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Preface to the Third Edition

It has been a long, strange road for all of us since the second edition of Mission-Based Management was published in 2000. As I read through the second edition, in preparation for writing this edition, I was repeatedly amazed at how much of the world we, and in particular the nonprofit sector, have changed; how many steps we have taken forward and how many back. While much of what I wrote in the last edition still holds true, particularly the core principles, so many of the trends that were just becoming evident then are completely absorbing now. For example, in 2000, most nonprofits had just gotten their first Web site, were feeling their way on how to use e-mail to its fullest extent, and nobody, not even a 16-year-old, had heard of texting. Many of us still carried beepers . . . so last century.

In 2000, the economy was booming, federal deficits were “a thing of the past,” and very few if any of us would have been able to answer the question: Who is Osama bin Laden? When the second edition came out, Bill Clinton was president, Al Gore was ahead in the race to succeed him, and Barack Obama was a state senator in Illinois, just beginning to think about running for the U.S. Senate in 2004.

So much has changed on so many levels, and it is time for a refreshed set of priorities for the mission-based manager. I have looked at, and revised, the characteristics of a successful mission-based organization. I have given you an updated set of predictions for the next ten years, added an entire chapter on ethics, accountability, and transparency, and brought the chapters on financial empowerment, marketing, and social entrepreneurship into agreement with the books I have written on those subjects since Mission-Based Management was published. I have also edited and updated the discussion questions at the end of each chapter to allow you to generate better conversations with your staff and board about which parts of the book most apply to your organization’s unique needs.

It is a fascinating and exciting time to be in the nonprofit world. We have more challenges, more opportunity, and more ways to respond to the increasing community needs that are at our doors. As a nation, as a planet, we need our nonprofits more than ever, certainly more than we did in 2000. We have to take our mission to a new level and a new Mission-Based Management will help you, your board, and staff get there.
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CHAPTER 1

Introduction

Welcome. This book is intended for you, the leadership of our nation’s nonprofit charitable organizations. It is designed to give you a different insight into how top-quality nonprofits really run, what works, what does not, and how to ensure that your organization is one of the ones that works, both this year and throughout the twenty-first century. It is intended to help you become a mission-based manager.

In this introductory chapter we’ll review the core philosophies on which I have based the book, examine the reasons that I feel the book is needed, and then take the first look at what the book holds and the best ways for you as a reader and a management practitioner to use it. By the end of the chapter, you should have a better understanding of my philosophical perspective and also be ready to get the most from the book as a whole.




Three Core Philosophies 

Before you continue, you need to know that the material in this book is based on three philosophies. These philosophies have been the core of my consulting, training, and writing since 1982, and they express better than anything I have seen my beliefs about what your organization is and what it can become.


First: Nonprofits Are Businesses 

Your organization is a mission-based business, in the business of doing mission. For-profits chase profits—nonprofits pursue their mission. But just because you are not primarily motivated by profit does not give you a license to be sloppy or to ignore a good idea simply because it was initially developed for the for-profit sector. Let’s take another minute to examine this because it is really important to what you are going to read in the rest of the book.

In the past decade many nonprofits made the decision to stop being a charity and start being a mission-based business. What’s the difference? In both cases, the stewards of the organization (paid staff or governing and nongoverning volunteers) are responsible for getting the most high-quality mission they can out the door using all the resources available. The difference lies in how a charity and how a mission-based business view their resources.

A charity views its resources as a combination of four things: people, money, buildings, and equipment. If you think about it, your organization has some combination of these four things, too. The charity uses these four resources to provide mission, and when the resources are used up, mission stops.

A mission-based business also has the same combination of four resources: people, money, buildings, and equipment. But it looks beyond just those four and also considers business tools in performing mission. Thus, it utilizes the techniques that business has spent literally billions of dollars and thousands of person-years honing and it turns them to mission. What is the result? Good marketing becomes good mission; good human resources (HR) becomes good mission; good inventory management, good cash flow management, good business planning, all of these become good and better mission. More high-quality mission out the door. And, if this is done right—and here is the key—the other four resources last longer.

This philosophy is certainly not as shocking to most readers (or perhaps even a new idea) as it was when I wrote the first edition of Mission-Based Management in 1992. Only eight years earlier, in 1984, I had told a national audience that nonprofits needed to become more businesslike in their pursuit of mission, and I was not only booed, people actually threw things at the stage. We’ve come a long way since then.

But there are still people who are uncomfortable with the idea of using business skills in nonprofits. They worry that if we act too much like a business, we’ll become a business and lose our mission focus. I agree—mission is always first. Always. But if we don’t use these business tools, we won’t do as much mission as we could. It’s a balancing act: Stay on the mission track but use the best tools of business when they are appropriate.

A story may illustrate this issue best. In 2006, I was presenting for a full day on Mission-Based Management to a group of board members and CEO/executive directors from about two hundred nonprofits in California. I had given the content of this chapter and Chapter 3 in my first segment of the morning and, at the break, a man approached me to tell me he was really uncomfortable with the idea of using business tools in nonprofits. I learned that he was the board president of a homeless shelter and, in his other life, the president of a local bank. In fact, I found out later that he had an MBA from Stanford as well as an undergraduate degree from Harvard—a smart,  highly educated businessman. But he was really hung up on the concept of, in his words, “using business tools in nonprofits. We’re better than that.”

I told him that he should never do things in his nonprofit that made him uncomfortable, but that I’d like him to answer three questions. He agreed.

First question: “Do you have and use telephones in your homeless shelter?” He said they did, but looked confused. Second question: “Do you have and use a copier at the shelter?” Again, his answer was a yes, combined with a furrowed brow. Third question: “Do you have and use computers?” A look of understanding came over his face. “Got it,” he said. “Okay. Okay, got it.”

You see, telephones and copiers and computers were invented first for business, not for nonprofits. They were business tools first. And telephones, copiers, and computers can be used for bad things, but we choose to use them in ways that pursue our mission. Likewise, marketing and cash flow management and HR are business tools that can all be used for bad things, but if we do not use them and use them as tools for good, we won’t be getting as much mission out the door as we could be. We’ll be failing as stewards.

Using good business skills as a mission-based manager does not, I repeat, not mean dropping services simply because they lose money, nor does it mean turning people away because they cannot pay. But it does mean paying attention to the bottom line, having a strategic vision, and negotiating in good faith and from a position of strength—in short, being businesslike in pursuit of your mission.

Your organization is a business, and the more businesslike you are, the better it will be for the people you serve.


Second: No One Gives You a Dime 

This may come as a surprise, but your organization does not get gifts . . .  Really. No one gives you anything, not government, foundations, United Way, corporations, or individual donors. If you are confused, that is okay. This idea goes against all your training to this point. Try looking at it this way and see if you feel different about yourself and your organization. Let’s assume that you come to me for a donation and you convince me that you really need the money for a service or a building. I write you a check for $100. Am I making the donation to you personally? Of course not. Am I giving a gift to your organization? You’re getting closer. But what I’m really doing, and what really happens in all of these transactions, is that I am  purchasing services for someone or some family I will never meet. I am willing to give you money because you gave me what the business community calls an expectation of outcome. When I send money to an airline to pay for a plane ticket, I have an expectation of transportation in a few days or  weeks. When I send money to a concert venue to purchase tickets, I have an  expectation of entertainment the night of the concert. When I send money to a nonprofit, I have an expectation of service.

