 507–508

W

The Wall Street Journal, 90
War on Poverty, 537
Watergate scandal

(mid-1970s), 189
White House Office of Social

Innovation, 297
Whole-entity joint ventures, 70
Wise Giving Alliance, 519
W.K. Kellogg Foundation, 450
Workforce Investment Act, 606
Working cash fund, 568
Work or job analysis, 646–647
WorldatWork, 640, 644, 665,

669, 671, 673
World Bank, 29
World Health Organization,

29–30
WPA (Works Projects

Administration), 18

Y

Yale University, 585
YMCA, 82, 85, 512, 517
YouTube Nonprofit Partners,

620
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