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Welcome

Non rolit e -

EAR READERS,
“Nonprofits should act more like business.”

“Give, get or get off.” “Boards make policy

and staff members implement it.” The field
of nonprofit management and governance is rife with
baseless assertions about the way things ought to be.
These are sometimes cleverly cloaked as best practices

even though they don’t often work, and many nonprofits

have spent decades chasing after what is at the end of
these rainbows only to find that there is no end to them
because (1) there never is, and (2) even from a distance,
the arc has long since disappeared into atmospheric changes. In this edition, we take
up a number of areas of management and governance that have been misframed in
ways that misdirect, overpromise, and in general make our hard jobs harder—and
then we suggest different ways to think about the topics being addressed.

For instance, the difficulty that we often have understanding capital stems from a
lack of understanding of nonprofit financial structures more generally—thus, instead
of talking about working capital and growth capital in relationship to operating
revenue, we have ended up in an endless search for the right ratio of overhead to
program costs. Within, Hilda Polanco and Dipty Jain make some simple distinctions
between revenue and capital and then talk about the various kinds of capital needed
to make a healthy nonprofit.

Similarly, for a number of decades we have been focused on CEO turnover as an
all-important inflection point in the lives of nonprofits—but perhaps that is a self-
reinforcing notion that creates a cycle of overdependence and periodic vulnerability
in our organizations. Maybe we need to think differently about models of organiza-
tional leadership. Maybe we need to consider, for instance, codirectorship and shared
leadership as a norm rather than an odd exception. In a special section on leadership
transition, Tom Adams, Jeanne Bell, Paola Cubias, and Byron Johnson parse this out.

Sean Thomas-Breitfeld writes on the “nonprofit racial leadership gap,” explored via
anational survey on nonprofits, leadership, and race launched by Building Movement
Project in 2016. Upon completion of the survey, which drew more than four thousand
respondents, he asks, “Why haven’t we moved the dial on diversity?”

Nat Kendall-Taylor and Susan Nall Bales describe a landscape fraught with old,
dead-end frameworks of communication, look at the perilous consequences of
abiding by such framing, and offer alternative models of discourse that are more
likely to “get us back into the commons and reasoning together.”

So, this edition is designed around unlearning the norm by entertaining experi-
ments in thinking differently about some crucial issues facing the sector. This requires
that we change the way we think and talk, but it is remarkable how quickly you can
make sense of the tangle in front of you by starting in a different place and with the
right set of glasses.
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EAR NONPROFIT WHISPERER,
I have a question regarding
conflict of interest for the
board of directors of a charter

school in New Hampshire. It recently

came to my knowledge that a member of
the board of directors has applied for the
open bookkeeper position at the school.

Would taking the position require the

board member to resign from the board,

or could the board member ethically con-
tinue to serve?
Confused

Dear Confused,

This is an easy one. The board member
should resign before applying for any
paid position with the organization, but
especially one that accounts for money.
The conflict comes from the fact that
the board member is there, with others
in the governance role, to provide general
oversight to the organization on multi-
ple levels (mission, high-level strategy,
policies, fiduciary). The IRS, in provid-
ing charitable status, asks that nonprof-
its have a voluntary board of directors,
mostly to represent the broader commu-
nity’s interest and ensure accountability
to mission, community, and constituents
on the part of paid staff. You can’t serve
two masters.

6 THE NONPROFIT QUARTERLY

The Nonprofit Whisperer

Applying for a paid position in an organization without first resigning from its board is an

unequivocal no-no; if you do not define your allowable expenditures, you could find yourself

in a spot of trouble; and if you find yourself scapegoated after leaving an organization, take the

high ground and use it as an opportunity to reflect on any leadership blind spots that may

have helped to create the hostile post-departure environment.

Dear Nonprofit Whisperer,
I am on the board of a 501(¢c)(3) orga-
nization whose mission is to “research,
teach, perform, and promote” certain
types of historical or traditional dance.
As one of its projects, the organization
has a performing troupe. The orga-
nization usually gets paid for troupe
performances—in fact, this is the orga-
nization's main source of income.
Although the organization’s annual
income is only around $12,000, over
the years it has built up a reserve of
some $30,000. Currently, the board is
considering using a good portion of
this reserve to send the troupe to one of
several relevant dance weeks that take
place each summer. Troupe leaders—
who teach, research, choreograph,
direct, etc.—would benefit from min-
gling with other divectors, teachers, and
researchers. The troupe dancers would
recetve training by attending workshops
led by well-known teachers of historical
dance, and the troupe would perform
during the week, as would other groups,
sharing choreographies, styles, and the
like. The organization would pay all or
most of the member’s expenses. Some of
the dance events under consideration
take place in Europe, so transportation
could be a sizable expense in addition to

the tuition fees, room, and board.
Attending the dance week seems to
support the mission of the organiza-
tion. However, many individuals attend
such weeks for pleasure. There are social
dances and tours of historical sites; boat
rides; and other excursions in connec-
tion with the events. Would sending the
troupe to such an event be within the
bounds of permitted expenditures for a
nonprofit, or would it violate prohibi-
tions against supporting individuals
or providing excessive compensation to
board members? (All the board members
are also troupe members, bul there are
troupe members who are not on the
board.) And is it permissible to pay
some types of expenses but not others?
Conscientious

Dear Conscientious,

Sending the troupe to dance weeks—a
normal activity for many dance troupes—
for exchange and learning, as you note,
is not necessarily an issue. How the
organization defines allowable expen-
ditures, however, is critical to ensuring
that it remains on mission. The organi-
zation should create protocols for such
trips as to what are allowed expenditures
that relate to the organization’s mission.
Social evenings or side excursions should
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be on the participants’ dime. The more
your organization can create bright lines
regarding what are considered allowable
expenditures, the better.

A glaring red flag is that, as you
mention, all the board members are also
troupe members. This complicates your
questions and begins to enter an area
of poor optics for the organization. It
is not illegal for board members to be
reimbursed for meetings or travel on
behalf of the organization, but it sounds
as though the troupe is acting in mixed
roles of oversight (board) and delivery
of services (volunteer staff on learning
trips). If job descriptions for the board
do not exist, the organization should
work on those—delineating the role
of governance as opposed to activi-
ties of the organization that fulfill its
mission, whether done by volunteers
or paid staff; the board should develop
a conflict of interest policy (there are
boilerplates online); and, finally, the
organization should consider adding
non-troupe members to the board, and
eventually having these be a majority.
The optics of board members acting in
their self-interest will decrease with this
diversification of board membership.

Dear Nonprofit Whisperer,

I am seeking your thoughts regard-
ing an organization’s responsibility
to its former CEO. The circumstance 1
describe below is rather awkward, and
I'm not exactly sure if or what the orga-
nization or the former CEO should, or
could, do about the maitter.

A nonprofit CEO with ten years of
tenure with Organization A accepted
a new position with Organization B.
The CEO had outstanding performance
reviews during those ten years, and
was regarded as a solid leader and rep-
resentative of the organization. Upon
the CEO’s informing the board of the job
offer, Organization A expressed delight,

SPRING 2017 - WWW.NPQMAG.ORG

Seeling that the opportunity was not
only a positive career move for the CEO
but also that their CEO’s having been
selected by the prestigious Organiza-
tion Bwas a feather in Organization A’s
cap. The outgoing CEO was honored at a
going-away event and given an award.
Organization A identified an interim
CEO and began the search for a new one.
FEveryone parted on good terms.

After several months on the new
Job with Organization B, the former
CEO learned through colleagues that
some things were not going well for
Organization A. The interim CEO
had floundered and the new CEO was
struggling. The former CEO was being
blamed for current issues (dysfunction
among staff, committee dysfunction,
and misunderstandings). Hard feel-
ings and distrust had taken root among
some members. While saddened to hear
this, the former CEO accepted that this
type of thing happens and that it is
not uncommon for former staff to get
scapegoated during such transitions.
The former CEO opted not to take action.

A few weeks later, someone (who
was yet to be identified) created a Face-
book page to “expose” Organization A’s
issues. Part of the narrative included
several e-mails expressing a board
member’s dislike of the former CEO
and why s/he blamed the former CEO
Sor current issues. The former CEO was
contacted by a member of Organization
A and directed to the Facebook page (“1
JSelt you should be aware of what is being
said about you”), and subsequently
discovered through colleagues that the
board was quite upset about their inter-
nal strife being aired, and had contacted
Facebook to ask that the page be taken
down. After being up for over three
months and garnering thousands of
views, the page was finally removed. The
board has not contacted the former CEO
regarding any of this matter—and, to
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date, the former CEO has not contacted
anyone about the matter, either.
My questions are: (1) What is the
board of Organization A’s responsibil-
ity to the former CEO (for example, does
it owe the former CEO some explanation
or apology)? (2) Given that the social
media posts could cast a shadow on the
Jormer CEO'’s reputation and thus jeop-
ardize current or future employment,
what recourse does the former CEO have
to defend or protect his/her reputation?
(3) Are there other concerns or implica-
tions vis-a-vis this entire scenario that
the former CEO should consider?
Sorry I Had to See This

Dear Sorry I Had to See This,
First, the former CEQO’s instinct was,
unfortunately, spot-on. No matter how
remarkable a leader might be (and
sometimes because of it), the depart-
ing leader may be blamed for disruption
that occurs during a transition. William
Bridges, author of The Way of Transi-
tion: Embracing Life’s Most Difficult
Moments, says, “We resist transition not
because we can’t accept the change, but
because we can’t accept letting go of that
piece of ourselves that we have to give
up when and because the situation has
changed.” The organization is still in
reaction to the loss of a strong leader;
some people simply do not do change
well, and can act out during these times.
For the former CEQO’s part, there may
be some things to reflect on. A strong,
vibrant leader may embody a set of
values that not everyone on the board
or staff shares. A highly regarded leader
might not be questioned about strategy or
other key issues during his or her tenure.
If the leader is blind to even a small
values mismatch or the need to open up
feedback on strategy or programs, and
has held sway through the power of his
or her excellence, then under-the-table
issues will surely get aired in the wake of

8 THE NONPROFIT QUARTERLY

the leader’s departure. If, during such a
leader’s time, strong norms and practice
principles regarding “how we behave”
and “how we communicate” were not
inculcated throughout the organization
at board and staff levels (and, for some
groups, at the volunteer and constituent
levels), then people can begin behaving
badly in the wake of that strong leader’s
departure.

We are all always contributing both
positively and negatively to the dynamics
of any living system (a family, an organi-
zation, a nation). The former CEO acted
correctly by not getting involved in the
aftermath that ensued post-departure,
but this may be a time for him/her to
reflect and check in on any leadership
blind spots that might now be illumi-
nated through hindsight. Understanding
his/her contribution (however minor) to
the situation might develop this already
good leader even further (we are all
always learning, right?). The former
CEO should probably continue to take
the high ground (libel is hard to prove
and will only continue the devolution of a
person’s legacy) and simply go on being a
high performer in his/her new position—
the proof being in the pudding.

Organization A has a lot of work
to do. The board of directors needs to
create a communications policy imme-
diately. Most mature organizations have
the CEO (and/or the board president)
act as the spokesperson, and all written
communications are vetted through a
transparent process. In this situation,
organization-wide speaking points
should be developed and all board and
staff should adhere to those speaking
points, with consequences for those
who do not. Finally, there needs to be
an immediate social media policy for
staff and board members alike. In this
new social media environment, many
things have changed regarding how non-
profits communicate with stakeholders,

but some things have not changed very
much at all—and one of the things that
has not changed is the expectation that
staff and boards act responsibly when
speaking about their organization on the
public stage.

This situation is an issue for the
boards of both these organizations, and
they should decide together on a course
of action that protects all involved. That
course of action should include cautions
to staff about respecting the boundaries
of the organizations, even—and perhaps
especially—in this new social media
environment. In other words, this can
be used as a learning moment about the
protocols of discussing former staff in a
negative light in public—an exercise that
should be engaged in only under the most
egregious of circumstances. In a crisis—
which this does not seem to be—it is best
to decide upon speaking points and des-
ignate representatives.

A key responsibility of board members
is to act as positive ambassadors to the
community on behalf of the nonprofit.
When there are questions or concerns,
these should be brought to committees
or the board meeting and fully worked
out there. A mature board member who
disagrees with what is happening can act
as loyal opposition: raising critical ques-
tions or concerns, voting no as needed,
and resigning if necessary. Playing
out this drama on the public stage of
social media is simply the poorest type
of behavior and, as mentioned above,
should be nipped in the bud immediately.

NotE

1. William Bridges, The Way of Transition:
Embracing Life’s Most Difficult Moments
(Boston: Da Capo Press, 2000).

To comment on this article, write to us at
feedback@npgmag.org. Order reprints from
http://store.nonprofitquarterly.org, using
code 240101.
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NonPROFIT COMMUNICATION

How to Think Differently
about Communication:

Your Nonprofit's Role in Reframing
the Post-Election Discourse

by Nat Kendall-Taylor and Susan Nall Bales

Our habitual go-to approaches to framing social issues work against finding solutions to the problems.

The good news is, write the authors, “we don't have just one mental model for how an issue works.”

This multiple models approach holds the key to interrupting unbalanced, unproductive, and

altogether false frames and replacing them with better explanations about how the world actually works.

IS THE SEASON OF REFLECTION. IN THE WAKE

of the 2016 elections, conventional

wisdom has been turned on its head.

Defeatism and guilt are spreading, and

it'’s hard to look forward from within the fog of the

warlike discourse we've slogged through. This is

the time when we resolve nevertheless to fight

harder, give more, and be more resolute in staying

the course. These are our individual reactions.
But what do we do in our public roles?

What should we do as members of the non-

profit sector to assess the impact of this election

on the sector’s future well-being? What should

Nat KeEnNDALL-TAYLOR is chief executive officer at the

FrameWorks Institute. SusaAN NALL BALEs is founder of

and senior advisor to the FrameWorks Institute.

10 THE NONPROFIT QUARTERLY

we pay attention to as we try to figure out what
the election means for the landscape of ideas
in which we operate, the work that we do, and
the goals that we strive to achieve? How are we
to think of our roles in bringing communities
together to improve outcomes for all people,
protect habitats, and make the world a more
peaceful place? How can we continue to lead
organizations with long histories that transcend
presidents and parties to successfully provide
services? The current context is fraught with both
peril and puzzle.

Electoral politics, as explained by the main-
stream press in 2016, is an exercise in binary think-
ing. Rather than considering the important issues
facing our nation and how a range of approaches
might address them, the electoral discourse has

“UP ORDOWN” BY CHEYANNE ELVIN/CHEYANNEELVIN.WIX.COM/ELVINORIGINAL


http://Cheyanneelvin.wix.com/elvinoriginal




Binary thinking and
the campaigns that
activate and ingrain it
work against our central
mission: to engage
Americansin
understanding,
discussing, and
addressing the
problems facing
society with respect

and reason.
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narrowed into polarities. As suggested by linguist
Deborah Tannen, America’s “argument culture”
tends to conceptualize everything as a “metaphor-
ical battle.” There are very real consequences of
this framing. Tannen explains: “[I]t makes it more
difficult to solve the problems facing our society,
and it is corrosive to the human spirit. By creating
an atmosphere of animosity, it makes individuals
more likely to turn on each other, so that everyone
feels more vulnerable and more isolated. And that
is why the argument culture is destructive to the
common good.”

Steeped in this culture, we are at risk of using
the same dead-end framework to explain the elec-
toral aftermath. The media’s “horse-race” frame
(who’s ahead, who'’s behind) during the 2016
election impeded consideration of the policies
that the presidential candidates espoused; and its
“balance” frame, as represented by information
from “both sides” of the debate, oversimplified the
complex issues we face. Now the “two Americas”
frame threatens to further polarize Americans and
to distract thought leaders from the critical work
that we must do to bring our country together.

In the “two Americas” frame, people are either
blue orred, liberal or conservative. The prescrip-
tion for change is persuasion, not explanation.
This binary approach obscures the important
work of elections in engaging the American
public in thinking about the critical issues of
our time and evaluating how we wish to address
them. When elections are waged at this level,
we all lose—but the nonprofit sector loses big.
Binary thinking and the campaigns that activate
and ingrain it work against our central mission:
to engage Americans in understanding, discuss-
ing, and addressing the problems facing society
with respect and reason. This mission is not about
persuasion and manipulation—it is about expla-
nation, inclusion, and engagement.