In other words, and here is the key: You earn all the money you get. Don’t let anyone tell you that you are a subsidized organization. Subsidies are things that people get without doing anything. I lived in the farm belt in Illinois for thirty years. We had many farmers who were paid by the federal government for not growing crops. That’s a subsidy. What you get is earned income, all of it.

The problem with thinking of your income as gifts is that the organization then acts like a charity. You become stuck in the mentality that you are so poor that the only way you can survive is by the beneficence of people or organizations richer than you. You continue to believe you are not earning your way when, in actuality, you are. It is essential that you and your staff and board understand this and believe it if you are to adopt the characteristics of success that are presented in this book. Why? Because if you keep thinking of yourselves as a poor charity, you will continue to be treated that way and not like the mission-based business that you are.


Third: Nonprofit Does Not Mean No Profit 

Let’s cut to the chase. Whether you call yourself a not-for-profit or a nonprofit, you should not ever feel bad if you end the year with more money in than out. In short, making money is good for mission. Only by making a profit (yes, a profit) can you grow, serve more people, and try new services. Only by making money can you pay down any debts you have. Profit is not a bad thing in your organization; it’s a good thing. It’s also not always a possible thing, but we’ll get to that in later chapters.

Let’s look at this idea in three ways: the legal point of view, the ethical perspective, and from the vantage point of good management.

First, making money in a nonprofit is legal. Nowhere in any state or federal law, and nowhere in any state or federal regulation dealing with taxation or corporate structures, does it say that a nonprofit cannot make money, cannot make a profit. In fact, the Internal Revenue Service (IRS) code dealing with 501(c)(3) organizations says “. . . the profits of the corporation shall not inure to the benefit of . . .” This clause precludes staff or board from inappropriately benefiting from the organization’s profits, but the key to the phrase is that the IRS anticipates and accepts profits. Profits in a nonprofit are legal.

If you or anyone in your organization thinks that I am wrong about profits being legal, consider this: Your organization is considered tax-exempt (by reason of your 501(c)(3) status), but from what kind of federal taxes? I know you may not pay sales or property taxes, but those are state or local  exemptions. At the federal level, you are exempt from what the IRS terms  income tax. Now, for you and me, income tax means that every April we add up all of our income from the prior year and pay the IRS a portion of that. But the tax your nonprofit organization is subject to is a business tax, and guess what? Businesses do not pay tax on what you and I would term  income; they pay taxes on profits. They add up all their revenue, subtract all their expenses, and pay, in taxes, a portion of their profits. Income to the IRS means profits to you and me. Thus, your organization has an exemption against paying taxes on its profits. Here is the question: If you cannot make a profit, why do you need a tax exemption?

In fact, the entire issue of nonprofits not being able to make money is just so much smoke, and it runs right in the face of the intention of Congress in giving you the charitable status you have. In the early 1950s, when the last substantive work was done on federal nonprofit statutes, Congress decided we needed more nonprofits, so it allowed your organization to keep what it earns and reinvest it in the community. They wanted to encourage our sector and did not think that we should be taxed for doing good things related to our mission. What’s happened since? All of us have screwed it all up by not allowing nonprofits to keep what they earn. When I say all of us, I mean funders, the press, the public, and those of us in nonprofits. We all bought into the idea that nonprofits should be poor, and it has deeply damaged the sector and our ability to do good mission. By keeping nonprofits poor, always scraping by from year to year or from payroll to payroll, we’ve sapped much of the ability to innovate, experiment, and come out with better services for people in need.

Profits in your nonprofit are also essential, a key element in financial empowerment, a subject that we will cover at length. As I said earlier, without profits, you cannot grow, you cannot innovate and try new ways to serve your communities, you cannot recruit and retain excellent staff, and you cannot take prudent risks on behalf of your clientele. You will see in later chapters that I contend that you need to make money as an organization at least seven out of ten years. To do less is not good mission-based management.

But what about the ethical perspective? This is hard. By not spending every dime you have every year on service, you necessarily will wind up saying no to someone who needs or wants your services, perhaps someone who is hungry, undereducated, or in need of spiritual help. And I doubt that anyone reading this book came to the nonprofit sector to say, “No, we won’t help you.” But if you say yes to everyone now, you won’t have any funds for next year. I am just as sure that your organization is not in business to solve a short-term problem as I am that you do not want to turn people away. Nearly all nonprofits are struggling to solve long-term issues: hunger, homelessness, drug addiction, the need for more education, arts,  environmental quality, and on and on. Long-term problems require your organization to be around for the long term. Keep your organization poor and it won’t be. Again, this is a balancing act, one of many you have to do. Focus too much on mission and not enough on money and you are out of business. Focus too much on money and not enough on mission and you become just a business.

One more point here: I am not contending that you need to have every single service you provide be profitable every year. You do not, and you probably should not. There will be services that are so mission-rich that they can be money-poor. Services that only you provide in your community that do not pay for themselves or that are mission-critical. But if all you provide are mission-rich/money-poor services, you will soon be out of business and no good to anyone. Again you need a balance, and you need to use the business skill of return-on-investment (ROI) to maintain the right balance.

For-profit businesses are concerned about their financial ROI, and rightly so. If they invest funds in a building or a piece of equipment or staff expansion, they want to know how quickly they get their investment back and at what rate.

Nonprofit businesses need to also be concerned about ROI as well, but unlike for-profits, we have two returns: the financial return and the mission  return. Thus, if you invest money in Service X, you should be asking, “Does this service make money or lose money AND does it do a lot of mission or only a little?”
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HANDS ON: Always consider the expenses in your income and expense form as investments in mission. If you do that, you will need to think about the return on that investment, both in financial and mission forms. The financial return is pretty easy to calculate, but the mission return is much more difficult. We will talk about ways to do this calculation later. •


I’m sure you have services that are mission-rich and money-poor, and if you are like 90 percent of nonprofits, you invest resources in a service that does NO mission. For example, if you run a soup kitchen, you provide a very, very mission-rich service. But it doesn’t pay for itself because you are giving food away. But this is fine because on the two-ROI scale it balances out: mission-rich, money-poor.

So what’s the service that does no mission? It’s variously called development, or fund-raising, which by itself does no mission. Only if the service  makes money can it spin off funds to help other mission-rich/money-poor services, like the soup kitchen. Thus, you need to make sure your  fund-raising is not haphazard, or done poorly. It needs to make money! This underscores another theme that we’ll return to a lot in the book: You have to do whatever you do well. Really well.

These three philosophies, that you are a mission-based business, that you earn all your money, and that making money is a good mission thing, form the foundation for everything that follows in this book. They are the core of mission-based management. If you agree with them, if you find yourself nodding and saying, “That’s great!” you are going to enjoy the book and get a great deal out of it. If you are uncomfortable with the philosophies, I hope that the remainder of this chapter and the issues raised in Chapters 2 and 3 will convince you of the validity of these philosophies. If that does not work, then I think that the remainder of the book will convince you that there are many, many business applications that can improve your ability to do better mission more efficiently and effectively.

We will return to these philosophies at the end of the book (Chapter 14), to look at how your funders can adopt them to give you more leeway to do your job. But for the majority of the book, we will concentrate on how you can make them a reality in your own management style, in your own mission-based organization.




Why Is This Third Edition Needed Now? 

The 1980s were an extremely turbulent time for U.S. nonprofits. During the Reagan administration years of 1981 to 1989, the vast majority of nonprofits—those that depend on government funding for the majority of their incomes—had their perspective on life radically changed. No longer could these organizations depend on government (read: taxpayer) largesse to cover their expenses, nor would regular cost of living adjustments (COLAs) solve their problems. No, nonprofits would have to learn to make do as more independent, more businesslike entities. Wouldn’t they?

Those of us in the field thought so. In many organizations, things did change. New businesses sprang up, inside or outside the traditional organization’s array of services. Educational opportunities for nonprofit staff slowly became available across the country throughout the decade, not only at the continuing education and seminar level, but as graduate degrees in many top-notch educational institutions. More and more staffs sought and received the one type of course work that they had previously never had access to: basic, as well as advanced, management training.

Unfortunately, many organizations continued to do business as usual. After a brief foray into a new idea or service, they returned to their traditional sources of funding, squeezed more work out of their staffs, and tried to serve the avalanche of new people needing help. (In the human service  nonprofit, this higher need for service—from homelessness to public health to literacy—was another result of the Reagan years.) They continued to act like charities rather than nonprofit businesses. Government, foundations, and United Ways for the most part only exacerbated the problems by emphasizing cost controls over strategic planning and marketing, and fundraising over entrepreneurship—two essential components of an excellent organization-for-profit or nonprofit.

The 1990s brought some needed change and some new challenges. Hundreds more colleges and universities developed both undergraduate-and graduate-level nonprofit management programs. Management support organizations sprang up in many states and metropolitan areas, ready to help nonprofits run their organizations more efficiently and effectively. Some funders began to move toward fee-for-service contracting rather than grants. But there were also new challenges. Reimbursement structures based on the managed care model took hold in a wide variety of shapes at the federal and state level, requiring measurement of outcomes rather than process for the first time. After decades of punishing “duplication of service,” some funders started to worry about costs to such an extent that social service and educational organizations nationwide began a movement to merge. Competition for dollars, for good staff, for good volunteers, and for people to serve became much more intense. On the good side, the federal deficit was closed and surpluses began. The economy was good, and technology began to provide real returns to all of us. The other great change was the emphasis on what was termed capacity building by foundations. This movement, of funding training, better use of technology, benefits, and other indirect costs, was a terrific improvement over the days when funders only funded “direct costs” and ignored the essential back-office functions that enable service for any nonprofit.

Then came the roller coaster ride of the Bush years in the early twenty-first century with the tech bubble, the war on terror, the housing bubble, and the crash that followed. The economy grew and contracted, grew and collapsed. Donors couldn’t figure out day-to-day how much money they had, millions worldwide lost jobs, and corporations cut back charitable giving and some simply vanished. We went from good times to bad times so incredibly quickly that our heads spun. And all of us realized that the old rules (prudent management, prudent investing, and prudent levels of debt) were not outdated at all.

At the same time, society began to be aware that the Boomer generation was aging and that a hand-off to GenX was imminent. The differences between the generations became near war in many organizations.

Excellent use of technology became more and more important in all parts of society, and nonprofits struggled to keep abreast of changes that could make the difference between connecting with a new generation and being ignored by the young.

As a result of all these changes, there is a pressing need for a rethinking of the best ways to govern and manage our nonprofits. This book is intended to help you find those techniques that will help you do more mission and to make the transition from an administrator of a charity to a mission-based manager. I know, from consulting and training thousands of nonprofit staff and boards since 1982, that the organizations that are succeeding in meeting the needs of the people they serve, the organizations that are financially stable, the organizations that will meet the challenges of the future have the characteristics discussed in later chapters. I also firmly believe that if your organization has those characteristics, or acquires them and consistently works to improve them, you will succeed in serving the people who are depending on you. Unfortunately, too many nonprofit managers, nonprofit board members, and nonprofit funders are still stuck in the 1990s. And they are getting further behind every day.

Mission-based management is good management. It is more than stewardship, a term that has become widely used in the nonprofit field in recent years. It is a philosophy that says, “I will use all the best tools at my disposal to help my organization excel in the pursuit of its mission. The mission is the reason that we are here, but that is no excuse for sloppy or slipshod management. We would never tolerate poor quality in services. We won’t tolerate poor quality in management either.”




Mission-Based Management, Third Edition 

You already know that much has changed since the first edition of Mission-Based Management in 1994 and the second edition in 2000. The format for all of the Mission-Based Management series books has evolved as well. There are now more features in the chapters than before that should give you, the reader, more value for your time. The book is designed to be used as a guide and as a reference for you to return to over and over. I know that your time is limited and that you will be tempted to jump right to the parts that you are most interested in, perhaps “Developing a Bias for Marketing” (Chapter 10) or “Financial Empowerment” (Chapter 11). To the extent possible, I urge you to read the book from front to back. The chapters are in the order presented for a reason: They build upon one another. Issues raised in the early chapters are discussed further in later ones; problems that surface in one chapter sometimes reappear in another. To get the most from the book, read it in the order that it is presented.

Because much of what I talk about in the remainder of the book is based on teamwork and bringing in lots of staff, board, and outside experts to help, I suggest that you work through this book as a team effort. Have a small group of senior managers, middle managers, and direct service staff read a few chapters and then get together to discuss their application in  your organization. Ask the group: “Is what is presented appropriate for our organization? If so, what do we need to do to facilitate any needed changes? If it is not appropriate, why not? Are we doing the best we can in this area? How can we be better?” Use the lists of questions that I have included at the end of each chapter to start these discussions. By reading the book as a team, and by reading it at the same time, you will get a more complete, more organization-wide use of the book, and the benefits of the book will be applied to your organization sooner.

Now, let’s turn to the format of the book. By giving you an overview of both the format and the sequence, as well as a brief peek at the benefits that you will get from each chapter, I hope that you will get more from our time together.


The Format 

Each chapter starts with an OVERVIEW, intended to give you a brief summary of what the chapter will hold. The body of the text comes next, and I try, as much as possible, to give you illustrations and ideas for immediate use. These illustrations and ideas are highlighted by the terms “ FOR EXAMPLE ” and “ HANDS-ON,” respectively. Look for them in nearly every chapter. Near the end of the chapter is a RECAP, which is a brief review of the points that have been covered in the chapter, to allow you to draw all of the material together in your mind. There is also a list of QUESTIONS FOR DISCUSSION, which are intended to stimulate group conversations with your staff and volunteers about ways to best use the ideas included in the book.


The Content 

The book is broken down into what I call context-setting chapters, working chapters, and the final chapter, which is a call to action for the funders of nonprofits. Let’s look at each chapter briefly.

1. Introduction•  This is the chapter you are reading now. It includes a look at three core philosophies: who the book is written for, how the book is designed, and how to get the most from reading it.