The “two Americas” frame is not serving us
well. Moreover, it simply isn’t reflective of the
truth. American culture offers its citizens a limited
set of ideas to understand sociopolitical issues,
and we suffer as a result. Just at the time when
we are most primed to reconsider and reengage
with our working models of how our country
works, we have been fed a paltry, binary diet. It

doesn’t have to be this way. We have more ways
of looking at the world’s and our country’s future
than were exercised in this election. But getting
beyond binary thinking requires us to dig deep
into our mental repertoires and become aware of
how our options have been narrowed and what
has been lost in the process.

Cultural Models

Anthropologists call the intuitive explanations
and taken-for-granted assumptions that we bring
to bear on our political (and other) judgments “cul-
tural models.” The term refers to the way we hold
culture in our minds and use it to bring meaning
to our experiences, which includes the informa-
tion we are presented with in our everyday lives.
Cultural models are an important part of the way
we make sense of our world and how we act in it.
Scholars have shown that these mental constructs
are culturally specific; that is, as Americans we
are steeped in stories and common experiences
that predispose us to certain ways of looking at
the world. If you ask people why some get ahead
in life and others don’t, different cultures will
share different models of how success “works”:
who is responsible, what happens first, and with
what consequences. These cultural models focus
our attention on what is relevant and important
about an issue, and in so doing, they shape how we
think about social issues—including those that are
more obscure and harder to consider and under-
stand. Although they may be endorsed by different
people to different degrees, research has found
that cultural models are largely consistent across
populations—Ilike a common set of tools that our
cultures have given us over time to help us make
sense of our world and how it works.

The critical point is that we don’t have just
one mental model for how an issue works; we
have multiple ways of looking at and understand-
ing social issues. We might attribute success, for
example, to individual effort, luck, or privilege; or,
we might consider it the end result of the way a
community makes resources available to people
who live there, the goals we set for our commu-
nity, or the roles available to those within it. We
might think of our economy as a limited and finite
resource—a pie from which each additional piece
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taken means less for the rest; or, we might see it
as a pool of resources that can be added to and
expanded over time. As psychological anthropolo-
gist Bradd Shore has explained:

In the realm of politics and policy debates,
what the idea of multiple models suggests is
that different advocates are not just trying to
impose different understandings on people
but rather that they are trying to appeal to
one or more of the models . . . to change
the salience of those models. That is, they
recognize that for most people, it’s possible
for them to move between more than one
understanding of something, such as what'’s
more important—individualism, and focus-
ing on the moral individual, or the notion
of a communitarian value of what’s good
for the group. Both of those are perfectly
well modeled in American culture. . . . The
difference is not whether one model exists
or doesn't exist but which model is salient,
or foregrounded, and which is back-
grounded. . . . The competition for the hearts
and minds of people, in policy work, is the
competition for restructuring salience and
what’s in the foreground. . . . The model
that’s in the foreground is going to be the
default reading people have. And the other
will remain, not hidden but latent, in the
background, fuzzy.?

In other words, when we say that the world
has changed, or that we are in a whole new “ball
game,” we are really saying that the conceptual
environment in which we operate has shifted—
that there has been movement in the relative avail-
ability and relevance of certain models of how the
world works. What this past election did to the
cultural landscape in which nonprofits operate is
to pull certain ideas about how the world works
forward and push others deeper into our subcon-
scious, where we find them harder and harder to
“think” and therefore harder and harder to access
and articulate. (We say that this foregrounding
and backgrounding process makes some ideas
“easy/easier to think” and others “hard/harder to
think.”) The 2016 election discourse pulled three
important cultural models to the foreground of
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American thinking: self-makingness; separate
fates; and business knows best.

What Got “Easier to Think” in 2016
Self-Makingness. According to this model,
people make their own fates through their
strength of character and the wisdom of their
choices. Successful individuals are, by definition,
superior people who have maximized their inher-
ent talents. Tautologically, they are winners, not
losers. As journalist James Hohmann has shown,
Donald Trump and some of his cabinet nominees
have acknowledged their intellectual debt to Ayn
Rand’s objectivism, in which there are “makers
and takers, and.. . . the takers are parasitic mooch-
ers who get in the way of the morally-superior
innovators.”™ As Trump has explained, “If you look
at black and African American youth . . . they've
never done more poorly. There’s no spirit.”® In
Trump’s Rand-inspired view, it would follow that
Black Americans are responsible for their com-
munity’s higher rates of poverty and incarceration,
and lower levels of education, homeownership,
and other markers of “success” in this country.

While the self-makingness model is most
vividly on display in Trump’s talk, it is not without
representation in liberal rhetoric. As journalist
Carlos Lozada has suggested, Barack Obama is
a major purveyor of the notion that one’s biog-
raphy of success is a morality tale that has the
power to incite others to overcome obstacles and
achieve greatness.® Hillary Clinton also adheres
to the self-makingness trope. Her unique and
innate abilities and experiences seemingly cre-
dentialed her as the person destined to crack the
ultimate glass ceiling as the first female presi-
dent of the United States. Lost in her narrative
were the many scholarships, mentors, and other
opportunities that made her biography both pos-
sible and potentially replicable. For example,
her middle-class upbringing no doubt featured
multiple intercessors who helped propel her
achievement. But many girls and women do not
have access to mentors and sponsors. Research
shows that only half of American adolescents can
identify three or more nonfamilial adults they
could turn to for help with an important question
about their life.”

What this past

election did to the
cultural landscape

in which nonprofits
operate is to pull certain
ideas about how the
world works forward and
push others deeper into

our subconscious.
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While these bootstrap models are not “bad”
stories per se, they are unbalanced, reflecting
a myopic emphasis on an individual’s ability to
overcome adversity and realize his or her talents.
Pushed to the background in these models, as
Shore would say, are issues of race, class, and
privilege, as well as the environments, experi-
ences, resources, and programs that play impor-
tant roles in shaping individuals’ outcomes. This
election’s sharp focus on candidates’ unique bio-
graphical characteristics failed to help Americans
understand that success or failure is not, in fact,
due solely to personal characteristics.

As a result, assessments of worthiness and
effort are now forefront in people’s thinking: they
are increasingly top-of-mind, “easy to think,” and
cognitively comfortable. Meanwhile, notions of
context and advantage have been backgrounded,
becoming less familiar and harder to engage. This
means that nonprofits will have to work even
harder to connect the dots for the public. Housing
advocates, for example, will need to remind people
that, in the words of Winston Churchill, “We shape
our buildings; thereafter they shape us.” People
need help seeing that when housing is designed
with such goals in mind as ensuring that people
can walk safely, access healthy foods, and avoid
exposure to harmful contaminants, this creates
an environment that facilitates positive health and
growth and dramatically increases the probability
of healthy outcomes. Housing that makes physi-
cal activity onerous, makes it difficult to access
healthy foods, and exposes people to mold and
other contaminants decreases inhabitants’ like-
lihood of healthy outcomes. These seemingly
obvious points have become “harder to think,”
thanks to the ascendancy of self-makingness.

STEM learning offers another example. Here,
self-makingness is evident in the widespread
public assumption that science, technology,
engineering, and mathematics are innate talents
that, simply, some kids have and others lack.
Viewed from this “either you've got it or you don’t”
vantage point, the availability and quality of STEM
programming is of minimal importance.® But the
existence of multiple ways of thinking and the
ability of frames to orchestrate and activate these
ways of looking at the world provide a dose of

optimism. FrameWorks research shows that the
determinism can be overcome when interrupted
and replaced with a different frame: specifically,
explaining that some kids have access to a host
of rich STEM experiences that serve as “charging
stations” for their knowledge and engagement,
while others have few means of charging up their
interest. By activating, and pulling forward, think-
ing about the ways in which communities have
different levels of resources, STEM advocates can
put self-makingness in its proper place, rounding
it out with a more contextually sensitive perspec-
tive. Pulling forward ways to engage people in
thinking about the contexts in which communities
support or impede individual achievement and
well-being requires that nonprofit communicators
anticipate the dominance of self-makingness and
prepare themselves with powerful strategies to
cue alternative ways of thinking.

Separate Fates. When applying the separate
fates cultural model, people reason that things
that happen to individuals only affect those indi-
viduals and those immediately around them—
larger communities, and our society as a whole,
are unaffected. This model encourages us to see
other people’s “troubles” as regrettable, eliciting
perhaps a charitable donation, but it masks our
interdependence.’ In other words, what happens
to “those” people “over there” does not affect the
health and well-being of “my” people “over here.”
Xenophobia, racism, and sexism were hugely
visible in election discourse and media cover-
age this past year, but underlying these issues
was the less visible assumption that we have
separate fates. This model, however, is equally
pernicious and perhaps more insidious, as it
empowers those same “otherizing” perspectives
but in a less obvious way. That is, the separate
fates model feeds and encourages racism through
the seemingly more polite and descriptive belief
that we live in separate worlds, deal with sepa-
rate problems, and must come up with separate
solutions. It flies in the face of the civil rights
movement’s core positioning argument, by way
of Martin Luther King Jr.: “Injustice anywhere is
a threat to justice everywhere.”

This separate fates frame is one reason behind
the struggle many Americans have with the
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statement “Black lives matter.” This is because
they don’t see Black lives as mattering to their
lives or to society as they experience it. As
FrameWorks noted in a recent report on juvenile
justice, for many Americans, “African Americans
are understood to live in worlds that are both geo-
graphically and culturally apart from mainstream
America. This cultural model is strengthened
when crossed with issues of juvenile crime, as
juveniles are also understood to be a ‘tribe apart.’
When reasoning through this model, the issues
young people of color face in the criminal justice
system may be regrettable, but have little bearing
on the society as a whole.”!’ This model was clear
in Trump’s phrasing of “the Blacks” and “the His-
panics,”!! and in his “otherizing” descriptions
of life in Black America: “You're living in your
poverty, your schools are no good, you have no
jobs, 58 percent of your youth is unemployed—
what the hell do you have to lose?”'?

But, again, the dividing wall between “us” and
“them” was on display across the aisle, as well.
Clinton activated the separate fates model when

she asserted that, “You could put half of Trump’s
supporters into what I call the basket of deplo-
rables. Right? The racist, sexist, homophobic,
xenophobic, Islamophobic—you name it. . .. Now
some of those folks, they are irredeemable, but
thankfully they are not America.”’®* When utter-
ing these words, Clinton was clearly attempting
to make a strong symbolic statement about what
America stands for—and what it doesn’t. Yet her
willing marginalization of one segment of the
population undermined her “stronger together”
assertions and cued unproductive “us-versus-
them” thinking.

For nonprofits that advocate for the overall
well-being of populations and the centrality of
currently marginalized groups—whether African
Americans or rural Americans—to America’s
future, the separate fates cultural model serves
to unravel social responsibility beyond one’s
family or group. Moreover, it negates what public
health experts assert to be core tenets of popula-
tion health. At the most obvious level, how do
you campaign for childhood immunizations when
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anyone can opt out and become a “free rider”?

Many nonprofits will be challenged as this
model becomes more dominant in the public
mind. Watch for it in discussions of income
inequality, where even people of good will can
struggle to understand how inequality negatively
affects society as a whole, or, conversely, why
measures to address inequality benefit us all. Yet,
scholars show that the effects of economic segre-
gation reverberate across society and diminish the
quality of life for everyone. A new FrameWorks
report offers strategies to overcome the separate
fates model and trigger more productive ones."
This will be especially useful in the year ahead
as a way to remind people of what they already
know—Dbut might be forgetting—as a result of
the election. As one of our new reports about
socioeconomically mixed neighborhoods states,
“...we strongly recommend that communicators
consistently use the value of Interdependence. If
the field coalesces around this value and finds
resonant and authentic ways of using it in commu-
nications and outreach to groups across the politi-
cal spectrum, this will, over time, help shift public
thinking about socioeconomic mixing away from
default individualistic modes and toward a more
collective and systemic perspective.”'

As FrameWorks has observed in past research,
talking about places, how they interconnect, and
inequitable distribution of services across differ-
ent places helps people think about solutions.
That’s why advocates make the so-called “zip
code argument” to call for better school financ-
ing, and why they use the “patchwork” metaphor
to explain deficiencies in rural infrastructure.
FrameWorks has found both these strategies to
be effective. The separate fates model is assail-
able—but only if nonprofit communicators do
not inadvertently reinforce it, keep their concep-
tual task in mind, and use frames that get to “we”
rather than to “us” and “them.”

Business Knows Best. Looking at the world
through the business knows best frame, corpora-
tions and the government are assumed to work in
similar ways, but with one essential difference:
corporations are understood to be inherently
more efficient and effective than government,
which is thought of as wasteful, inefficient,

and inept. Trump used this assumption to great
advantage during the election, and much of the
public bought it. Having made money for himself
and his company, many reasoned, he could do it
for the country, too—and he could do it better
than those without his business experience.
Using this model, people are unable to see dif-
ferent purposes for business and government.
Indeed, Trump’s advantage as an experienced
CEO made up for his lack of experience in gov-
ernment and measured formidably against Clin-
ton’s decades-long track record in public service.
Moreover, Trump’s corporate experience was
understood as uniquely positioning him to solve
problems and to avoid the massive inefficiencies
and corruption that tend to be associated with
government officials. As one Trump voter replied
when asked to comment on an anticipated
healthcare gap after the repeal of the Afford-
able Care Act, “a smart businessman like Trump
would [not] let that happen.” Finally, business
executives’ lack of government experience only
reinforces the purity of their motives. As Mitt
Romney explained when he endorsed Trump
nominee Betsy DeVos for secretary of education,
“As a highly successful businesswoman, DeVos
doesn’t need the job now, nor will she be looking
for an education job later.”'” In this formula, the
successful businessperson is the ultimate public
servant, because his or her wealth inoculates
against self-interest and corruption.

This way of thinking is not new. A decade
ago, FrameWorks conducted a series of studies
into how Americans think about government,
and found that “distinctions between public and
private hold little meaning” for Americans. It is
worth quoting from the study summary at length:

There is widespread confusion over the
difference between the public and private
sectors, and numerous manifestations of
this confusion. First, the private sector
is presumed to be more accountable and
efficient. Since there is little understand-
ing of differences in goals and motivation
between the sectors, the public sector has
been degraded to a role that is, by defini-
tion, less effective than the private sector.
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When operating in this mindset, govern-
ment would be better if it were “run like
a business” because government would
adopt business’ standards of accountability
and be more efficient and careful with tax
dollars. At the same time, people are suspi-
cious of the private sector’s inherent lack of
transparency and its “bottom-line” motiva-
tion, and see government as more open and
accountable for actions. What is missing is
a sense that government has a mission that
is entirely different from private business:
it is, by definition, supposed to be acting in
the public interest.!®

Similarly, in a series of studies on how Ameri-
cans view education, FrameWorks found that
“[bJroader societal goals for public education—
such as public health or citizen participation—are
rarely mentioned by the American public.”® As
Shore would say, the backgrounding and fuzzi-
ness over the value of the public sector and public
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immediately available (such as education in public
schools), but others aren’t available until later
(such as healthcare insurance coverage provided
by Medicare, or long-term public transportation
programs). Cutting taxes now leaves future ben-
eficiaries behind, both in the sense that costs will
be higher down the road and that meeting those
higher costs may be altogether unaffordable. This
model also prevents people from thinking about
budgets and taxes as instruments to plan for the
common good that reflect our shared priorities
and responsibilities rather than our individual
choices and preferences. Only when we make
the differential goals of business and government
explicit and when we explain the incremental
steps toward long-term public welfare will people
recall how taxes—as opposed to private savings
accounts—support the public good.?