Context-Setting Chapters


2. Where We Were, Where We Are, Where We Are Going•  A brief history of the nonprofit world, an examination of the relationship between nonprofits and their funders, and an updated prediction of the nonprofit world for the next ten years.


3. What Works: The Characteristics of a Successful Nonprofit•  An updated list of the ten things that a nonprofit needs to continue to do its mission well throughout the twenty-first century.

Working Chapters


4. The Mission Is the Reason•  How to get the most benefit from the reason that nonprofits exist. For many, the mission is an underutilized resource. A discussion on updating and then using a motivational mission statement.


5. Being Ethical, Accountable, and Transparent•  The best nonprofits are accountable and transparent both inside and outside the organization. The best ways to do this on the highest moral plane possible is covered.


6. A Businesslike Board of Directors•  What an effective board is, and what the board’s and the staff’s respective roles are. Reducing board liability and recruiting and retaining a board will be covered as well.


7. Leading Your People•  A new approach to nonprofit leadership that succeeds in today’s high-speed, information-driven environment, also including better communications, evaluations, and rewards. We will also look at ways to engage multiple generations in your mission.


8. Embracing Technology for Mission•  How to use technology to better manage, inform, market, empower, and compete in today’s all-tech, all-the-time environment.


9. Creating a Social Entrepreneur•  How to develop a culture that takes prudent risks on behalf of the people you serve. The criteria of a social entrepreneur. How to focus on your core competencies and remain flexible.


10. Developing a Bias for Marketing•  The best way to bring your entire team into the marketing process, to discover who your markets really are, and how to meet their needs and wants. The characteristics of a market-driven and mission-based organization. How to improve 1 percent every day.


11. Financial Empowerment•  The eight key characteristics of a financially empowered nonprofit, better internal reporting, and how a nonprofit can keep what it earns.


12. A Vision for the Future•  How to plan where you are going, and how to get the most from the planning process as well as from the plan itself. Sample plan outlines.


13. The Controls That Set You Free•  The way to get the most from nine different kinds of policies, including a tested method for their development and enforcement.


14. A National Agenda: Empowering Our Nonprofits•  The other side of the coin: what the funders need to do to improve, free, embolden, and empower the nonprofits with whom they contract.


15. Final Words



Recap 

In this chapter we’ve covered the key philosophies that are the basis for the book and why I think the book is needed. We’ve also taken the first look at the contents of the book and how it is set up so that you can make the most use of it to benefit your organization and the people that you serve.

I know that you have a tough and challenging job. As a leader of a twenty-first-century nonprofit, you have to concern yourself with many differing and conflicting needs and demands: those of your funders, the people you serve, and your board, staff, community, banker, and peers. You need to ensure that your organization is pursuing its mission with zeal, that it meets the changing needs of the community that you serve, and that you have enough money to make ends meet.

The tools to help you do those things are in the following pages. Good reading and good luck!




CHAPTER 2

Where We Were, Where We Are, Where We Are Going




Overview 

Before we start our journey together, it is important to understand how we got here and for you to read my predictions for the next ten years. Without those two pieces of context, it will be harder for you to grasp my ideas for what your organization can become and can accomplish.

In this chapter, we will examine how nonprofits in the United States came to be where they are today, and we will examine the three rules that funders use when they think of you and your organization. We’ll then turn to the future and review my six predictions for trends that will profoundly affect you, your organization, and its ability to perform its mission during the next decade.




How We Got Here 

The United States, more than any other nation in the world, is blessed with a volunteer spirit of helping others. In other developed countries, volunteering or charitable giving (other than to the church) is much less the cultural norm. This is not to say that people in Europe, South America, Africa, or Asia do not give of their time, talent, or treasure; they do. But not at the level that seems to be indigenous in North America, for reasons we’ll examine in a moment. My personal experience with the difference in cultures began early on. My mother was Danish by birth and emigrated to the United States as an infant. There were (and remain) many relatives in Denmark and, during my childhood, many of those relatives came to visit us, often staying at our home.

In those years, my parents would often need to leave to attend one of the board meetings of the many organizations on which they served. (My parents were the original incorporators and first officers of what is arguably  the first Association for Retarded Citizens [ARC] in the country in 1951, and served on numerous other nonprofit boards over the succeeding thirty-five years.) When the reason for my parents’ absence was explained, it was almost always greeted with puzzled expressions and questions from our Danish guests, such as, “Why would you give your time away?” or “Doesn’t the government take care of that for you?,” to which my parents would reply, “Here, we have a tradition of trying to help each other.”

Whether it sprang from a frontier necessity to help and be helped, from our history as a democracy, or just from our national economic abundance, Americans have developed a vast network of charitable nonprofit organizations that assist the poor, rehabilitate the injured, educate the young and old, enrich our senses and sensibilities by providing access to the arts, and fulfill our spiritual needs.

From the beginning of the twentieth century until the onset of Lyndon Johnson’s “War on Poverty,” most of the funding for these organizations came from locally donated funds raised in the community in which the organization provided services. A few large foundations of national scope, such as Ford and Rockefeller, provided special projects assistance, but mostly the nonprofit community made do with what its local community gave it.

Then, in the 1960s, all that changed. Government, particularly at the federal level, began to provide funding first in the form of grants, and later in the form of “purchase of service” contracts to thousands of locally based private nonprofits. The feds, and later the state, county, and local governments, bought such diverse services as preventive health care; mental health screenings; residential community care for the developmentally disabled; breakfasts and lunches for school children; housing for the poor; art for all; economic development for disadvantaged communities; books for libraries; research on a broad array of social, medical, and scientific issues; and specialized transportation throughout the nation.

With this cascade of funding—the good news—came an avalanche of red tape, bureaucracy, fast growth, reduced local control, and a seemingly endless series of priority changes and reversals—the bad news. This period (primarily 1964-1981) also saw the enormous growth in the sheer number of 501(c)(3)s (many created specifically to tap funds authorized in a particular piece of federal legislation) and the concomitant development of a huge cadre of vested interests embodied in the emergence of large professional staffs (within the nonprofits), rapidly growing trade associations, and, perhaps most importantly, a steep rise in the number of government employees whose sole job it was to fund, regulate, and audit these organizations.

In the mid-to-late 1980s and early 1990s, much of the federal funding for nonprofits was passed on to states through what were called “block grants.” The concept was that states knew better than the feds what should be done  locally. To an extent, this was (and is) true. What happened, though, was another round of hiring, this time of state employees whose job it was to liaise with the federal funding source, write state regulations, hand out funds, and oversee their use. And since the employees were in the same state, they could oversee the funds more rigorously.

This “rise of the staffs,” at both the service provider level and within the governments that increasingly were the service provider’s single biggest—and sometimes only—customer, led to the development of a set of philosophies of funding and oversight that were incredibly damaging to the nonprofits at the time and are still hampering all of us today. The basic tenets of these philosophies are as follows:•  First: What we say goes. While being a logical assumption from the point of view of a major (often the only) customer, this tenet often degenerated into the feeling of “Whatever the staff at the Department of XYZ decides is needed in YourTown is what we’ll fund, and if you do not need it or if you need something else, well, tough.” This attitude, of course, flew directly in the face of time-tested marketing theories of  asking customers (in this case, the people who were ultimately receiving services) what they wanted. Additionally, this philosophy was in direct conflict with reality: No single broad national or state policy could possibly take into account all of the local variety and uniqueness that shows up in fifty states and 100,000 municipalities. By regularly not recognizing that different communities have different needs, policies and regulations that flowed from this philosophy were and remain doomed from the start.But the sheer momentum of dollars flowing from the state and federal capitals spoke louder than the voices of the service recipients. So organizations acquiesced, services were often funded that people neither wanted nor needed, and, when the first budget of the Reagan years came along, these programs were tough to defend against cuts. More on that in a moment.


•  Second: You can’t do “well” doing “good.” This tenet is based on the terribly outdated but still overwhelmingly accepted philosophy that nonprofits must virtually take a vow of poverty in order to not appear to be stealing from those to whom they are providing service. This idea also, of course, nicely justifies minimal funding on the part of the main funders, an abundance of auditing and (in my view) unnecessary oversight, and a policy of “use it or lose it,” probably the most shortsighted social policy of our generation.



For those of you not familiar with “use it or lose it,” it goes like this: If you negotiate a contract or grant amount for service with a funder—say a  state or your county—you get to use what is in the grant during the term of the grant period, usually a fiscal year. You may or may not be able to move funds from one budget line to the next depending on how nice your funder is, but by the end of the year, if you have saved funds (or spent less than expected, through excellent management, hunting for discounts on purchases, etc.), you lose the savings because you can’t keep what you didn’t spend. Further, if you bring in additional income (from donations, earnings, etc.), it may reduce your income dollar for dollar.

With this policy in place, normal and positive incentives get turned on their head. Is there an incentive to save money? Certainly not. Saving funds is work, and if your organization can’t keep what you save, why go through the effort? What about earning more outside income? No, that’s more work, too, and if the money is just going to be taken away, why take the risk? Does this encourage unnecessary spending at the service level? Certainly, and everyone knows it.

Why does it continue? Because the feds and the states are not willing to let nonprofits keep too much money, keep what they earn, or have many, if any, net assets. I call this inane policy “poverty chic,” and it has been beaten into all of our heads for so long that most of us believe it. Funders do, many United Ways do, some staffs and boards still do, and the public in general certainly does. How many times have you been questioned about the purchase of “nice” furniture, tried to rationalize raising salaries, or not bought a piece of computer equipment because it wouldn’t look right? I have, and I work with hundreds of nonprofits who do so regularly.

Has poverty chic saved money? In the short term, certainly. But it has also led in the long term to poorly trained staffs, high staff turnover, a pitiful condition of the national nonprofit physical plant (usually rented instead of owned), a grievous hole in our technological readiness, and essentially no nonfixed assets with which to innovatively address community problems without the funders’ further assistance.

The bottom line is that poverty chic has led to many nonprofits’ becoming—and remaining—virtual indentured servants of their funders at the same time that the funders are urging the nonprofits to become more independent and self-sufficient. “Use it or lose it” is one way. Underfunding or matching requirements—not paying for the full cost of service—is another. Encouraging monopolies is a third. By being encouraged and forced to be poor, agencies think poor and stay poor. They are underfunded so they must fight fires today to stay alive rather than plan ahead for the future, an action that can save money and provide better service. They make do with old, beat-up, inefficient equipment and buildings, losing money on repairs and the inefficiencies. They are never allowed to “have unseemly” fund balances (either by public pressure or regulation) so they can never grow—without further assistance from the funders.
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FOR EXAMPLE: Interestingly, poverty chic only applies in practice to smaller nonprofits. Hospitals, colleges, and universities seem to be exempt. I’ve talked to hundreds of funders, and as many reporters over the years, who are appalled when a local nonprofit has a small endowment or some unrestricted funds but who feel that a hospital or university having the same kind of reserves is fine. They understand that these larger institutions need these funds to grow, to invest in new equipment and services, and to allow the cost of patients and students to be underwritten. But suggest that the same issues confront a local Red Cross or Goodwill and you get a bunch of outraged huffing and puffing. •


•  Third: What is yours is ours. This is perhaps my favorite because it underscores so much of what primary government funders and foundations really must feel: that nonprofits that receive their funds are their property. In my work, I see this regularly with auditors of state funds (which may account for, say, 50 percent of an organization’s budget) feeling that they must examine every transaction of the organization, evaluate all of the assets, look into all of the contracts, and probe all the vendor relationships, even if some or most of those assets and contracts and vendors have nothing to do with the specific programs that the state auditor’s department funds. The attitude seems to be “Because we give you money, we have the right to strip you naked and judge you at our whim.” 

This attitude, while not only being insulting, forgets the fact that the nonprofit is actually selling the government agency or foundation a service and that the payment for this service should not come attached to an unrestricted license to snoop and poke around at will. Remember this: As a for-profit consultant and trainer, I regularly contract with state governments and foundations, and they don’t audit me. They do not ask me to submit every expense, ask about my mortgage, or look into the resume of my wife or kids; once I do my work, they pay my fee. Why should they then take your organization apart for inspection during and after you do your work for them? Does being a nonprofit make you automatically exempt from the constitutional protection from unreasonable search and seizure? I think not.

The most incredible aspect of this attitude is that we all put up with it so willingly. It is a constant amazement to me that there has not been a general revolt against the level of scrutiny, oversight, and general arrogance of the funding sources. How can this have been allowed to evolve? How can the good, intelligent, and well-intentioned people at the local nonprofit level have become so subservient, while the good, intelligent, well-intentioned  people at the foundations and state and federal governments developed policies that, in effect, contradict nearly all of their stated intentions, doing much more harm than good? There are two answers—one psychological and one political.


First: The Psychological Answer 

The more I think about the relationship between nonprofits and their funders, the more curious it gets. Look at it this way: How many for-profit companies regularly publicly disparage their best customers? Very few. But how often do you and your peers gripe about the state/county/feds/ foundations at your national or state association meetings? Every time you are together, right? I thought so.

Moreover, when was the last time that you went to your state/ federal/foundation project officer and asked, “How can we make your job easier and do what you want done better and faster?” Never? Again, I thought so. But understand that in the for-profit world, market-driven companies ask those questions of all of their customers, especially the big ones, all of the time. They are constantly looking for ways to do things better, faster, easier, and cheaper for their customers. They would never fold their arms across their chests and say that the customer that constitutes 70 percent of their income is being unfair. They’d figure out what the customer wanted and give it to them. (If you don’t think that your funders are your customers, think again. We’ll cover this in great detail in Chapter 10.)

Over the years, I have developed an analogy of the relationship between nonprofits and their primary funders that I think (unfortunately) is very apt. It goes like this:In their relationships with each other, nonprofits and their primary funders (government or foundations) take on the roles and attitudes of eternal adolescents and parents.




Now, this is not to disparage either group, as both have contributed to the situation, but imagine how you would feel as either a teenager or the parent of a teenager if you were going to be stuck in that often frustrating and antagonistic relationship forever?