For nonprofit communicators, many of whom
work with government agencies (and who are
often indistinguishable from government in the
public mind), the business knows best way of
thinking means their very identity may cue resis-
tance to their work.? Donors and community
leaders may harbor unexpressed assumptions
about nonprofit groups’ inherent inefficiency,
anachronistic missions, or outright corruption.
Nonprofit communicators should not assume
that people understand that healthcare coverage
and services, public education, and subsidized
housing serve the public good. They must clearly
communicate the importance of public services
and explain that, unlike nonprofits, businesses
are not beholden to the public good but to their
bottom line. Doing otherwise could be a costly
communications oversight.

At the same time that the ideas above have
been pulled forward in people’s thinking, there
is another set of models that were pushed to the
background in 2016 and became “harder to think.”
These fall into three main categories: our socio-
logical imaginations; our ecological imagina-
tions; and our civic imaginations.

What Got “Harder to Think” in 2016

Our Sociological Imaginations. When thinking
in self-makingness mode, attention is drawn to
internal dynamics of character and effort, making

it easy to ignore the conditions that constrain or
promote success and well-being. As we exercise
our self-makingness muscles, our sociological
muscles begin to atrophy. It becomes more dif-
ficult to see how systems, structures, and places
shape outcomes, or how inequities have been
built into systems over time. How can we tell
stories that enable people to practice using their
sociological muscles so that they can rebalance
the way they understand the roles of individuals
and systems in our social worlds?

Our Ecological Imaginations. As long as the
separate fates model is dominant, the ways that
our surroundings shape us will remain beyond
view. Our linked fate, dependent on other species,
places, and populations, will be obscured. Without
an ecological way to see the world, the problems
that afflict others are regrettable but are not
immediately salient, because they are not ours.
How do we communicate in ways that make inter-
connections clear and discourage NIMBY (not in
my backyard) thinking?

Our Civic Imaginations. As business knows
best thinking gains cognitive and cultural real
estate, we will increasingly focus on competi-
tion—as opposed to collaboration—when chart-
ing our path to the future, and civic space will
take a backseat to private property. Key civic prin-
ciples will get pushed out of mind: how society is
strengthened when benefits are shared and our
talents are diversified; why it is crucial that young
people develop critical-thinking skills about the
future they want to create through public policies
and programs, and that they participate in public
decision making. How can we make the benefits
of our public systems clear and engage people in
supporting them?

Rebalancing the Equation

Why are these predilections in the public’s
explanatory repertoire so perilous to nonprof-
its? Whether you are talking about access to
children’s oral health programs or services for
older Americans, boys’ and girls’ clubs or afford-
able housing—in each case one begins the con-
versation with significant conceptual deficits.
The public is likely to come to the conversation
without an understanding of the links between
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individual effort, environmental constraints,
community assets, and the role that public poli-
cies play in solving social problems. Before the
election, advocates faced many cognitive deficits
when communicating with the public. It just got
worse. The dominant models in our damaging
election discourse let reasonable thinking off the
hook and replaced it with what Daniel Kahne-
man calls “fast thinking”: “[W]hen faced with a
difficult question, we often answer an easier one
instead, usually without noticing the substitu-
tion.”? That is, when asked to consider policies to
address complex sociopolitical issues like child
development, climate change, or inequality, we
are likely to fall back on our comfortable bag
of tricks. Self-makingness, separate fates, and
business knows best will all provide “answers” of
sorts. These models tell us that access to quality
pre-Kis less important than the child’s individual
efforts; that the consequences of climate change
outside my geographic view are regrettable but
don’t affect me; that opening new job opportu-
nities for displaced workers in American busi-
nesses will amply address inequality. Done. To
paraphrase Kahneman, our fast thinking told us
a story, and we agreed to believe it.?

There is an alternative: slow thinking, or the
process we go through when our old models
break down and our fast thinking is inter-
rupted. “The spontaneous search for an intui-
tive solution sometimes fails. . . . In such cases,
we often find ourselves switching to a slower,
more deliberate and effortful form of thinking,”
Kahneman writes.?* Nonprofit leaders know that
self-makingness, separate fates, and business
knows best will not stand up under scrutiny
as solutions to America’s complex problems.
Evoking our sociological, ecological, and civic
imaginations is difficult just now, as the faster
models go uncontested in the current political
discourse. They need to be interrupted. And non-
profits must be both instrumental in that interrup-
tion and ready to tell better explanatory stories
that link values to solutions and use the power
of metaphor to explain how the world actually
works.? After all, it is in the context of silence
that the old cultural models are allowed to harden
and dominate. Coming out of a meeting to discuss

the Obama legacy on healthcare, one participant
recounted: “The president said that, you know,
I guess we all could have done a better job of
messaging to the American people just exactly
what the value of this is to our country.”?® Exactly.
The value it embodies, the way it works, what
impedes and propels it, with what consequences
for the country. In sum, a story that elicits slow
thinking.

So, what are nonprofits to do going into 2017?
For starters, if we want smarter citizens, we must
promote better explanations of how the world
works. This is not about slogans or niche mar-
keting. It requires real community conversations
about the nature of the problems that confront
us and our options in addressing them. Those
conversations will likely begin in problem mode,
so they require significant reframing if people
are to be able to enlist slow thinking and train it
on solutions. This has been the fallacy of com-
munity convenings and deliberative democracy
efforts that ignore the cognitive sciences in favor
of a “truth will set them free” approach. Percep-
tions of the truth are frame dependent. It falls to
those of us who want to work with our neighbors,
coworkers, and all whose fate we share to figure
out how to get ourselves back into the commons
and reasoning together. Remind people of the
values they hold for their communities, of the
places they want their children and grandchil-
dren to enjoy, of the institutions that have served
people well in the past, and of the responsibility
we share in building well-being for all Americans.
In true American fashion, there will be hundreds
of imagined Americas that result from that think-
ing as we experiment with various ways to bring
it about. But only slow thinking will anticipate
the problem areas, put plans in place to overcome
them, and lead to reengineering new approaches
to what besets us all. The “two Americas” myth is
a serious distraction from that mission, and one

that all nonprofits should eschew.
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NonproFIT LEADERSHIP & DIVERSITY

How to Think Differently about

Diversity in Nonprofit Leadership:
Get Comfortable with Discomfort

by Sean Thomas-Breitfeld

We have long known
that the sector must
diversify its staff and

leadership to better T WOULD BE AN UNDERSTATEMENT TO SAY THAT THE
reach, reflect, and past few months have been uncomfortable.
advocate for its The national election was downright ugly, and
constituents, yet too it exposed just how naive those pundits were

who “dared ask whether the United States had

many of us continue to
finally begun to heal its divisions over race” after

edge around the issues
and avoid plunging

President Obama was elected.! The resistance
that has sprung up in response to the new admin-
into the deeper work istration has also been fraught—apparent, most
required for fundamental notably, in the tensions over race and feminism
transformation. that were sparked in the lead-up to the Women’s

But creative conflictis March on Washington, in January.? The critiques

exa ctly what is needed and dissent may have hurt some feelings but the

here. As the author
writes, “Making progress

march was an undeniable success, drawing his-
toric crowds to the nation’s capital and highlight-
ing the leadership of the four cochairwomen—one
onany tOUgh issue at Black, one Latina, one Muslim and Arab Ameri-
the intersection of social can, and one white. Nonprofit leaders should get
biases, policies, and
structures and our SEAN THOMAS-BREITFELD is codirector of the Building

nation's Iegacy of Movement Project (BMP). Prior to joining BMP, Sean

racism requires some
discomfort; it's how

spent a decade working in various roles at the Center
or Community Change, and as a policy analyst at the
National Council of La Raza. Sean is an adjunct assis-
we know things tant professor at NYU’s Wagner School of Public Service,
are Changing.” where he teaches a class on race, identity, and inclusion

in organizations.

ready for additional uncomfortable conversations
over the next years and accept that conflict will
be necessary for progress.

The diverse leadership of the Women’s March
was so notable because studies and surveys
repeatedly show that people of color are under-
represented in CEO? and board* roles in the non-
profit sector. In preparation to launch our own
national survey on nonprofits, leadership, and
race last year, my codirector, Frances Kunreuther,
and I conducted more than thirty interviews with
other experts in the nonprofit sector about what
we're calling the “nonprofit racial leadership gap.”
The basic question we asked is, “Why haven’t we
moved the dial on diversity?” The answers to that
question varied widely and are far from conclusive,
but without fail the most interesting conversations
were with people who had personal experiences
to get off their chests. Similarly, among the more
than four thousand survey responses from non-
profit staff across the country, some of the richest
data came from the hundreds of individuals who
answered an open-ended question about how their
race/ethnicity had negatively impacted their career
advancement.? Knowing that discrimination still
exists is one thing, but listening to and reading
personal stories reveals that racial dynamics are
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The stories of racism
that our interviewees
and survey respondents
described having
confronted in nonprofit
workplaces are not
isolated incidents.

In fact, they reflect

clear trends.

as tense in our organizations as they are in our
national politics.

The stories of racism that our interviewees and
survey respondents described having confronted
in nonprofit workplaces are not isolated incidents.
In fact, they reflect clear trends documented by
other surveys, focus groups, and high-profile cases
over the last few years. In a 2010 survey by Com-
mongood Careers of employees of nonprofits,
more than a quarter of the respondents of color
reported having left a job “due to lack of diversity
and inclusiveness.”® Similarly, a 2014 report from
A Philanthropic Partnership for Black Communi-
ties (ABFE), based on focus groups and interviews
with Black professionals in philanthropy, found
that when asked why Black practitioners leave
the field of grantmaking, roughly one-fifth gave
“being pushed out” of philanthropy as the reason
for leaving, and two in five indicated that isola-
tion was a cause for leaving foundation jobs.” In
2015, an internal memo on diversity issues in one
of the country’s biggest and most powerful LGBTQ
organizations was leaked to the press, shedding
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light on what “minority” staff (people of color,
women, and transgender staff) had characterized
as a “White Men’s Club” environment inside of the
organization.® All across the sector, working day
to day in racially hostile, isolating, and oblivious
environments is taking a toll on nonprofit staff of
color and causing staff turnover and recruitment
problems. This is a crisis for the sector, especially
knowing that it needs to be diversifying its staff
and leadership to better reach, reflect, and advo-
cate for constituents who often are people of color.

But despite the evidence that systems and
structures are leading to the isolation of people
of color in nonprofit organizations, there still
seems to be a hesitance to talk explicitly about
racism in the sector. I bring up racism specifically,
because talking about race in the abstract has
proved insufficient. Appreciating racial, ethnic,
and cultural differences is great, but too often
that is the extent of multicultural work done in
the nonprofit sector.

A 2012 study looking at how rationales for
organizational change shape multicultural
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development in nonprofits found that when orga-
nizations undertake multicultural initiatives to be
responsive to their client base (the top rationale
given), the interventions they tend to choose focus
on cultural competency, awareness, and sensi-
tivity.? This responsiveness rationale probably
reflects “cultural competency” finally catching on
after two decades of practitioners, consultants,
and academics trying to make it a best practice in
the sector. By contrast, one of the rarer reasons
that organizations took on multicultural programs
was to “dismantle white/dominant culture.”* But
this was the only rationale (out of eleven) that led
to organizations developing career ladder pro-
grams and mentoring programs to create oppor-
tunities for staff of color. Doing this much deeper
multicultural work requires a commitment to
“fundamental organizational transformation”!'—
a commitment that seems too rare in the sector.

If nonprofits are finally going to tackle how
racial oppression shows up inside of organiza-
tions, they must be willing to be explicit about
tackling the dominant white culture that compels
people of color to “cover” or downplay their
authentic identities at work. A decade ago, Kenji
Yoshino’s book on “covering” explained how
coerced conformity and assimilation constituted
the new assault on our civil rights, especially in
an era when overt racism had been forced to
simmer below the surface.’? Yoshino’s own per-
sonal reflections—as a gay Asian-American man
who identified with certain aspects of dominant
culture—also showed how complicated and
nuanced the experience of racial oppression has
become in multicultural America.

One of the profiles in the Commongood
Careers report parallels Yoshino’s notion of
“reverse-covering”—that is, demands on people
to act in stereotyped ways. The report profiles an
African-American woman who recounted being
asked questions about her background—such as
growing up in the inner city and being a single
mother—that didn’t seem relevant to the job she
was applying for.”® Those questions only made
sense once the interviewer told her that she would
“be able to relate to students in the program.”
To be sure, being able to relate to program par-
ticipants should be seen as an asset, not as an
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unfair or negative assumption; but regardless of
the interviewer’s positive—though apparently
clumsy—intention to affirm the relevance of
lived experience in the context of the job, being
stereotyped still doesn't feel good. The tendency
of nonprofits to tokenize people of color may get
new staff in the door, but it doesn’t lead to staff
retention. And when this kind of racially charged
environment becomes too uncomfortable, people
would rather not rock the boat, and they wind up
jumping ship and leaving their job or the sector
entirely.

As anation, our racial waters seem to be getting
rougher. Polls show that people are alarmed that
race relations are worse than in years before.'*
But history and recent movements show that
the discord is probably necessary. Creating real
opportunities to address America’s continuing
racial inequality and oppression is going to require
conflict. Half a century ago, Martin Luther King
Jr. explained the concept of “creative tension”
to defend against criticisms of the protests and
demonstrations of the day."® It is worth remember-
ing that King’s critics were friends and supporters
of civil rights; they just wanted activists to wait
rather than push so aggressively for change. And
if the nonprofit sector is going to grow and evolve
to fully embrace the leadership of diverse staff,
change agents inside of organizations will need to
follow their lead, despite appeals from colleagues
to be patient and polite.

Under President Obama, activists constantly
had to grapple with the urgency to push for change
while facing appeals from supposed/professed
“allies” to be quiet. From the grassroots activists
who heckled the president at media events to the
nonprofit leaders who got arrested in front of the
White House, both the LGBTQ and the immigrant
rights movements used the same tactics the presi-
dent had learned from his own years as a com-
munity organizer.!®* With the emergence of the
Black Lives Matter movement during President
Obama’s second term, there was renewed debate
about activists’ disruptive tactics targeting allies.
Also, with their hoodies, T-shirts, and encour-
agement to supporters to be “unapologetically
Black,” the young activists refuse to “cover” and
play into respectability politics. This revived spirit

If nonprofits are
finally going to tackle
how racial oppression
shows up inside of
organizations, they
must be willing to be
explicit about tackling
the dominant white
culture that compels
people of color to
“cover” or downplay
their authentic

identities at work.
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When our own
organizations fall

short of our professed
values of diversity and
inclusion, we should
expect staff to fight
for progress internally
with the same zeal that
we call attention to
injustice and inequity

in the wider world.

of activism is now in full swing in response to the
current administration in Washington, so we can
all expect the political debates to continue to get
more heated and contentious.

Just as nonprofits should embrace a more
confrontational and overt style of advocacy and
activism in their public fights over our nation’s
policy and politics, they must also prepare for
a similar style of conflict and “creative tension”
inside of the workplace. Any organization that is
mission driven is going to have highly principled
staff working to achieve social change in the
world. So, when our own organizations fall short
of our professed values of diversity and inclu-
sion, we should expect staff to fight for progress
internally with the same zeal that we call atten-
tion to injustice and inequity in the wider world.
But, too often, leaders seem to regard critiques
related to the lack of internal staff diversity as
signs of disloyalty.

When staff take the personal risk to speak up
about barriers to advancement, implicit biases
playing out in hiring decisions, and experiences

of tokenism, they are only bringing the discom-
fort and tension that exists within organizations
to the surface. The ability of decision makers
to hear that their organizations are not living
up to their ideals is a crucial leadership capac-
ity, and internal assessments of organizational
climate are a powerful tool for starting the kind
of honest discussions that are needed to make
change. My organization developed a question
on the racial match or mismatch between orga-
nizational leaders and clients/constituents for
initial assessments we recently did with a cohort
of organizations in Albuquerque.'” When directors
saw the data on how their staff perceived their
leadership—particularly boards—to be mostly
different from their constituents, it was met with
some discomfort but also sparked necessary con-
versations. Now those organizations are learning
together about strategies to diversify their boards
and prepare both clients and board members to
communicate directly with each other.