In this relationship, the nonprofits (filling the role of the teens) audibly seek more independence, question the wisdom of the funders (who act the parents’ part), ask to be left alone (to do their own thing), and generally resent the house rules. But when the car breaks down or when something else goes wrong, they always come to the parent for help/money.

For their part, the funders/“parents” audibly encourage the independence, tolerate the dissension and independence with irritation but  benevolence (knowing that they know better), and urge the nonprofit /“teens” to try new things (“but nothing too new”) and experiment (“but not too far out”)—but ultimately to always be home by midnight, submit all friends for inspection, and be prepared for a search of your room at any time (“house rules”).

I’m sure you have seen this relationship and probably been a part of it. Once you recognize the relationship for what it is, it is fairly simple to see how it evolved: People who are giving away the money (particularly those who work for the public) want to control how it is spent. Most nonprofits and their staff and board really only want to be left alone to do what they do best: provide mission. Neither group really can envision true independence from the other. And no tradition, law, or social norm makes a nonprofit independent on its twenty-first birthday. Thus, it is easier to grudgingly accept the status quo than to really break apart.

This is crazy, and I’ve been part of it at both a board and staff level. No wonder both sides are so frustrated! And yet, I see it continue over and over and over, even when both sides are aware and acknowledge the problems inherent in not allowing the nonprofits to grow up and leave home. After all, most nonprofits are over 21.


Second: The Political Answer 

With the media excited about any and all “scandals” they can find, government is reduced to spending millions of dollars to provide oversight to prevent hundreds or thousands of dollars from being misspent. And this is  everyone’s fault. We don’t demand that the media print the whole story. We don’t demand a cost-benefit analysis of the fraud prevention section of an agency. We just listen to the story that says WELFARE MOM CHEATS AGENCY OF $40,000 and get all worked up about how poorly the agency is run and what a bunch of cheats those welfare moms are. What is the rest of the story? The mom was one of 110,000 funded, of whom 109,999 didn’t cheat. The $40,000 stolen was out of $298 million of funding, or less than 1/100th of one percent! And then, no one ever asks how much the agency spent to find and recover that $40,000. Given the norm, probably two or three times what was stolen. Why do we allow this to happen? Because no government agency official wants to be seen as advocating a lax policy that could allow anyone at all to cheat, and in reality the $40,000 is a lot of money to most voters—no matter that it is an infinitesimal percentage of the total. So we let it go and we waste a whole lot of money chasing very little.

Thus, nonprofits spend a great deal of their time and (our) money being accountable for the real or imagined sins of others in order to cover the derrières of the funders. Because there is a political liability for the funders  if the public perceives that even $1 is misspent, the funders want to control  everything.

These three rules have done incalculable harm to nonprofits: They have prevented stability, empowerment, and dignity in our nation’s charitable sector and steadily eroded our confidence in our ability to manage our own affairs.
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FOR EXAMPLE: To demonstrate this evolution (and its downfall), I’ll use as an example a group of nonprofits that was created solely to respond to a succession of federal laws in the 1960s and 1970s, who influenced health care policy for a while and faded away with the end of federal largesse in the 1980s: health planning agencies. (The reader should note that I was integrally involved in health planning from 1974 through 1982 as a volunteer, staffer, and executive director, and thus have a somewhat biased view of what happened.)

Most of you will never have heard of HSAs (health systems agencies) or their predecessors, CHPs (comprehensive health planning agencies), but both were funded primarily with federal funds and grew out of federal concern about rising health care costs, duplication of health care services, and a need to control both. CHPs that were funded from 1968 through 1974 were to enable consumer participation in health policy. In more than two hundred geographic health planning areas of the country, CHPs were to develop health care plans and have limited regulatory authority over hospital and nursing home expansion. HSAs (1974- 1984) were the second generation of such agencies, with more money, expanded staffs, a mandate for “consumer” majorities on all boards and committees, and enhanced regulatory powers. The result of this program was more than two hundred new nonprofits with anywhere from four to two hundred staff each, over 100,000 volunteers on boards and committees, and an entire federal and state bureaucracy (I have heard numbers in excess of 350 federal staff when all the regional people were accounted for) just to keep tabs on the locals.

Why? To fulfill the federally designed mandates of cost containment, increased access to care, and consumer empowerment. Did it work? No, and in large part because of the three rules: “What we say goes” turned out to be the most deadly. The federal government decided in just one of many broad, national regulations that there should be no more than 6.1 medical surgical hospital beds per 1,000 population. As a result, HSAs were to turn down  applications from hospitals for construction that exceeded that amount, and the funding of the HSAs was in part contingent on achieving that goal. This policy allowed for some local variance, but it had to be rigorously justified and it never adequately took into account important issues such as patient preference, rural accessibility, and relative quality of hospitals. Since these issues are common sense ones, even to nonprofessionals, the regulation was derided, resented, and disliked by almost all of the citizen volunteers upon whose service the entire system depended.

“What is yours is ours” and “You can’t do well doing good” also had their own impact: HSAs could not fund-raise without penalty—whatever money they raised was reduced from the next year’s budget allotment. They could not keep assets—they were really the federal government’s, although HSAs were “independent.” Is this the end of the HSAs? Because the federal government funded the program but never really made it a local one when, in 1981, the newly inaugurated President Reagan and his budget director David Stockman attacked the program and tried to zero out its budget; even local volunteers were hesitant to come to its defense. The HSAs were dead in the water. •



The HSA program cost hundreds of millions of dollars and had thousands of good people at the volunteer, board, and staff level committed to its success, but it went aground on the shoals of too much distrust of local autonomy, an overzealous accounting mechanism, and a high resistance to change.

As long as we do not demand some common sense in government, we will have to live with the ludicrous level of oversight that reduces all regulations to catching the 2 percent of us who are crooks and/or idiots and punishing the 98 percent who are honest and have a brain cell or two. In this environment, you cannot blame the state or federal employees who are caught in the oversight squeeze; they have to assume guilt until innocence is proven, and thus they are never going to fully trust us.

Now, how can we go about breaking both you and your funders out of this relational purgatory? We must, you know, if we are to actually bring the nonprofit world into the second decade of the twenty-first century in some sort of reasonably effective shape. That is really what the rest of the book is about. Hopefully, by giving you some idea of the world you will be working in, and by increasing your skill base, giving you tools, and showing you how other agencies have broken free of the cycle of co-dependence (and that is exactly what it is), you will be better able to do it yourself. Let’s start with an examination of the environment you will be working in.




What the Next Ten Years Will Bring 

When I look back on my predictions from the 2000 edition of Mission-Based Management, my head spins with the changes we’ve seen. As I wrote that edition, our economy was sound, federal deficits were thought to be a thing of the past, and we in the United States happily considered ourselves on top of the world. So much for hubris.

No matter where we live, or how large or small our organization is, we’ve become part of a global economy, and what happens on the far side of the world this morning can affect us in very real ways later today, not in weeks, months, or years, as in the past. We need and depend upon each other across national borders more than ever, and this is true economically, politically, and socially. Technology has woven us together tightly, opened previously closed doors, and raised previously shut blinds. A donor can find out what our nonprofit spent two years ago (and what the CEO’s salary was) in less than a minute. You can give a donation to a specific nonprofit in India as quickly as you can give to one in Indiana. And attention spans? What attention spans? We want it all now, and we want it all customized to each of us.