Facing the reality of race and racism inside
nonprofit organizations is a necessary first step to

Together, we'll write the next chapter.
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making progress and making change. If we truly
are going to diversify the leadership of organiza-
tions, people in positions of power will not be able
to avoid feeling uncomfortable. Making progress
on any tough issue at the intersection of social
biases, policies, and structures and our nation’s
legacy of racism requires some discomfort; it’s
how we know things are changing.
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Editors’ note: We are coming up on two decades
of sounding an alarm about who will take on the
Suture leadership of nonprofits, but that alarm has

not sparked much positive advancement, accord-

ing to the data. This trio of hard-hitting articles

s designed to alert nonprofit leaders to a change
agenda—one that aligns the way we develop and
choose organizational leaders with meeting our
very real sustainability needs as well as our social

intentions.
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Reflections

on Executive

Leadership

and

Transition
Data over
Fifteen

Years

by Jeanne Bell, Paola Cubias,
and Byron Johnson

If we keep doing the same kinds of
succession planning, wamn the authors,
then “years after this current wave of
retirements, we may look up and see that
nothing has really changed; that we are
still a predominantly white ‘charitable’
sector doing the bare minimum to disrupt
the social and political status quo.”
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VER THE COURSE OF FIFTEEN YEARS,
CompassPoint Nonprofit Services con-
ducted four national studies of non-
profit executive leadership. The first

three reports were called Daring to Lead, and
were produced in 2001, 2006, and 2011.! And then
in 2014-15, as part of a multifaceted project to
explore our role in the executive transition man-
agement (ETM) field, we did another national
gathering of data, specifically about executives
and their most recent experiences of executive
transition.? Each time, we have noted how little
things are changing with respect to leadership
demographics and dynamics—at least in the
broad swath of community-based organizations
that have been our primary research audience.
Over those same fifteen years, the field of non-
profit leadership development (of which we are
also apart) has grown extensively as evidenced
by the breadth of leadership programs nation-
ally, the emerging prevalence of methodologies
such as leadership coaching, and the growing
investment by foundations. Taken together, the
stagnant data and evolving leadership discourse
raise concern about whether as a sector (and as
the leadership practitioners serving it) we are
moving quickly and intentionally enough toward
alignment of our leadership aspirations for the
sector with our leadership reality.

In The Evolution of Executive Transition
and Allied Practices, Tom Adams lays out how
the field of ETM has evolved over twenty years
of practice and where he and other experts see
it going next.> Adams argues that even as ETM
practitioners have strengthened and integrated
their approach to organizational consulting—
by adding succession and financial sustainabil-
ity planning, for instance—they nevertheless
encounter some seemingly intractable systemic
forces: “These challenges—the elephants in the
room—include the lack of diversity among non-
profit executives and boards; the bias toward
unrealistic leadership expectations; underper-
forming or challenged boards; and the ongoing
struggle to finance an overburdened sector.™

Aswe improve the way we work with or within

individual organizations, we also need to consider
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how we can confront and finally overcome these
systemic “elephants in the room.” While there are
many levers for change, this article looks at the
disconnect between what’s happening in most
organizations and what the leadership discourse
has been for at least ten years now with respect
to the potential for leadership itself to change—
thatis, for fundamentally reconsidering who leads
community organizations and how they lead them.

Who Leads?
The Data

Race and Ethnicity of Executives

Daring to Lead 2001 Executive Transition 2014
75% white 79% white
25% people of color 21% people of color

Graduate Education of Executives

Daring to Lead 2001 Executive Transition 2014
42% without Masters 40% without Masters
and/or PhD and/or PhD

58% with Masters and/or PhD |  60% with Masters and/or PhD

The Contradiction in Current Discourse

It has become exceedingly common for leaders,
funders, and practitioners to posit that the people
impacted directly by an issue should have leader-
ship in defining and solving it. Given the central-
ity of racism and white supremacy in all social
issues, how then can we be satisfied with stagnant
representation of people of color in nonprofit
leadership over fifteen years? Hire by hire (and
board recruit by board recruit), we are keeping
the sector predominantly white—demographi-
cally, politically, and culturally. If we had really
done the work to understand the catastrophic
consequences of this from both an equity and
organizational impact perspective, we wouldn’t
allow it to continue. But we haven’t. We haven't
confronted this elephant in the room: if few
people of color want to lead your staff or serve
on your board despite the fact that you work in

JEANNE BELL is CEO of CompassPoint Nonprofit Services.
Paora Cusias is an associate project director at Com-

passPoint Nonprofit Services. BYRON JOHNSON is a senior

project director at CompassPoint Nonprofit Services.

Hire by hire (and board
recruit by board
recruit), we are

keeping the sector
predominantly white—
demographically,

politically, and culturally.
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We don’t know how
many fully capable
leaders are overlooked
by outgoing executives
and boards who are
looking for the next
“heroicleader”’—

in the last one’s mold,

only better.
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and with communities of color, it is entirely likely
that people of color don’t see your organization
as aplace through which to make social change.

Another contradiction exists in our attitude
toward graduate education. Given the growing
acknowledgment that professionalization of our
sector has had significant negative consequences,
our practice of favoring candidates with graduate
degrees in our selection of executives would seem
to be counterproductive. It suggests that many
sector actors are simply not motivated to disman-
tle oppressive structures and systems (what many
sum up as the “nonprofit industrial complex”).
This is not to say categorically that graduate edu-
cation is problematic (although some of it may
very well be anathema to building equitable orga-
nizations and movements for change) but rather
gives reason to ask ourselves if favoring graduate
education in our selection of executives—and
thus encouraging the next generation of leaders
to partake in it—really is accelerating the sector’s
relevance and impact. And more obviously, given
its exorbitant cost and consumption of nights and
weekends, we should be asking ourselves who is
being screened out of the sector’s executive roles
given this preference?

Where Do Executives Come From?
The Data

We often hear the argument that small organiza-
tions—thus, the bulk of nonprofits—can'’t develop
executives because there aren’t enough layers and
places to move up through. This is arcane, hierar-
chical thinking that does a disservice to the sector
in so many ways, not least of which is the problem
of not retaining millennials. In reality, a small orga-
nization offers more opportunity to loosen the grip
of traditional job descriptions and allow people to
grow together and with equal access to the stra-
tegic and financial realities of the organization.

How we lead in too many organizations—as
though we are little 1950s companies—is actually
thwarting internal leadership development. More-
over, not developing our own leaders is a contra-
diction in that so much of our work as nonprofits
is in developing leadership in external milieus,
such as communities and movements. For things
to change, we have to take the espoused value
of internal leadership development and opera-
tionalize it, including holding current executives
accountable for the bench they nurture through-
out their tenure and the organizational structures
and cultures they develop to engage everyone in
leadership.

Why Aren’t Organizations Better
Prepared for Transition?
The Data

Executives Developed Internally

Incoming Executives’ Experience of Transition

Daring to Lead 2001 Executive Transition 2014

64% external hires

68% external hires

36% developed from within 32% developed from within

The Contradiction in Current Discourse

The leadership discourse is and has been for years
overflowing with talk about preparing for baby
boomer retirement, about next-generation leader-
ship, about shared leadership, and so on. So, how
can it be that only one in three organizations is
capable of developing its own future executive?
Or that only one in three at least recognizes the
leadership already on its bench? We don’t know.
We don’t know how many fully capable leaders
are overlooked by outgoing executives and boards
who are looking for the next “heroic leader”—in
the last one’s mold, only better.

73% describe their transition
into the organization as
“somewhat challenging” or
“very challenging”

27% describe their transition
into the organization as
“smooth” or “fairly smooth”

Inheriting Significant Financial Challenges

arrived

60% describe the 30% describe the 10% describe the
financial state of financial state of financial state of
the organizationas | theorganization | the organization as
“weak” or“in crisis” as “moderately “strong” when they

when they arrived | healthy” when they arrived

Inheriting Significant Program-Relevance Challenges

33% describe the
programming as
“weak” when they
arrived

53% describe the
programming as “in
need of innovation”
when they arrived

14% describe the
programming as
“strong” when they
arrived
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The Contradiction in Current Discourse

The field of executive transition management has
been in the mainstream for twenty years now,
with countless articles, books, and guides as well
as hundreds of trained practitioners across the
country. There is more than ample evidence that
following its core tenets, even if outside consult-
ing help is not available or affordable, increases
the likelihood of a smooth executive transition.
Retention of new executives and board and
executive satisfaction are improved when these
practices are followed.®

But, at a more fundamental level, these data
demonstrate how far organizations get off course
and how they then look to a new executive—
typically from outside the organization—to try
to “right the ship.” This pattern, we suspect, only
serves to reinforce current leadership demo-
graphics and dynamics. If an organization actu-
ally needs a “hero” to save it, how likely is it to
make major pivots in its thinking about who leads
and how? And compounding this, how many
potential leaders—especially first-time execu-
tives of color, for whom the stakes are extremely
high—will stay clear of the opportunity to lead
given the inevitably protracted challenge of a
“turnaround,” if not the potential outright failure
of one?

And finally, one has to wonder if so many orga-
nizations would in fact get this far off course if
they were practicing and sharing leadership dif-
ferently. The oft-touted “organizational agility”—
the capacity to make constant sense of what'’s
important and adjust programming, staffing, and
financing accordingly—is fostered by distributed
leadership, wherein more people than just a man-
agement team are doing the sensemaking.® This,
too, has been part of the leadership discourse
for many years. And yet, too few of us have actu-
ally deconstructed our top-down management
to empower the diverse sensemakers across
our staff, board, and constituency. As such, we
are extremely vulnerable to the once-visionary
executive who can’t sense the shifting sands fast
enough.
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These four studies were similarly conducted but
independent (not longitudinal); however, the
data—taken in concert with a divergent leader-
ship discourse and the urgency of the political
moment—more than gave us pause. It should
be of great concern to the sector that who leads
and how is not changing fast enough to catalyze
the relevance of many nonprofit organizations.
And further, that without sectorwide attention
paid to the transition of leadership (as regards
both the process of leadership and the leaders
themselves), years after this current wave of
executive retirements we may look up and see
that nothing has really changed: that we are still
apredominantly white, “charitable” sector doing
the bare minimum to disrupt the social and politi-
cal status quo.

The authors thank the David and Lucile Packard
Foundation and the Annie E. Casey Foundation
JSor their generous support of this project.
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Agnes and Eugene Meyer Foundation; Rick Moyers
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2. These data were collected from 885 executive
directors nationally, in partnership with the online
magazine Blue Avocado and then editor-in-chief Jan
Masaoka.

3. Tom Adams,

tive Transition and Allied Practices: A Call
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for Service Integration (Oakland, CA: Com-
passPoint Nonprofit Services, March 2017),
www.raffa.com/successionandsustainability
/documents/executivetransitionreport.pdf.

4. Ibid., 23.

5. Ibid., 12.

6. Brian J. Robertson writes about the role of “sensor”
in Holacracy: The New Management System for a
Rapidly Changing World (New York: Henry Holt and
Co., 2015), 4-7.

To comment on this article, write to us at feedback
@npgmag.org. Orderreprints from http://store.nonprofit
quarterly.org, using code 240104.

It should be of great
concern to the sector
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is not changing fast
enough to catalyze the
relevance of many
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Blending
Succession
Planning and

Executive
Transition:
A Successful Case

by Tom Adams

Experts have come to understand that
responsible succession planning for most
nonprofits requires much more than the
question of how to fill the c-suite spot.
This new approach involves blending
sustainability and transition planning—
groundwork that makes the most of a
leadership transition and better positions
the nonprofit for long-term success.
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WENTY-FIVE YEARS AGO, WHEN AN EXECUTIVE
director left a nonprofit, it too often
meant a decline in performance—or even
going out of business. Today, through

supportive investments by national and regional
foundations and the development of a practice
focused on executive transition, most nonprof-
its move through times of executive transition
without trauma or tragedy. The evolution of this
practice and the development of nonprofit suc-
cession and sustainability planning are topics
covered in a recently published essay (see The
FEvolution of Executive Transition and Allied
Practices, 2017).! This article offers board leaders
and executives a hands-on look at that essay’s
key points, and focuses on the experience of one
organization, and what’s different today from
twenty-five years ago about the choices boards
and executives have when they are faced with
imminent or future executive transitions.

While it is tempting to deny it, every leader
will transition someday. The approaches listed
below offer leaders expanded choices that do the
following:

¢ Transform the fear of executive transition into a
proactive, empowering opportunity to increase
focus on mission results and the leadership
team needed to achieve the desired results.

e Reduce the disruption and risks of executive
transition.

e Support organizations where needed in major
repositioning or turnaround.

® Make more coherent the emotionally charged
transitions of founders and long-tenured
executives.

¢ Expand the culture and practices of leader
development, inclusion, and diversity.

® Open the possibility of new approaches to
sharing power and leadership.

e Consider more fully the possibility of a new
partnership or merger before deciding to hire

another executive.

e Prepare for unplanned and planned transi-
tions through a deeper approach to succes-

sion planning.

The case study that follows is intended to provide
readers with an example of the power and poten-
tial of executive transition and its allied practice.
It offers an example of how an organization faced
and addressed big shifts in funding, board ner-
vousness about viability and succession, and a
potential internal succession where the board was
divided in its enthusiasm for it.

Case Study

Six years ago, Community Builders Southeast
faced a turning point.? Their aging executive direc-
tor had let the board know he would retire in three
years. On paper, the organization was doing well
programmatically and breaking even financially
in the midst of the recession. Yet the board chair
and other executive committee members felt that
the organization was drifting and that they needed
a more strategic thinker. Three more years with
the current executive scared them. These board
members envisioned less government money,
resulting in major changes in programs, and they
doubted that the current executive, though opera-
tionally effective, could lead them through such
amajor change.

Tensions grew. The board chair was a success-
ful business executive and an action-oriented,
fix-it guy. The board treasurer longed for leader-
ship like that of the executive who had left ten
years earlier. The governance chair, who led a
different kind of nonprofit, was getting impatient
with the executive of this one.

What’s different: Many boards in this situation
would either do nothing or overreact and termi-
nate the executive rather than wait three years.
This organization chose instead to step back and
consider its options before deciding.

While it is tempting to
deny it, every leader will

transition someday.

e Address shifts in funding and the political envi- Tom Apawms is a director on the search, transition, and

ronment, and rethink the connection between planning team at Raffa P.C., a B-Corp certified, national
mission, strategy, and how the work of the Top 100 CPA advisory firm specializing in nonprofits and

organization is supported. socially responsible businesses.
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The possibility of a
sudden, unexpected
transition can be scary to
managers and staff, and
canresultin rumors and

unnecessary anxiety.
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The board was divided about what to do next.
Some wanted to do nothing and wait until the
executive was ready to leave, and then do a search.
The board chair and a few executive committee
members felt strongly that to do nothing was to
abdicate and accept a status quo that looked okay
but was more risky than it appeared. From their
corporate experience, succession planning looked
like the next action, so they started researching
how to do nonprofit succession planning. A review
of articles on the topic led them to a firm that
offered succession planning for nonprofits.

The approach offered included a replacement
review of all management positions, including a
review of job descriptions and key functions and
roles (sometimes called “unpacking the job”),
along with an emergency backup plan for the
executive director, chief operating officer, and
four other senior managers. The board members
would also develop a succession policy and get
clear on their preference for internal promotion
or an external search for the new executive when
the executive transition occurred.

The board chair and executive committee were
successful in convincing the board to make this
investment. The fact that the board was divided
in its opinion about the likelihood of internal suc-
cession as well as in its level of confidence in the
current executive helped make it clear that outside
guidance was needed.

The other complicating factor was the timing
of strategic planning and how the organization
did that strategic planning. The board chair had
enlisted a private sector consultant to help with
the strategic plan. This process had been repeated
several times, had resulted in a complex set of
measurable outcomes, and was understood by
long-time board members (but not newer board
members or staff).

The board’s concern about reduced govern-
ment support and decline in services to the
community resulted in agreement to include a
sustainability review to accompany the succes-
sion planning. Once the complexity of the strategic
plan was made visible, willingness was height-
ened for an organizational sustainability review
that focused on board and executive leadership, a

strategy/business model, resources (financial and
human), and organizational culture.

What'’s different: The board proactively decided
to use the three years’ informal notice to get ready
for transition rather than waiting. The executive
director overcame his fear that this process might
result in the board deciding to pressure him to
leave sooner. The board decided to focus on suc-
cession planning in order to be thoughtful about
leader continuity and the possibility of internal
succession. The succession planning was done
with a focus on organizational sustainability—a
more recent option particularly relevant to organi-
zations with long-tenured or founder executives,
or facing major changes in funding and environ-
ment. The board and the executive and manage-
ment teams embarked on this broader planning
process, which looked at strategy more broadly
in the context of culture, resources, and leader-
ship. They thereby reexamined their assump-
tions about organizational sustainability and how
they updated their strategic plan. This decision
allowed them much-needed time to go deep on
these questions and not rush a decision.

Once there was agreement on the broad scope of
the work with the consultant, the first focus was
learning more about the management team and
board. The possibility of a sudden, unexpected
transition can be scary to managers and staff, and
can result in rumors and unnecessary anxiety.
By working with the management team and the
executive director together toward understand-
ing how succession planning would be done—and
clarifying the roles of the management team and
board in the process—some of the anxiety and dis-
tractions are reduced. For the management team,
first actions included finalizing the questions for
an organizational self-assessment to be completed
by all staff, and agreeing to complete a worksheet
to unpack their jobs.

The board formed a succession and sustain-
ability committee and guided plans for a board
self-assessment. The findings from these two
surveys were compared to understand board and
staff perceptions and alignment/disagreements.
These data informed the later discussion on
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organizational sustainability and the connection
between where the organization was at the time
and what was needed going forward.

The unpacking of the management team jobs—
key functions and roles, key relationships, and
possible backup in an emergency—helped all to
better understand the current roles of the CEO,
COO, and management team, as well as how they
were progressing. The COO quickly let it be known
that she was interested in a CEO position at Com-
munity Builders or at another organization at some
point in the future. The unpacking showed where
the CEO (who had been promoted from COO nine
years earlier) was still the detail person for the
organization. The COO was in many ways more
of a strategic thinker and visionary. This insight
became helpful as the board began to consider
the question of internal succession. Some of the
board’s anxiety about the pending transition was
reduced by learning more about the very talented
management team the CEO had put in place.

Succession planning resulted in a written,
board-approved emergency backup plan and
succession policy for the CEO, and written
emergency backup plans and worksheets with
leader-development and cross-training plans for
all the managers.

What’s different: Too often, succession planning
is avoided entirely because it can seem uncom-
fortable for the executive and board. Or, it is done
in a check-the-box superficial way by taking a
template and filling in some details. Once the fear
of succession planning is overcome, it is a very
empowering process for both the board and man-
agers. The process makes real everyone’s passion
for mission by focusing on ensuring that they are
preparing the leaders that the organization needs.
In this situation, the succession-planning process
improved trust and communication between the
board and managers, and affirmed the progress
in developing internal talent.

Connecting Succession and

Organizational Sustainability

Community Builders faced more than the chal-
lenge of transitioning its executive and planning for
succession. Changes in federal and state funding
for its work raised real threats to its long-term
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viability. Community leaders on the board could
see that their neighborhoods and people served by
the organization were at risk if the reductions in
public support were not addressed. This concern
made it hard to evaluate the internal candidate
fairly, because she was associated with the old
ways of supporting the organization.

The board and staff survey had asked ques-
tions about the four domains of sustainability:
leadership, strategy/business model, resources,
and culture. The survey data showed that some
programs worked better than others both in terms
of results and paying for themselves. The sustain-
ability review engaged the management team and
board in a process that included:

e Detailed discussion of the survey results
and the questions the data raised about the
organization;

¢ Aline-of-business (programs) review to better
understand the programs, their impact, their
funding now and in the future, and their poten-
tial for growth (the board decided to ask the
COO and her potential internal successor to
work with the CEO in organizing and leading
this review); and

* A board and management team retreat to
discuss sustainability, succession, and the con-
nection to the strategic plan.

Unexpectedly, this process resulted in a shift
among the board leaders to unanimous support
for the possibility of the COO’s becoming the
next CEO. This happened largely because of
the deeper appreciation the board gained from
knowing the managers better and seeing (via
the line-of-business review) the strengths of the
COO and the key leadership role she already
played.

What'’s different: Community Builders looked at
its need for a new executive through the broader
lens of adapting its mission to a rapidly changing
environment. One of the risks of executive transi-
tions is the board’s beginning to think about who
the next executive might be before there is clarity
about the organization’s direction and priorities as
well as the competencies and attributes required.
Doing so comes from anxiety, and this anxiety is

One of the risks of
executive transitions is
the board’s beginning to
think about who the
next executive might be
before there is clarity
about the organization’s

direction and priorities.
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Integrating the
sustainability review
with succession planning
allowed the board to
gain a much better
understanding of the
organization, its future,
and the leadership team

already in place.
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normal. We have a vacancy: Who do we know who
could fill the position? This approach, however,
misses the opportunity for growth and refocusing
of organizational impact. Integrating the sustain-
ability review with succession planning allowed
the board to gain a much better understanding
of the organization, its future, and the leadership
team already in place. This resulted in a much
more informed decision about whether or not to
do an external search and how to shape the suc-
cession policy and eventual transition.*

The Executive Transition

From the planning described above, the board
decided to offer the executive position to the
COO on an incremental basis. Eighteen months
before the CEO intended to retire, the COO was
promoted to president. This promotion included
increased involvement and work with the board,
and overall responsibility for implementing
the strategic plan and reporting organizational
results. Based on six-month and one-year perfor-
mance reviews of the president by the board, the
COO was promoted to CEO six months before
her predecessor retired. The former CEO became
a senior policy advisor (and was also available
as requested to the new CEO), and carried out
discrete duties as assigned by the COO. (This
arrangement is somewhat unique, and it worked
because of along, positive, and trusting relation-
ship between the CEO and COQ; typically, this
type of overlap is not recommended.)

The board managed the communications about
this process throughout to ensure both confi-
dentiality and transparency as appropriate. The
new CEO retained an executive coach during the
process, and continued those services after she
became CEO. The board established an onboard-
ing committee to work closely with the two execu-
tives during the overlapping six months, and with
the new CEO during her first year. Two years
later, the organization has adjusted to the budget
changes, expanded the role of a chief develop-
ment officer, increased private fundraising, and
successfully continued to achieve and expand
mission results.

During this process, the board chair com-
mented, “When we began planning for our CEO’s
retirement, I was really concerned. I knew we

needed to change and wasn’t sure how. This
process supported the board and management
team in exploring questions we had not been able
to address, and making decisions that positioned
Community Builders for long-term success.”

What’s different: The board navigated a complex
situation and achieved both a good ending with
its retiring executive and a great beginning with a
new CEO who met their present and future needs.

NoTEs

1. Tom Adams, The Evolution of Executive Transition
and Allied Practices: A Call for Service Integration
(Oakland, CA: CompassPoint Nonprofit Services, March
2017), www.raffa.com/successionandsustainability
/documents/executivetransitionreport.pdf.
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sitions: A Guide for Nonprofits (St. Paul: Field-
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3. This case is based on a real situation, with the orga-
nization name and industry changed.

4. The 2008-09 recession intensified for the sector
the question of organizational sustainability. Most
organizations faced funding challenges and the need
to operate with fewer resources. Jeanne Bell, Jan
Masaoka, and Steve Zimmerman advanced atten-
tion to sustainability in 2010 with the book Nonprofit
Sustainability: Making Strategic Decisions for
Financial Viability, which helped leaders to look at
mission impact and financial viability together. This
initial focus was followed by a second book, in 2014,
The Sustainability Mindset: Using the Matrix Map
to Make Strategic Decisions, by Steve Zimmerman
and Jeanne Bell. The Foraker Group, the management
support organization for Alaska nonprofits, and Tran-
sitionGuides (now part of Raffa, P.C.) also developed
approaches that broadened the discussion of sustain-
ability beyond mission and finances to include leader-

ship, strategy, and culture.

To comment on this article, write to us at feedback
@npgmag,.org. Order reprints from http://store.nonprofit
quarterly.org, using code 240105.
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Five
Insights
from
Directors
Sharing
Power

by Jeanne Bell, Paola Cubias,
and Byron Johnson

Far too many leaders bemoan how lonely it
is at the top, yet bristle at the suggestion of
a codirectorship. But why? When preparing
for a leadership transition, we would do
well to reflect on what we lose by sticking
to traditional practices of leadership and
what we stand to gain from being open to
alternative frameworks and approaches.
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S PART OF A TWO-YEAR PROJECT TO REFLECT
on our role in the field of execu-
tive transition management (ETM),
CompassPoint Nonprofit Services
convened a discussion in August 2016 among
five progressive organizations that have formal
shared leadership structures. This made sense as
part of CompassPoint’s reflection process for two
reasons: First, we had been exploring alternative
structures internally. Second, we had become
increasingly concerned about our external prac-
tice of ETM—which, in focusing on the search for
an organization’s next, single leader, was uphold-
ing some traditional assumptions and practices of
leadership that in the rest of our work we had been
questioning for some time. We wanted to under-
stand the motivations, benefits, and challenges the
leaders saw in moving away from the traditional,
single-executive-director model. The leaders we
interviewed and their organizations are as follows:
® Building Movement Project
www.buildingmovement.org
Sean Thomas-Breitfeld and Frances
Kunreuther, codirectors
¢ Community United Against Violence (CUAV)
WWW.Cuav.org
Lidia Salazar and Essex Lordes, codirectors
¢ Housing Rights Committee of San Francisco
www.hrcsf.org
Fred Sherburn-Zimmer, executive director,
and Aileen Joy, administrative director
e Management Assistance Group (MAG)
www.managementassistance.org
Susan Misra and Elissa Sloan Perry,
codirectors
* Rockwood Leadership Institute
rockwoodleadership.org
Akaya Windwood and Darlene Nipper,
partner leaders

It's important to note that the organizations
had differences in how they were unpacking and
distributing the single executive role: there were
variations on codirectorship, and some were
experimenting with even broader committee or
collective structures. Despite these differences,
there were powerful commonalities across the
organizations’ motivations and aspirations for
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sharing power. It’s also important to note that
none of the organizations is by any means putting
itself forward as expert or as having “figured it
out.” Rather, we share these reflections to open
up a conversation with others who are question-
ing aspects of traditional leadership and exploring
alternative frameworks and approaches.

1. Sharing leadership is an expression of our
individual and organizational identities.

Soon into our conversation, we noted that of
the ten leaders, nine are people of color, and all
identify as queer. Darlene Nipper of Rockwood
reflected, “The thing is that we're just different
from white guys. We're different people from
the folks who have informed the thinking about
organizational leadership and management over
the last one hundred years. We come at it dif-
ferently.” Susan Misra of MAG put it this way: “I
think our innate approach is collaborative and
collective. When the organization was thinking
about who should be the next leader, it just felt
wrong to think of one executive director.” Sean
Thomas-Breitfeld of Building Movement Project
linked shared leadership to feminist theory: “I'm
curious if people have thought about the interest
and appetite for alternatives to very top-down,
hierarchical, one-person-in-charge models as
informed by feminism in terms of a world view,
but also the organizational theory that might be
coming out of that branch of academic research.”
Others referenced past experiences of traditional
leadership that were oppressive. Essex Lordes of
CUAV reflected, “That’s also part of the motiva-
tion—having this bad experience of power.” It was
clear that, in part, the organizations are experi-
menting with shared leadership because tradi-
tional, hierarchical leadership is not resonant for
the individual leaders themselves.

They are also experimenting with shared lead-
ership structures because top-down leadership is
in contradiction to the work that they do as organi-
zations. In various ways, each of the organizations

We share these
reflections to open

up a conversation
with others who are
questioning aspects of
traditional leadership
and exploring
alternative
frameworks and

approaches.

JEANNE BELL is CEO of CompassPoint Nonprofit Services.

Paora Cusias is an associate project director at Com-

passPoint Nonprofit Services. BYRON JOHNSON is a senior

project director at CompassPoint Nonprofit Services.
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“It's not that you are
doing less work or
that somehow having
two people is going
to reduce the work. It
actually is a lot of work,
but the results are
exponentially better,
in my experience.
What we're able to
accomplish together
is way more than|
believe any one person

could accomplish.”
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is trying to change the way that people, organi-
zations, and systems relate to one another. They
are all concerned with elevating the voices and
wisdom of marginalized people and communities.
They are all concerned with the conscious, respon-
sible use of power. Given that, they feel a responsi-
bility to structure themselves to the reality they are
working toward. Elissa Sloan Perry of MAG put it
this way: “We were really, really clear that MAG
needed to shift its internal practice behavior and
culture to reflect the world that we are contribut-
ing to making.” Fred Sherburn-Zimmer of Housing
Rights Committee talked about developing a
committee-based structure that keeps the deci-
sions with those most involved and impacted by
an issue: “While we do all affect each other’s work,
it doesn’t make much sense that folks who are not
in public housing and working with public housing
tenants, or come from public housing, have much
say-so over the public housing program.” He added
that engaging tenants is their next challenge in
sharing leadership system wide: “We have tenant
leaders who are not only taking on their own evic-
tion, but are taking on evictions of everyone on
their block. These people need to have a part in our
decision making, strategy, and vision.” Similarly,
CUAV came to the realization that internal leader-
ship composition and structure are directly linked
to external impact. According to Lidia Salazar, “We
were noticing that our programmatic work wasn't
reaching marginalized communities. So, in our
transition, we also changed our mission to center
black and brown people, people of color. Then, in
turn, it made sense to have aleadership model that
reflected this in order to reach these communi-
ties and in order to make informed decisions for
the organization.” These evolutions of leadership
structure are breaking down the false distinction
between the organizations’ external organizational
identities and their internal practices.

2. Sharing leadership is not only about the individual
leaders sharing power; it is also an organization-
wide ethos.

Each of the organizations is working to include

the voices of all staff in decision making and

direction setting for the organization and to adopt
practices that deepen equity on all fronts. Susan

Misra said, “Shared leadership does really work,

and when it’s working well, it’s not just about the
few people who are the codirectors, it’s actually
about the whole organization.” Essex Lordes
reflected, “Unless you have a certain background
or training, oftentimes in organizations you're not
allowed to bring whatever your lived experience
is. For us, it’s having a structure that allows people
to embody more of their leadership; to be able to
bring the fullness of their experience; to bring in
that wisdom that we inherently have as oppressed
people in different ways and turn that into insight
into how we can support the broader community.”

Building equity internally extends to
organization-wide practices such as compen-
sation, which most of the groups had lately
rethought. As Elissa Sloan Perry described it,
“Internally, we are working to get closer to a prac-
tice where the highest paid do not make more than
three times the lowest paid. We have also created a
decision-making guide so that people understand
where and how they can make decisions on their
own.” Darlene Nipper added, “We, too, have a
policy of no one making more than three times
anyone else. And there are others besides the codi-
rectors who have lots of decision-making author-
ity. Give lots of different people the opportunity to
make decisions [we say] and move me and Akaya
out of the center of decision making for lots of the
work.” Institutionalizing shared leadership and
equity means giving everyone, not just the codirec-
tors, the power to step into their capacity to lead.

3. Sharing leadership is not about less work; in some
cases, it may be about more.

For the majority of us, neither the primary moti-
vation nor the result so far of shared leadership
is having less work to do. As Darlene Nipper put
it, “It’s not that you are doing less work or that
somehow having two people is going to reduce
the work. It actually is a lot of work, but the
results are exponentially better, in my experi-
ence. What we're able to accomplish together
is way more than I believe any one person could
accomplish.” Interestingly, some codirectors
were attempting to split the job into fairly dis-
tinct domains, while others have the same job
description and work out where they intend to
co-decide and where they can act on their own.
And co-deciding, of course, can add time to
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decision making—a challenge that was raised
by some. Sean Thomas-Breitfeld said, “I think
among staff under us there is frustration some-
times around the length of time it takes to make
decisions that lead to action.” Susan Misra added,
“Theoretically, you could have one person do it
faster, but I think that Elissa and I are doing it
better collectively. It’s not a time-sharing strat-
egy, though I think initially we thought it would
be.” Shared leadership can challenge the notion
that decision-making efficiency, rather than
decision-making quality, is the desired end game.