And, of course, there is the global recession, which is still growing as these words are written. We’ve been reminded that “old” rules are still valid: Borrow very little, diversify your investments, there is no free lunch. A much different, much more challenging environment presents itself to us over the next decade and beyond.

Nonprofits are, of course, impacted by all of this. What follows is a set of trends that will affect you, and that you as a mission-based manager should consider and prepare for.


Governments with Fewer Resources 

We all know that the U.S. federal government is broke (as are most others) but still pushing billions of dollars out the door to stimulate the economy. Most states are in the same predicament, but they can’t manufacture funds to purchase services. They have to balance their budgets every year. As this is written in 2009, the most reasonable predictions I see are for a long, deep recession perhaps bottoming out in late 2010 with a slow recovery starting no earlier than 2011. Thus, we won’t get back to solid state finances for at least three to five years out—the midpoint of my ten-year prediction horizon. I hope I’m pessimistic, but as good managers we have to go by the mantra “Hope for the best, prepare for the worst.” So, here’s the deal: You are going to have to muster every iota of time, strength, and savvy to fight for every dollar for the next decade. Remember, even if your nonprofit doesn’t take government funds, most nonprofits do. And since their prime source  of funds is under real long-term duress, those organizations will continue to compete with your for other funds, from foundations or corporate and individual donors. If you believe your mission is essential, you had better be out convincing others that it is, too.

You should also be aware of four important points regarding this prediction. The first is that even though the overall rate of funding from government is dropping, the level of support for the specific programs that your organization provides will vary greatly depending on the political winds. Think about how the feds spent lavishly for ten years in areas that prevent or treat substance abuse—in response to the national movement toward semi-temperance. Then funds flowed to funding for AIDS research, prevention, diagnosis, and treatment, which have gone to entities as widely varied as health departments, hospitals, child welfare departments, drug centers, medical schools, and arts organizations. Now that AIDS is seen by the public and Congress (certainly debatably) as under control, those funds are dwindling. Up through the beginning of the recession in 2008, the U.S. fundee of choice was schools and crime prevention, which didn’t last, either. The bottom line: If your area of service is in vogue, you will be hurt a bit less; if not, you may be hurt even more deeply.

The second point is that, in addition to the fact that the rate of funding for your organization is falling, if you are like the majority of your peers, that rate of payment per unit of service is probably already woefully short of meeting the needs in your community and may not even be paying your full cost of service. Thus, even if your area of services is “in vogue” and stays steady, that should not be a great deal of comfort. You and your organization will have to look to new sources of income to meet the increasing needs of your community for services. Moreover, if your organization, particularly those in human service or education, gets paid on a fee-for-service basis, wherein you bill the city, county, state, or federal government for services  after those services are provided, be prepared to be able to come up with more “working capital,” the money that you need to pay the bills between the time you provide a service and when you get paid. Why? Because you will be providing more such services, and thus floating more receivables, and the government agencies will be paying you later. (One high official of a state welfare agency told me recently, “We postpone payment one day, just one day, and we ‘save’ $29 million.” That’s real money, and they need real money now more than ever.)

The third point is related to the second, and it has to do with the need to go outside and look for new sources of funds. As noted above, the traditional place that nonprofits do that is in starting to do fund-raising and increasing applications to foundations. Of course, these have become much more competitive in the past few years as governmental resources stayed static in the face of growing demand. Hundreds of nonprofits that have never  gone out to do traditional fund-raising have started doing so in the past few years, and more are entering the arena. This change is occurring at the same time that corporate donations and sponsorships and foundation funding are all waning due to the economy’s collapse. Be prepared to improve your fund-raising and grant-writing skills dramatically, or fall by the wayside. If you are in the development world, you need to be good at it. You had better be out there selling that mission as a core competence.

The fourth and final point here is that the confluence of all the first three is that your nonprofit will need to use volunteers more strategically and for more professional tasks over the next ten years. I call these people “unpaid professionals” since the term volunteer too often (and inaccurately) brings to mind someone making copies or answering the phone. These new volunteers are not the same as the traditional ones we value so much. They come to the nonprofit giving of their very high talent and skill, but often for a limited time. Think of Doctors Without Borders as a good example. I know that many readers will say, “But what we do is life and death. It requires licensure, certification, and continuing education. We can’t just let volunteers do what we do.” I understand the barriers to entry but would point out that over 70 percent of the firefighters in the United States are volunteers and the same holds for emergency medical technicians (EMTs), and no one would argue they are not doing not life and death work. And again, think about Doctors Without Borders.

There are nonprofits springing up to deal with this change, including the Experience Corps and some new twists within AmeriCorps. Teach for America is drawing many more applicants than it has positions available. You will see more people being available to come to you for a three-, six-, or twelve-month internship during their careers, not just before or after. And with the Obama administration’s call for national service, there will simply be more volunteers out there to choose from.

The key for you is to think strategically about volunteers and to make sure you ramp up your volunteer management skills to make the best use of this remarkable resource.


Generation Change in Full Swing 

This is both good news and bad news, and it is not a prediction but a simple fact. Four generations now overlap in our nonprofits, and these four generations are all significantly different (and sometimes clashing) cultures. The older generations (the Silent and Baby Boomer) have much different outlooks on work-life balance, technology, and management styles than do the younger generations (GenX and what I call Gen@). In my 2007 book  Generations: The Challenge of a Lifetime for Your Nonprofit (St. Paul, MN: Fieldstone Alliance, 2007) I argue that understanding and harnessing the  different skills and perspectives of these generations is crucial to the success of your nonprofit and its mission. Not only will we be handing off the management of our national nonprofit sector to the younger generations in the next ten years at the staff level, but we also need to backfill with younger members on our boards, the vast majority of whom were Boomers as of 2008.

Here is some unsettling news if you are a Boomer or Silent Generation manager. We (and I am your age) need to relearn and adapt our management style to fit the younger generations who increasingly make up our staff and board. If we do not, we will alienate the best young people and leave our nonprofit weaker as a result. More on that in Chapter 7, “Leading Your People.”


More Demand for Services, Particularly in a Weak Economy 

The volume of demand will grow irrevocably, irreversibly, and probably faster than you anticipate, in almost every area of nonprofit service (but particularly in the social services) in a weak economy. If you are in education, the national concern with the decay in our educational structure has already led to more school choice, and “No School Left Behind” has institutionalized testing, often to the detriment of actual learning. If you run a faith-based organization, the continuing national return to the church, synagogue, and mosque will lead to increased need for services and facilities, as well as increases in competition for dollars, as many reputable ministries vie for the same funding sources. In the arts, a better-educated public will want more theater, music, and displays of fine arts nearer and more accessible to them, but only if they can afford them. If you provide a social service, whether to youth, seniors, the homeless, or the mentally or physically disabled, the need for your services will grow faster than the population as a whole.