Though it’s not less work, the leaders spoke to
another kind of burden being lessened: the psy-
chological burden of solo positional leadership.
Frances Kunreuther, who had led Building Move-
ment Project on her own before joining forces with
Sean Thomas-Breitfeld, described the difference
this way: “It’s not fewer hours, but it is less pres-
sure and isolation. I can’t even say how different
itis. It's dramatically different, which is a big sus-
tainability issue for me.” And Darlene Nipper said
that although she and her codirector consult each
other constantly and “partner-lead,” their distinct
role clarity “brings me alot of psychological space
to really focus on what I bring to the table in terms
of my gifts and attributes for our work.”

4. Sharing leadership requires balancing individual
and collective voice.

All agreed that shared leadership requires ongoing
attention to the issue of voice. Elissa Sloan Perry
asked, “Where do we speak as ourselves indi-
vidually and where do we speak together? For
example, one of the things we have talked about is
creating a codirectors e-mail address so that there
are things that people cannot attach to just one
of us.” Darlene Nipper added, “I think, depending
on how we demonstrate and use our voices dif-
ferently, it can create some fissures—a little bit
of different people aligning in different ways. So
that just takes a lot of care and attention.” And
there is the outside world, of course, that often
expects one voice. As Frances Kunreuther said,
“Funders can sometimes be a challenge in that
they expect to talk with the person they know; I
wouldn’t underestimate that.” Clear and frequent
communication between the leaders is the foun-
dation for their clarity of voice with others.

SPRING 2017 - WWW.NPQMAG.ORG

5. Sharing leadership is both relational and replicable.

When it came to the question of whether the orga-
nizations would continue with shared leadership if
one or more of the people currently sharing power
were to leave, to a person the folks in variations of
the codirector model were clear that the quality of
the relationship between them, which often pre-
dated their current leadership partnership, was
a critical success ingredient. Elissa Sloan Perry
said, “Susan and I are pretty clear that one of
the things that really makes this work is that we
knew and trusted each other pretty deeply before
we came into these roles.” Similarly, Darlene
Nipper said, “I'd been working with Rockwood
as a consultant and trainer for a number of years.
Akaya is someone I had gotten close to and really
respected.” And Sean Thomas-Breitfeld said,
“Frances and I had a very strong relationship,
mutual trust, and admiration. I was really looking
forward to learning with and from Frances.”

The group grappled with what these stories of
close relationship meant for adoption of codirec-
torship and other shared leadership structures
across the nonprofit sector. Sean Thomas-Breitfeld
challenged us—and by extension the sector—elo-
quently: “I'm thinking about how many of us can’t
imagine doing this with someone else. How do we
reframe that as not a barrier to replicability? How
do we instead lift up the virtue of relationship and
of incorporating a value of relationship into leader-
ship structures in our organizations? How do we
make it a virtuous thing instead of saying, well, if
people can't find the right match, then this model
is just this quixotic thing that only applies to a few
random POC, queer-led organizations?” That’s a
powerful reframe of who leads and how.

We left the conversation inspired to continue
with our respective efforts and to stay in dialogue
with one another and others wanting and needing
something different from organizational leader-
ship—something more closely aligned with our
individual and organizational identities.

The authors thank the David and Lucile Packard
Foundation and the Annie E. Casey Foundation
JSor their generous support of this project.

To comment on this article, write to us at feedback
@npgmag.org. Order reprints from http://store.nonprofit
quarterly.org, using code 240106.

Shared leadership can
challenge the notion
that decision-making
efficiency, rather than
decision-making quality,

is the desired end game.
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NonproFIT CaAPITAL

How to

Think Differently
about

Your Money:  [EECOSSEREEEel SN
Capital Explored ﬁ T ke OO _I____dé,.

by Hilda Polanco and Dipty Jain

How can your organization better comprehend and work to optimize
its capital structure, identify key sources and uses of capital, and
understand how to budget for and monitor capital grants and
expenditures over time? This article discusses how nonprofits typically
obtain capital, and how that capital can be put to use—
not only to acquire a hard asset like a building but also to build capacity

to recover from past economic shocks, innovate, or scale up.

HEN YOU USE THE WORD CAPITAL IN THE NONPROFIT
sector, you must take the time to define your
terms, because so far there is no thorough

understanding of the structures of financial
capital inside nonprofits. This lack of shared understanding
is a big problem, because it is capital that helps organizations
to both smooth out the inevitable rough spots and expand
impact and improve quality.

HiLpa Poranco is founder and CEO of Fiscal Management
Associates (FMA). Dipty JAIN is a principal at Fiscal Management
Associates (FMA).
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Some of this capital exists in areas other than money—in
the unpaid time people are willing to spend on the mission, in
the social capital that an organization builds with stakehold-
ers, and in things like reputation and clarity of purpose and
fit with the environment—but this article discusses financial
capital, which does not stand completely apart from these
other types but is a structural support that needs to be much
better understood and deployed by nonprofit board members,
funders, leaders, and managers.

WhatltIs

A simple way of thinking about capital is as the type of finan-
cial resource that supports an organization for the longer term.
This can be contrasted with the operating revenue that a non-
profit needs to operate day to day over shorter periods.

Of course, for a very long time among nonprofits, the
word capital was used almost exclusively in relationship to
a capital campaign, and it was largely understood as capital
for brick-and-mortar (and related) costs. But current usage is
more sophisticated, and lays out a number of types of neces-
sary capital:

e Working capital for liquidity and reserves;

¢ Change capital (sometimes referred to as risk, growth, or
innovation capital);

e Capital campaigns for hard assets; and

e Endowment in perpetuity.

In addition, capital is no longer thought of as needing to
be primarily associated with a traditional campaign, but may
be raised:

¢ Internally over time, or

¢ From external sources.

None of this is brand new, but our increasingly shared
clarity about capital is—and the stronger that clarity gets,
the easier it will be for all of us to raise capital, grant capital,
and reflect capital in our financial statements.

Working Capital for Liquidity and Reserves

Working capital is necessary to most nonprofits even in stable
times, in that it helps to smooth out the misalignments in the
timing of revenue and cash outlay. This is the definition of
liquidity. Liquidity allows an organization to pay its bills on
time and not have to worry about vendors being unhappy or
the organization being delayed in payroll or any other critical
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investment. A chronic lack of liquidity drains organizations
of staff time, reputation, and social capital. It also obfuscates
the real financial position of the organization. To operate con-
fidently, organizations need a sense of security that they can
meet their operating obligations without a feeling of crisis.
For more unstable times, we need a different sort or level
of liquidity in a healthy reserve fund. Reserves help us to
face and survive unpredictable but not uncommon problems
such as loss of a revenue source or an unexpected need for
an outlay—or, as many of us may remember confronting, a

recession.

Change Capital

Change capital—sometimes referred to as risk capital,
growth capital, or innovation capital—may include money
for expansion, changes in strategy, and replenishment of
depleted funds. If an organization can see an opportunity for
greater impact through growth or innovation—and if it can
lay out a clear case for how to get from its current state to a
more desirable one—it may be able to raise capital to do so.
Such efforts are inherently risky, as they are often based on
strategy and assumptions. This is why some foundations refer
to change capital as risk capital. In some cases, your busi-
ness model may require regular recapitalization—as in the
performing arts, where the product needs to be paid for before
it’s ready for consumption and before patrons choose to pay
for it. This is inherently risky, and repeatedly so. Or, maybe
you're in the mental health field, and there is some research
and testing of a new approach that needs to be done. These are
the kinds of things many organizations regularly must do in
order to stay current with their environments and responsive
to their own evaluations—and all of it needs capital.

Also in this category of change capital is a periodic need
for replenishment. If an organization has had rocky opera-
tions in the past and has accumulated deficits, it may need to
replenish some of those resources that have faltered. A good
example of this would be the hundreds of arts organizations
caught mid—capital outlay in the beginning of the recession. As
mentioned above, performing arts organizations make those
outlays quite often—for example, on scenery, rehearsals, and
any number of other items—but if the economy goes very
sour between the time an organization makes such an outlay
and the time it stages the event, it may not reflect on the orga-
nization’s management in the least. Thus, while these needs
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may be due to internal issues, like a faulty business plan or
inadequate technological capacity, they can also be driven by
external circumstances, like a recession.

Sometimes, this manifests through the balance sheet, a
statement of financial position for an organization, which in
such cases would show that the organization is in a negative
unrestricted net assets position—an indication that the orga-
nization is in need of replenishment.

In none of these circumstances does the capital need pose
the same kind of ongoing requirement for funds as does oper-
ating revenue.

The capital for growth, expansion, and innovation is really
capital for areas for investment and infrastructure (facilities,
people, technology). An organization has a vision. It wants to
be in a different place. The capital needed to get from here to
there pays for infrastructure but also sometimes for an oper-
ating plug during a limited period. This gives a new revenue
model a chance to catch up. So, it’s for a period of time when
the organization needs some extra infusion of funds to be able
to build these new capacities that it doesn’t have right now.

Without an understanding of capital structure, a declining
position may not be clearly noted before pricey ground has
been lost. If an organization has a building it has invested
in, its unrestricted net assets may look very strong, because
they include that building. But, in our definition of LUNA
(Liquid Unrestricted Net Assets)—a concept that you may
have been exposed to through Fiscal Management Asso-
ciates (FMA) materials and webinars—we look at unre-
stricted net asset balances without that building. And, when
an organization does that, it might find itself in what we call
negative LUNA, which means that the organization has had
these deficits, and oftentimes it’s not that clear—it’s not
that transparent. But, for leaders of organizations that find
themselves in that situation, it can be almost impossible
to raise operating revenue to recover those accumulated
deficits. Still, in such circumstances a nonprofit may be able
to wage a one-time campaign to rebalance the organiza-
tion’s infrastructure, replenish those resources that were
invested in the past, and set the organization on a path to
success. (A word of caution: this is a well one shouldn'’t
visit repeatedly.)

Despite what you may think, however, change capital is not
impossible money to acquire. We at FMA have worked with
organizations where grants have been made by foundations to
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do not only the replenishment—because that only gets us to
zero—but also to build toward the future. So, there are ways
not only to replenish through capital but also to combine it
with growth and expansion. And those are a part of what we
could call a capital campaign—a campaign for sustainability,
the fund for the future, capacity capital. There are many differ-
ent ways to describe what we refer to here as change capital.

Capital Campaigns for Hard Assets

In terms of capital campaigns for hard assets, it is important
to emphasize that these are not just for construction or for
building acquisitions. Capital campaigns that involve buildings
also need to include two additional elements. One element is
on the ramp-up side: these newly constructed buildings that
are now up and running are not necessarily going to be fully
utilized immediately—an organization may be doubling its
capacity to deliver a program, and it may need some funding
to get to the point where it can actually maximize the use of
the building to fully cover its costs. Another component of
a capital campaign that is critical is some level of reserve to
cover operations in the future. The more that the organization
can raise toward this reserve, the more peace of mind it will
have when the building is ultimately up and running.

Endowment in Perpetuity

In some cases, endowment money that feeds investment
income to the organization becomes necessary. With endow-
ments, we encourage organizations to challenge themselves
with the question: Do we have the capacity to raise sufficient
funds such that the earnings from these funds would have suf-
ficient impact on our operating results? A $100,000 endowment
in the days that we're in right now—and probably will be for
some time in terms of interest rates—doesn’t really contribute
much to operations, yet such an endowment is locked in per-
petuity for use. In addition, we have seen several cases where
the creation of an endowment has cannibalized contributions
from operations and in the short term hurt the organization’s
fundraising efforts. Grants for reserves and grants for change
capital provide much more flexibility for the organization.
Finally, an endowment can also be a component of the capital
structure of an organization. Endowments generate revenue in
perpetuity. So, the base of the endowment—the principal—is
never touched, and the funding that is available comes from
the residual income that the organization earns.!

THE NONPROFIT QUARTERLY 47


www.npqmag.org

How to Get It

Capital accumulation can happen in one of two ways. It can
come from internal resources—for instance, when a nonprofit
strategically grows a pool for investments and risk taking. Such
internally developed funds may be accrued through budget-
ing surpluses—and, indeed, this is often how working capital
has been accumulated in the sector. The second method is, of
course, to raise funds from outside investments, particularly
to act as capital not just to purchase equipment or space but
also to grow an organization or to strengthen an organization’s
operations as the business model is refined.

Internal Resources

An accumulated surplus for an organization is an internal
resource that has accrued over time, and this excess repre-
sents the organization’s profit. The excess of revenues over
expenses—or surplus—is absolutely critical for long-term
sustainability. When organizations have a focused strategy to
accumulate a certain level of surplus so that accumulation can
be available for the right decisions at the right time, that is a
source of capital. LUNA is part of an organization’s internal
capital structure. Also—somewhat a cross between internal
and external—there is the idea that organizations can at times
leverage either free or low-cost resources that are available
to grow the organization, whether it's donations of time or of
space. Those are often overlooked when we think about where
our capital is coming from.

Outside Investments

Outside investments would normally come from foundations
or major donors, and those outside investments are earmarked
for things like we mentioned earlier, either physical capital or
change capital—meaning for things that are going to be done
differently in the future. Grants may also be given to provide
liquidity through working capital or reserves.

An area of outside investment not always thought of as
such is debt. In this context, debt may serve as a short-term
source of working capital or as a long-term vehicle. In both
cases, it represents leverage. An organization might have a
mortgage—or, an organization might have a line of credit or
might be interested in exploring a program-related invest-
ment, also known as a PRI

The line of credit as a source of capital can have a lot of
emotion attached to it. There are many board members who
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question the use of aline of credit in the nonprofit sector, and
we often refer to this fear as having scars of war. They’ve been
on nonprofit boards where the line of credit wasn’t managed
as strategically or carefully as it should have been, and there’s
concern. We believe that a line of credit is a necessary busi-
ness tool, and any organization that needs to weather storms
of timing in terms of cash should look at this as an option.

PRIs come in different forms, but in most cases a PRI is a
recoverable grant that looks like along-term debt instrument.
In these arrangements, the third party (primarily foundations)
is looking at this as a type of investment just like it would a
grant—but the vehicle in this case is a recoverable grant,
meaning that the organization will need to return those dollars
at some point, and there’s a return on investment that the
foundation is looking for, which becomes for the organization
a cost of capital.

How to Record and Monitor It

In this next section we focus on recording and monitoring
growth capital. Our focus is due to the multiple ways in which
this capital is at times presented in audited financial state-
ments, and the need to best correlate this external reporting
with ongoing operating results as managed internally. We
also believe it is important to connect this financial reality
to external dialogue with funders who are investing in the
growth plan.

Impact at a Point in Time

So, when we think about all these sources of change capital,
we wonder how they show up in our financials. Some funds
come in the form of debt, some are operating revenue, and
some are additions to reserves. Where can we find all this, and
how should you monitor your capital structure?

An organization’s net assets composition is one of the most
important components of financial health and an indicator of
capitalization. At FMA, we believe that understanding the net
assets composition—unrestricted, temporarily restricted, and
permanently restricted (also known as “endowments”)—and
the goals for each is critical to creating an effective long-term
capital plan for an organization.

The following illustrates where capital may be found
in the net assets section of the statement of financial posi-
tion—also known as the balance sheet—recorded as of a
point in time.
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The key is to be able to articulate the capital story to outsiders and insiders, including the board,

and show where this capital is recorded and what its ultimate use will be.

Change capital can be reflected entirely in the unrestricted
net assets section of the balance sheet. Figure 1 shows three
reporting options. In the first example, unrestricted revenue
includes risk capital that had been received with no spe-
cific deliverables—just in support of the plan overall. As the
surplus accumulates from one year to the next, the capital is
a part of unrestricted net assets, until it is spent.

In the second example, the board set up a separate fund
for the capital campaign, and this board-designated fund
is broken out separately as a component of unrestricted
net assets.

In the third example, the funder restricted the use of funds,
such as for an evaluation system or technology, and these
funds carry forward for several periods into the future—thus
they would be deemed temporarily restricted net assets.

All of these examples are completely appropriate presen-
tation formats. The key is to be able to articulate the capital
story to outsiders and insiders, including the board, and show
where this capital is recorded and what its ultimate use will be.

Impact in the Year of the Grant
There are a few ways to show the impact for the year in which
the donation is received, which gets reflected on the state-
ment of activities (often referred to as the income statement
or the profit and loss [P&L] statement). The variations are a
function of whether the capital is intended for activities that
can be clearly allocated between operating and nonoperating.
For those of you who have been following the changes in
the nonprofit accounting standards, the Financial Accounting
Standards Board (FASB) has finally released its new guidelines
on the presentation of nonprofit financials, but these guide-
lines still have one element remaining to be resolved in a future
phase—and that is the definition of operations. The clarifica-
tion of operating versus nonoperating sources of funds has
brought with it much difference of opinion among the account-
ing profession, nonprofit leadership, and the funding com-
munity, so that’s to be continued. Given that the FASB hasn’t
figured it out, we're okay with accepting the confusion as to the
correct way of showing operating versus nonoperating results.

F mn Management Reporting: Balance Sheet

Options for Reporting

Change capital lumped in

eﬂha nge capital separated

o Change capital grant in

Unrestricted Net Assets Board-Designated Fund Temp Restricted Net Assets
Asvaty Asietd Bsnaty
Cash 950 Cash 950 Cash 950
Accounts Reoehabile 360 Accounts Recennable 60 Acooaants Rec e ble 60
Fiwed Assets 330 Fooed Assets 330 Fimed Assets 330
TOTAL ASSETS 1,640 TOTAL ASSETS 1,640 TOTAL ASSETE 640
Linbdities Liabilitees Liabilities
Accounts Payable 280 Accounts Payable 280 Accounts Payable 280
Line of Credit Payable 30 Lire of Credit Payabile 30 Linve: of Crecit Payable 310
TOTAL LIABILITIES 590 TOTAL LIABSUTIES %0 TOTAL LIABILITIES 590
et Assens Fiet fnvety et Badets
Unrestricted Met Assets B30 Urestricted Met Aspets Unerestricted Met Assets 330
Tenp Restricted Met Adsets 230 Board-Designated Growth Fund T Revtricted Net Asieti
TOTAL NET ASSETS 1050 Urdesignated 330 TOTAL MET ASSETS 1,050
Total Unrestricted Met Adsets B3l
TOTAL LIABILITIES B MET ASSETS 1,640 Temp Restricted Met Assets 220 TOTAL LIABILITIES & NET ASSETS 1,640
TOTAL NET ASSETS 1,050
TOTAL LIABRITIES & MET ASSETS 1,540
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It’s very important for the financial story to explain the purpose of the capital, how capital’s been utilized, and the activity to date.

While there are different interpretations of operating versus
nonoperating funds out there, organizations should be consis-
tent in how they present their capital activities, and should be
able to explain them. The following examples illustrate various
ways to represent operating expenses and related revenue in
the budget and for management reporting purposes.

In Figure 2, the actual dollars that come in for capital have
been grouped with operating results, because it’s difficult to
differentiate these revenues and expenses designated
for an overall growth strategy with ongoing activities. It’s
very important for the financial story to explain the purpose
of the capital, how capital’s been utilized, and the activity to
date. It’s also very important to keep an eye on any milestones
associated with the plan.

Management Reporting: Statement of ‘
an Activities / Budget

No differentiation between operating and capital
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Ll
[T—— #® | 4—— Grant(s) for growth capital lumped in
e with other foundation funding
Seetil L el 150
bl aie Bom BT O i
ok A LA
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Prtaderd
(e P i N
i 1) i Expenses rfalated to expansion
v b ey 18] included with operating costs in
Suapanny » various line items
Lriher Laperret n
T rey [T
WAL DenaT “

*Any growth capital not vet used remains in temporarily restricted net assets, which is not shown here

In Figure 3, the expenses related to the capital cannot be
separated out, but a grant was specifically given in support of
a growth strategy. The grant for growth capital is therefore
shown below the line of operating results, and the presen-
tation is clear with respect to how much of the growth capital
has been used in the current year. In essence, the organization
is building a deficit, in that it has operating revenues that it is
accounting for, and then it has expenses that can’t be isolated
from growth-oriented activities—such as expenses related to
talent development or fundraising.
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Management Reporting: Statement of ‘
an Activities / Budget
Capital grants are shown “below the line”

L icind

Earerew
st G ) | et T

#® | 4— Includes only grants for operations

'L

T
Ll
-
vl
e In this example, growth-related
i expenses cannot be isolated from
i operating expenses
f
Er
i
< Grant for growth capital shown below
the line

*Any growth capital not yet used remains in temporarily restricted net assets, which is not shown here

Where it is possible to separate the expenditures related to
the growth trajectory or the milestones in a capital campaign,
an organization might present its capital grants and expen-
ditures in a separate column (see Figure 4). This shows
activity through satisfaction of the terms of restricted grants
or just general operations. The FASB’s goal is for nonprofits
to distinguish operating results from nonoperating results, so
this idea of a separate column might very well be where they
end up.

an Management Reporting: Statement of ‘

Activities / Budget
Capital grants and expenditures are shown in a separate column

sk
gty | Lwew | sl
e
bt a1 i
PR e i Grant for growth capital was
T Ly 1 1 A o ap
i i 2 aT wm |4— restricted, and is being released as
TG Sy L EEE: milestones are accomplished
[
. am - . ;
& el 25 el e In this example, g.rowth-related
S - =3 expenses can be isolated from
ot b ¥ 3y operating expenses
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| e | e
e | BobET ] - "
= 1
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*Any growth capital not yet used remains in temporarily restricted net assets, which is not shown here
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Figure 5 illustrates the idea of capital for physical property,
such as buildings. Many organizations have operating budgets,
and they may be funding depreciation over time but they don’t
necessarily have capital budgets. The sources and uses of
their capital needs would look something like the below,
and on an ongoing basis the organization would continue to
follow the concepts of capital budgeting for replacements and

new acquisitions in the future.

QUL verceerers repoing st

Sources and uses of capital

F¥17 Capial Budpet
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TOTAL SOURCES 1,100
e
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Eamg up Contt 0
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Monitoring the Growth Plan

When capital represents funding for a growth or scaling cam-
paign, the mechanisms for monitoring results become critical.
Growth campaigns are based on best estimates of operating
costs at levels of scale never experienced by the organization.
The plan is necessary as a basis for initial investment, but the
monitoring framework needs to allow for the likely possibility
that the plan may need to change as time goes by to reflect
lessons learned from the scaling efforts.

Figure 6 is an example of a report format that is critical to
understanding and monitoring an overall growth and scaling
plan. It's not used as the organization’s annual budget; rather,
itis a budget document that is critical for planning and capital
fundraising efforts, reporting progress internally and to inves-
tors, and helping to communicate strategic changes in the plan
along the way to stakeholders.
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F mn ‘ Monitoring against Growth Plan Goals
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Establishing an original budget for a scaling plan. Typi-
cally, when you first do a growth plan, you develop an original
budget for three years and give your best guess as to what it will
cost to achieve the goals that you have. As the breakouts from
Figure 6 show (below and following page), this scaling plan
had three key deliverables over a three-year period for a $1.2
million growth-capital campaign. These three-year budgets had
lots of detail and assumptions that went out to funders explain-
ing what the plan was and what it would cost. We can't stress
enough that documentation of those assumptions is critical.
Organizations are giving it their best shot, but they’ve certainly
never done this before, and the funders don’t necessarily know
whether the numbers are exactly right or wrong, because they
are unique to each organization and to where each organization
is and where it wants to be.

an Monitoring against Growth Plan Goals
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Spending analysis at the end of year one. Thus, the
assumptions behind the growth plan are absolutely critical
as benchmarks for the future—so that after the first year or
six months, however often you need to monitor it, you can ask
yourself how you are doing. You do a spending analysis at the
end of year one. An organization might ask: How are we doing
with the creation of the key leadership positions? Well, we've
only spent $50,000; we’re behind. We haven’t been able to find
the chief development officer that we were looking for. The
evaluation system? We're right on track. We're spending and
we have an accounting system that tells us that. We're able to
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track that these costs for these vendors are for the evaluation
system. And then, lastly, the technology platform actually cost
us $100,000 in year one. Is it an overrun? Are we spending more
than we thought, or is it a timing issue? Are we accomplishing
this deliverable sooner than we thought?

These are critical questions for an organization vis-a-vis
monitoring internally how they’re doing against their plan, but
it is equally as important to be able to speak to their funders
about the growth plan and say, “Here’s where we are.”

So, at the end of year one, an organization might con-
clude: We thought we were going to be able to do this for $1.2
million. Here’s what we learned from year one. We've refined
our thinking, and let me tell you what that means for changes
in the future—years two and three. That’s the third part of
this analysis.

Grorath Activithen Total
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Revised projections at the end of year one. Finally,
you want to do a revised projection at the end of year one.
An organization might decide: In the case of the leadership
positions, we're going to move the hiring to year two and year
three, and we're still going to be able to do it with the $600,000
we expected. As far as the evaluation, we're on track exactly
as we planned it. As concerns the leadership positions, there
will be more in year two, but we're fairly confident that with
the reaching out we've done and the candidates we have in line
for these positions, we're going to be able to catch up and be on
target for the leadership hiring. And, lastly, with respect to the
technology platform, we thought it was going to cost $50,000,
but it cost us $100,000, and it’s not going to go down in the
future. We have to accept that we’re going to need more money
for technology, and we need to think through what the total
cost will be. So, based on this growth plan and its first-year
results, it really needs to go up to $1.3 million from $1.2 million.
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This is the financial story of the growth plan, and this is the
financial story of the capital campaign as it relates to growth.
Armed with this analysis, an individual raising dollars for an
organization can go to a funder, and say, “Here’s where we are,
and let me tell you why we need to increase the amount of
the investment in future years.” Funders who choose to invest
in capital are partners with their grantees. They think about
how they can be supportive. They ask themselves, “What are
the right questions to ask that are strategically inclined so
that we're working toward a common goal?” This is not a
compliance framework; it’s a partnership framework. And,
for the organization that’s carrying out that plan, it’s really
important that this one-pager—which looks fairly simple but
has a lot of thought behind it—make the difference in that
communication, as the story often evolves. If in year one the
organization is off, that doesn’t mean it did something wrong.
It doesn’t mean it made a mistake and the funder will not be
happy. It means that here’s what it learned and here’s how it’s
going to adjust for that in the future.

So, we encourage you: if you're thinking about a growth
campaign, have one in the works, are building one, or are in
the middle of one, come back to these framing questions and
ask yourself what it would take for you to understand and
clearly articulate the financial story around your plan.

We've gone through the different sources of capital,
the different purposes, the different ways to report on it.
Raising dollars is not just fundraising for the operations for
the year—it’s for long-term sustainability, for an ability to
grow and experiment and take risks. It’s a longer-term frame-
work. It’s very difficult to seek this type of capital without a
long-term view toward the strategy that you want to imple-
ment. If you can’t tell your multiyear financial story, it makes
it very difficult to raise capital. On the flip side, if you have
a well-articulated strategy with a well-documented financial
plan, you’ll be in a much more successful position going out
and raising the capital that you need not just to operate but
also to thrive.

NotE

1. For more on reserve grants, see Hilda H. Polanco and John Sum-
mers, “Keeping It in Reserve: Grantmaking for a Rainy Day,” Nonprofit
Quarterly 23, no. 1 (Spring 2016), nonprofitquarterly.org/2016/05/02

/keeping-it-in-reserve-grantmaking-for-a-rainy-day/.
To comment on this article, write to us at feedback

@npgmag.org. Order reprints from http://store.nonprofit
quarterly.org, using code 240107.
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Some Capital Questions Answered

The Nonprofit Quarterly asked Hilda Polanco to answer some questions about crucial capital strategy for nonprofits. ..

What is the benchmark for an accumulated surplus or for

reserves that people are supposed to have in hand?

Hilda Polanco: | think the right answer here is, it depends. Of course,
that's not the answer we want to hear, because we need to know a
number. So, it depends on the business model. It depends on how
urgently an organization may need to respond. A relief organization
needs to have a higher availability of reserves than some other types
of organizations, because it may need to react very quickly, without
much time to raise needed funds. But putting aside exceptions like
relief organizations or other organizations that need immediate cash
in large sums, for regularly operating organizations, the rule of thumb
(for bankers and others who think about this) is three to six months.
But three to six months of what? Three to six months of total operating
expenses is the most conservative estimate. What that would mean is
that if the world were to stop in some significant way—revenues stop
coming in, the perfect storm happens—we have three to six months

of operations in our reserves.

The issue with that is that sometimes organizations have grants that
fund specificactivities, and they're thinking: If | didn't have those grants,
| wouldn't incur those expenses. So, an organization in this position
might modify the base for calculating the number of months to have
in reserves to only include “core” operating expenses, and decide what
it would take for the organization to responsibly cover a period of three
to six months of its core operating costs. And then there’s my definition
of adequate core operating expenses that | share with folks when we
are together in trainings, which | often think of as, what would it take
for the executive director to sleep at night? And risk tolerance varies.
I've had EDs tell me, “It takes a year of core operating expenses for me

to sleep at night,” and others say, “Three months is all | need—I can

make it with three months.” So, every organization has to make that
number their own. It's the number that’s going to shift someone from
crisis to long-term strategy and then grow from there. So, that would
be my minimum number: for some, it's one month or two months of

payroll, two months of rent, and they can sleep at night. It depends.

How do you position an organization to ask for change
capital? Under what conditions do you think that it is

awarded?

HP: | think the positioning is about focus and clarity. So, if an organiza-
tion raises money to run programs to deliver its mission, that’s what
funders, individuals, foundations support. And they support that year’s
operations—and, if that’s all that we can position, they support the
operations for the year, number of people served. That's what we can
raise money for. If we're positioning ourselves for change capital, for risk
capital, we need to have a vision of that. So, | think a first step toward a
capital campaign is that there needs to be a plan where an organization
allows itself to dream beyond the restrictions of available resources
today: If | could develop our curriculum in this way to get outcomes
of these types, what would that take, and how would | know that I've
succeeded when | get there? So, clarity around what the outcomes are.
That's what investors are going to invest in—those outcomes. And, to
get there, what will it take? Where do | need to develop my infrastruc-

ture? What do | need to do in the form of experimentation?

| think it's a process that is very different from one’s reqular operating
budget planning, which is somewhat focused on the here and now. This
is giving the organization the permission to think beyond the current
and then articulate that in a well-positioned plan. A growth campaign
is going to be funded by those funders who have already invested in

(continued next page)
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you and have seen the outcomes and believe in them. It's somewhat
unusual for funders to invest in growth capital for organizations they've
never funded before. Having said that, there is a growing level of phi-
lanthropy that focuses on identifying a good idea and then helping an
organization scale that. With that clarity, | think the organization will
be best positioned to go after those grants. That's assuming that this
question is about the capital campaigns in that context, not working

capital or any of the others.

How do you convince foundations to replenish capital
when you've had a number of bad years, and how do
you convince them that some of those bad years could
perhaps be put at the feet of not great management,

or what people perceive as not great management?

HP: I think the answer to that is very similar to the one we just covered,
which is a mix of clarity, cost, and outcome. So, first, the clarity in this
case may require a bit of humbleness—it may require that you say,
“We are in an accumulated deficit of $75,000, and we know how we got
there."This statement shows that you understand how you got to that
deficit, and as such, you're more likely not to repeat it in the future. So,

understanding what caused the deficit would be the beginning of clarity.