The reasons for the increase in demand outstripping simple demographic growth are multiple. First, we as a society have turned to nonprofits increasingly for the past thirty years, and we are used to seeking help there. Second, one of the legacies of the last thirty years is a chronic governmental underfunding of social services, particularly low-income housing and job creation assistance that has led to the large number of chronic homeless and “underclass” citizens who are at significantly higher risk of needing services that you provide than the population as a whole. Thus, you cannot just use census projections to predict the need for your services. Since 2000, the disparity between the haves and the have-nots has grown alarmingly. This rift is exacerbated by the current economic downturn. If you are in any field within the nonprofit sector, this fact should unsettle you and factor into your predictions of demand.

Finally, there is one other key issue to ponder here. Not only is raw demand (the number of people presenting themselves for services) going to continue to climb but the cost of serving each of those people will also rise at the same time that income will stay basically static. People are showing up with many more needs than ever before, and to adjust to and serve these needs costs money. As a human services administrator told me in June 2008, “The people we see are broken in so many more ways, and all at once. They come with layer upon layer of problems, and drilling down through all those layers is an imposing, and expensive task.” Words to remember.


A More Competitive Environment—And More Failing Nonprofits 

This is the biggest single change that you will see during the rest of your career, whether you are 20 or 60. This competition between nonprofits, which began in the early 1990s, has now shown up in everything you do. You are now competing for clients, students, patrons, or parishioners; for funding from traditional sources and for funding from new sources; for donations; for United Way dollars; for visibility; for donated services such as air time and advertising; for clicks and eyeballs on your Web site; and for good volunteers and great staff.

The most disruptive, nerve-wracking, and positive change for many nonprofits is in the area of competing for people to serve. In the past fifteen years, counties, states, and even the federal government have brought more and more programs into the competitive fold. They did this because of the first two trends listed above: limited funds and nearly unlimited demand for services, many of which are entitlements. Caught on the horns of a fiscal dilemma, the solution many purchasers of service have sought is anathema to our entire sector: capitalism. By this I mean putting agencies, many for the very first time, into the risk/reward cycle that is the engine that runs our economy. This, of course, has challenged the monopoly that you once enjoyed. “Monopoly!?” you ask. Absolutely. How many times when asking for funding have you heard the question, “Does this program duplicate anything already serving the same constituency?” Lots, I am sure. The reason: Funders did not want to encourage “duplicate” funding (i.e., competition). Imagine the same scene with your city council approving only one fast-food restaurant or one grocery store in town—to avoid duplication. They would be run out of office for obstructing commerce, interfering with competition, and in general for being too regulatory. But in the nonprofit arena this has been (shortsightedly) considered appropriate.

No more. Funders are looking for the best productivity, the most mission for the money. Volunteers are looking to spend their time wisely. Quality staff want to work with organizations that are financially viable as well  as state-of-the-art in terms of service. Businesses that donate services want to associate with top-caliber organizations, not ones that will have their work, finances, or reputation show up in the scandal sheets. And all that information can be had online in a heartbeat.

Here is the good news from the perspective of a funder, donor, citizen /taxpayer, and service recipient: This works, and works well. Not perfectly, not immediately, but the result is better services and lower costs. The bad news: From the perspective of the nonprofit manager, this is hell on wheels. We, as a sector, have not been ready for this. We have been underfunded, thanks to cheap funders and our own inability to discipline ourselves to put aside funds. Few of us have benefited from “capacity-building funds” necessary to get our back-room operations ready to compete. But like it or not, competition is here and increasingly ingrained in the mind-set of our funders and community. In an era of even more limited resources, this competitive trend is only going to grow.

Here are two other spinoffs of competition to consider. First, when foundation, governmental, or corporate funding becomes more competitive, some nonprofits will be unable to compete and will seek more funds from traditional fund-raising, putting even more organizations in that already overpopulated (and highly competitive in its own right) arena. Second, some nonprofit organizations will flat out fail. They will not be able to convince enough of us in our various roles as citizens, governments, or foundations that their mission is worthy enough, and they will close. In late 2008, Paul Light predicted that perhaps as many as 100,000 U.S. nonprofits might fail in the coming eighteen months. I think Paul is optimistic.


Tech . . . Online All the Time 

Here is the bottom line. The future of the charitable sector, the future of effective, competitive nonprofits, will come from the successful confluence of mission and technology. This does not mean we will not continue to need face-to-face services or human interaction of all kinds. When I am in the ICU, I do not want the nurse calling it in from home. What I am saying is that until nonprofits embrace (not accept, but embrace) technology as a way of doing mission more effectively and efficiently, as a way of reaching and educating more people, as a way of appealing to a new generation of staff and volunteers, until then, we will not be mission successful as we could be. As Jim Collins wisely pointed out in Good to Great (New York: Harper-Collins, 2001), technology is an accelerator of good ideas, not a substitute  for one. You’ve got the good idea: It is your mission. But will you push technology to help you make that good idea, that mission a reality? I think you must. And, here’s a hint—your youngest staff have the most intuitive  understanding of technology and can help you move this way—if you let them.


More Transparency and Accountability 

This is a good thing if it is handled in an atmosphere of making sure that your organization is accountable for what you do, how you do it, and how much you spend—but it can easily turn into a witch hunt (see my earlier discussion of the basic tenets of funders). It can result in a funder who buys a small amount of services from you and demands to know all about everything you do, own, think, and plan.

But we have to live with the contracts we sign. Accountability and the seemingly never-ending amount of paperwork that accompany it will continue to increase as long as the press and the public wonder about us. Accountability is a fact of life and should be seen as a cost of doing business. The oversight may be frustrating and expensive, but we need to spend less time whining about it and more time figuring out how to use technology to make being accountable easier and less costly.

Also remember that accountability and competition go hand in hand. The funders (who have choices of where to send their money) want more accountability and often can get it with a few keystrokes. If you can’t measure your real outcomes, in the current environment you may not get much repeat funding. Better use of technology can help you be accountable more efficiently and effectively, but you have to be comfortable with the idea of being accountable in the first place, not just resigned to it.

So there are six areas of change you will need to pay attention to and, most likely, accommodate in the next decade. The remainder of this book will try to give you the tools, techniques, and perspectives to help your organization become more mission-capable and more mission-productive.




Recap 

In this chapter, we have reviewed how nonprofits came to where they are today, how your funders really think of you, and the six trends that I believe you are going to have to accommodate to stay viable over the next ten years. These trends are the following:1. Governments with fewer resources
2. Generation change in full swing
3. More demand for services, particularly in a weak economy
4. A more competitive environment and more failing nonprofits
5. Tech: Online all the time
6. More transparency and accountability


With these predictions in mind, the next question is: How do we adapt and accommodate to these conditions? Even more difficult is the answer to the next question: How do we adapt and accommodate to conditions that may exist in five years that no one can even foresee today? How do we stay close to our mission, stay solvent, stay flexible, and stay sane—all at the same time? How do we harness technology to help us do more of this?

I’m not sure that all of those things are possible (particularly the part about retaining your sanity), but Chapter 3 will detail my observations about the key characteristics of the best, most flexible, most focused nonprofits in the country. By trying to emulate their successes and to integrate their strengths with yours, your organization can move through the next ten years and come out stronger and more mission-capable.
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