Second, the clarity would be in understanding what you are doing differ-
ently that is going to ensure that the deficit is not a repeatable offense in
the future. I the issue that caused the deficitis about management, and
that’s already evident to the funder and to the leadership, then how is
management changing? How is the board engaging to ensure that those
activities that caused the deficit have been turned around? That's only
part of the way. Now, the question is, how is this organization going to be
sufficiently strong and sufficiently strategic to turn the comer with those
past challenges and go forward in a positive way? And that goes back to,
what’s your plan? There is a reason the organization exists. [t may have
had positive years and then had a few negative years. Well, let's come
back to the positive. What is it about its approach to its work that allows
it to achieve those outcomes? Once you've gone beyond explaining the

past and indicating how the future is in a different direction, then it's

a growth plan like any other growth plan. We've worked with funders
who have said, “Tell me the number. What is the number that is going to
allow this organization to rebalance (meaning replenish) those deficits
and go forward in a strategic way? | don't want to fund the number that
will just make them whole; | want the number to make them whole and
position them for success in the future.” And that organization needs to
know what that number is—not only the accumulated deficit, which

comes right from the financials, but also what the long term will be.

Third, when you're recovering from something that didn’t go as well
as you hoped, there more than ever you need clarity—a partnership
between the staff and the board for ultimate outcome. So, how is the
board a part of that—not only on paper, but also how is the board
a part of those asks and part of the commitment that that potential

funder could see?

What are the barriers to building strong balance-sheet
health?

HP: One of the barriers, | think, is not understanding the business
model and the revenue and expense drivers that get an organization to
its final results for the year. So, if we understand that we're delivering
services within our means and we're accepting grants that cover their
costs—and if they're not, we're raising the difference—we have to
have an eye on the model, because the balance sheet is not an accident;
it's an outcome of what has transpired over the life of the organization.
So, stabilizing the business model so that the organization generates
sufficient revenue to cover its cost plus—that would be the most criti-
cal step to having a strong balance sheet. And I'll end this answer by
saying, if the revenues and expenses in the budget that you present
to your board for approval are absolutely equal—which I see very
often—then the message is, we have every intention of spending every
dollar we raise, and we are taking no steps toward strengthening our
balance sheets. So, a first step toward strengthening your balance sheet
is making sure that you're in your budget and setting the parameters
for the year—budgeting for a surplus, which is meant to increase the

strength of your reserves.
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HAT CONTEXT MATTERS IS A TRUISM.
Leading academics exploring
issues of governance consis-
tently argue that governance

models need to be contextualized to
ensure their relevance and applicabil-
ity.! So, how exactly should context be
taken into account when approaching
issues of nonprofit civil society gover-
nance? Here, I offer one answer to the
“how” question, drawing on personal
experience of working on issues of civil
society governance in the specific con-
texts of Cambodia, Myanmar, Laos, and
Vietnam. Focusing on these contexts
is not to say that the context question
does not matter among various types of
civil society groups in, for instance, the
United States. It matters greatly—and, in
fact, some of the worst failures of civil
society governance might be found in the
one-size-fits-all assumption with which
many approach the development of gov-
ernance structures.

Before addressing the “how” ques-
tion, a preliminary question is, who is it
that will take context into account? In
acknowledgment of the imbalances of
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Want to Improve Governance?

Context Matters

by Louise Coventry

How indigenous actors adapt and respond to external demands for “good governance’

U

points to the “possibility of emerging hybrid models of governance that draw on and

integrate both local and international understandings of governance. Therein,” the
author concludes, “may lie the future for nonprofit civil society governance.”

power across the globe, it is important
that Western and westernized actors such
as donors, advisors, and the international
partners of local civil society organiza-
tions make serious efforts to learn from
those of the Global South. How do they
navigate the challenges they face with
resilience, creativity, and versatility in
applying imported ideas, adapting them to
their contexts, and, ultimately, determin-
ing satisfactory ways to govern their civil
society organizations? The fact is, there
is absolutely nothing that proves that
Western funders have found the promised
land of civil society governance, and there
is much to be gained from setting aside
preconceived ideas and looking intently
for what really works for local people.

Dimensions of Context

At least seven different dimensions of
context need to be considered when
designing governance models and
practices, although this is likely not an
exhaustive list. Two of these dimen-
sions are already familiar to many of us
working in the field, where we are com-
monly exposed to debates about sectoral

and organizational contexts. Moving us
into less familiar territory are the five
contexts that follow—cultural, politi-
cal, legal, social, and historical.

Sectoral Dimension

What I mean by the sectoral context
is twofold. First, there is the extent to
which insights from corporate gover-
nance (which underpins most governance
theory) can be applied to civil society
organizations.? Many of the assumptions
that underpin corporate governance—and
even agency theory itself, the foundation
of corporate models of governance—do
not apply to civil society organizations,
where the organization’s “owner” is
typically not able to be clearly identified.
Second, different types of organizations—
federations, self-help groups, coopera-
tives, membership organizations, and
umbrella groups—tend to prefer slightly
different models of governance. These
distinctions and debates should already
feel familiar, and discussion of such issues
is more often hosted in Western circles
than in Southeast Asian ones, so I won't
go into further detail here.

THE NONPROFIT QUARTERLY 55



www.npqmag.org

Organizational Dimension

Contingencies at the organizational level
provide important contextual cues for
consideration. Following Patricia Brad-
shaw, we can understand these contin-
gencies to include organizational size
and complexity, mission, life stage, and
history—to name a few.? This simply
means that governance policy and prac-
tice will differ across organizations
depending on their unique characteris-
tics. There is no one size that fits all. A
large and long-established international
NGO, a professional association of, say,
financial counselors or health profession-
als, and a small, newly created self-help
group will each need to practice gover-
nance in amanner customized to its very
different needs. But this issue is not spe-
cific to civil society in Southeast Asia and
will not be discussed further here.

Cultural Dimension

Of obvious importance is the cultural
context. There is increasing evidence that
Asians think differently and follow differ-
ent social norms and mental models than
do Westerners.* For example, Southeast
Asian polities such as Cambodia, Laos,
Vietnam, and Myanmar generally attri-
bute higher value to the maintenance of
social hierarchy, harmony, and collectiv-
istideals than do Western societies. These
cultural differences make a mockery of
the ideas of independence and conflicts of
interest that are peddled by many Western
donors. Picking up on these mismatched
assumptions, the World Bank recently
produced a new conceptual framework
for international economic development,
premised on an expanded understanding
of human behavior and the acknowledg-
ment of different mental models in differ-
ent communities and societies.®

Political Dimension

Regularly, NGOs mirror national gov-
ernance standards and practices. The
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possibilities of local NGOs transcending
the limits of national governance seem
bleak. National governance practices,
whether historical or contemporary, may
be the only experience on which local
NGOs can draw for inspiration. Across
Southeast Asia, governance models
based on patronage and, more contempo-
rarily, neo-patrimonialism, are common.
Vietnam offers a striking example of the
importance of accounting for political
context: there, civil society cannot be
understood as separate from the state
but rather is an extension of it.6 Jorg Wis-
chermann found that, regarding internal
decision-making processes, “most if not
all Vietnamese Civic Organizations’ rep-
resentatives’ bodies of thought and prac-
tices disclose patterns of authoritarian
political thinking,” matching the mode
of rulership adopted by the Communist
Party of Vietnam.”

Legal Dimension

National governments set parameters
on civil society governance through
legal means, some of which may defy
Western normative understandings of
governance. As an example, we can see
that the new law of associations and
NGOs in Cambodia® is not premised on
agency theory—commonly, the Royal
Government of Cambodia regards
executive directors, rather than boards,
as the rightful “owner” of an NGO. And
the 2009 decree on associations in the
People’s Democratic Republic of Laos,
which established for the first time alegal
environment for civil society, has proven
difficult for NGOs to access in that reg-
istration typically takes several years.
Strangely, some for-profit organizations
have been able to register under the law
for nonprofit associations with greater
ease than NGOs. This underscores the
importance of deep learning about the
legal context for operation; it may not

conform to your expectations.

Social Dimension

Here, the example of Myanmar springs to
mind. Civil society activists in Myanmar
survived the harsh regime of military rule
of nearly fifty years by honing skills in dis-
cernment, giving high attention to issues
of trust, and developing underground
networks. These skills and resources,
so critical to (literal) survival—let alone
being functional—no longer appear to
serve the interests of a growing civil
society, which is increasingly encour-
aged toward greater transparency, col-
laboration, and partnerships. Perhaps,
then, there is some “unlearning” to be
completed in Myanmar, but it cannot be
forced and will likely happen slowly.

Historical Dimension

Recently, when I asked young Vietnam-
ese workshop participants, “What is
governance?,” my question was met with
another question: “Do you mean what
we learned under French rule?” Clearly,
the history of colonialism reverberates
powerfully to this day, influencing what
young people feel entitled to know about
governance and what they believe to be
legitimate. But history is a big topic, and
the history of language is also of interest.
When I explored the etymology of gov-
ernance in Cambodia, I was fascinated
to learn how the term for “governance”
has shifted over the ages: from reichkar
(royal work) to rothcar (state work) and
back to reichkar, and then to akpibalkech
(atechnocratic version of governance), a
term that is poorly understood—indeed,
likely never heard of—outside of the
capital, Phnom Penh. What is common
across these terms is that governance is
either an elitist term or someone else’s
business, the work of others. Thus, when
we talk about governance in the local
language or with the help of interpret-
ers, subtextually we may be reinforc-
ing the message that governance is not
the concern of everyday people. Quite
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probably, that is the very opposite of the
message we may wish to convey.

The Perils of Helicoptering Western
Models into Non-Western Contexts
With the above seven different dimen-
sions of context to take into account, we
can conclude that it simply does not hold
that models of governance used in large
Western corporations and international
NGOs can be assumed to be relevant to
civil society organizations in develop-
ing contexts and with differing political
regimes. Models from Western countries
are helicoptered into non-Western devel-
opment contexts at our collective peril.

In my work in Southeast Asia, I have
observed three overlapping patterns in
terms of how local NGOs respond to
donor requirements to uphold certain
(Western) governance standards: these
are to disregard, to comply, and to
capture and co-opt. Public and overt
resistance is uncommon in Southeast
Asian contexts, but it is the “hidden tran-
scripts”—to channel James Scott—that
need to be assessed.’

Disregard

Disregard is not usually willful but rather
about mismatches in understanding. For
example, an edict issued by an interna-
tional donor for the mandatory adoption
of conflict-of-interest policies by the
donor’s partner organizations in Asia
was met with genuine bewilderment.
The idea of maintaining separateness
in performing different roles is uniquely
Western yet not always acknowledged
to be so. I recall lengthy conversations
with an indigenous women’s coopera-
tive, which rotated their leadership on
a periodic basis, in accordance with
traditional practice, and explicitly
valued fluid movement across different
roles within and around the organiza-
tion. They had received the donor’s
edict, and I attempted to explain the
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donor’s requirement and its underpin-
ning assumptions. In a rare example of
overt resistance, the women’s coopera-
tive chose to argue their case with the
donor that deliberately fusing the inter-
ests of—and transgressing boundaries
between—staff, board members, and
stakeholders was important to them;
and in this context, managing conflicts
of interest made no sense. In other,
similar instances, the edict to develop
a conflict-of-interest policy may simply
be ignored. (This kind of mismatch of
governance models may also apply to the
United States and elsewhere—causing,
for example, friction between feminist
organizations and their funders.)

Compliance

Compliance—or at least attempted
compliance—with donor requirements
is common, which makes sense given
the extent to which face saving and the
maintenance of harmony is valued in
Southeast Asian cultures. Compliance,
however, is often more superficial than
thorough. The very existence of a board
(whether on paper or otherwise) serves
an important symbolic function and, in
itself, represents an act of compliance
with donor requirements—notwithstand-
ing the likely irregular nature of meetings
and the board’s likely inability to wield
meaningful power. It is often too difficult
for organizations to marshal compelling
arguments about why a board may not be
meaningful in their context and offer a
viable alternative. Thus, consistent with
Patrick Renz’s analysis, NGOs adopt the
prevailing norms and values of the pre-
vailing institutions within their environ-
ment (here, the donor) in order to secure
legitimacy.' In identifying with societal
(donor) expectations rather than having
intrinsic motivations toward effective
governance, boards are likely to take on a
maintenance role and adopt a minimalist
approach—although, let’s be clear, being

attentive to donor requirements is itself

demanding.

Capture and Co-option

Co-option of donor requirements can lead
to a hybrid form of governance that blends
elements of patronage and corporate gov-
ernance models. Such hybridity is also
most common and, in effect, is a mirroring
of the neo-patrimonial governance prac-
tices observable at the national govern-
mental level in these very same country
contexts, whereby patronage networks
merge with legal-rational bureaucracy.!!
Usually lamented as dysfunctional, there
are also functional ways to create hybrid-
ity. Capturing and co-opting corporate
governance and blending it with patron-
age is a logical and constructive strategy
that NGO leaders can and do use to navi-
gate the complex duality of requirements
facing NGOs in Southeast Asia. As an
example, boards may appoint a meeting
facilitator rather than a chairperson,
thereby disrupting the hierarchical power
relations typical of patronage. Alterna-
tively, boards may draw relationships
between organizational stakeholders and
examine how these connect to the board
members, and potentially also connect
individual board members to a personal
constituency or client base, thereby cre-
ating a functional form of patronage for
organizational stakeholders who may oth-
erwise be overlooked in governance and
decision making.

Returning to our opening question about
how best to take context into account, we
can now conclude that in Southeast Asian
contexts, where systems of patronage are
strong and longstanding, it is useful for
international NGOs and donors to accord
extra care to understanding the cultural,
historical, sociopolitical, and legal dynam-
ics at play, and then develop strategies for
working with—and not against—existing
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systems and practices. In other words, the
imperative is to understand and build on
preexisting understandings of governance
rather than attempt to negate or replace
them. Ultimately, it is indigenous under-
standings of governance that create the
context in which civil society governance
practices succeed (or fail). If we pay close
attention, we can learn a lot from how
indigenous actors adapt and respond
to demands for “good governance” that
are imposed from outside. These actions
and responses point to the possibility of
emerging hybrid models of governance
that draw on and integrate both local
and international understandings of gov-
ernance. Therein may lie the future for
nonprofit civil society governance.
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Ready to Launch? How the
1023-EZ Has Changed Your
Nonprofit Start-Up Options

by Tivoni Devor and Laura N. Solomon, Esg.

One big reason why small organizations choose fiscal sponsorship over forming a
501(c)(3) is speed: the Form 1023 takes three to six months to process, while fiscal
sponsorship is very quick. Now, however, we have the 1023-EZ, whose process takes only

weeks. But there are many reasons for opting for a fiscal sponsor beyond start-up
speed—and, as it turns out, there are some disadvantages associated with the 1023-EZ.
The truth is, the new form is not as, well, easy as it may first seem.

Editors’ note: The 1023-EZ provides an opportunity to launch a 501(c)(3) faster—changing some of the assumptions of

the requirements of nonpraofithood. And when you marry that lower barrier to tax exemption to the 990-N (e-Postcard), the

standards and reporting requirements become minimal. This changes the way we look at the choice of whether or not to become

a nonprofit, which changes the need base for fiscal sponsors, and so on. It goes back to the old systems thinking adage: “You can’t

do just one thing.”

RE YOU TRYING TO DECIDE BETWEEN
forming your own independent
501(c)(3) charity and using a
fiscal sponsorship?

Your decision would have been
straightforward before July 1, 2014—the
date the IRS issued the Form 1023-EZ
Streamlined Application for Recogni-
tion of Exemption. Until then, if you had
a charitable mission and enough money
for the legal, accounting, and filing fees,
you would have incorporated a nonprofit
corporation and filed the IRS Form 1023
to get 501(c)(3) status. If instead you
had only a short-term project, or if you
lacked funding, you would have used a
fiscal sponsor. That sponsor would have
received and receipted charitable con-
tributions on your behalf, and made dis-
tributions for your expenses—typically
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for a fee equal to a percentage of the
funds you raised. The fee a fiscal sponsor
charges covers your portion of the over-
head costs associated with running a
nonprofit (administrative staff, insur-
ance, Form 990, audit, etc.).

But the IRS Form 1023-EZ has changed
the equation. Now, the cost-benefit analy-
sis is different, because the IRS made it
cheaper and easier for many organiza-
tions (most organizations with gross
receipts of $50,000 or less and assets of
$250,000 or less) to apply for tax-exempt
status. Instead of an IRS filing fee of
$850 for the 1023 for organizations with
$50,000 or more in revenue, the filing
fee for the 1023-EZ is $275. And, instead
of the significant legal fees to complete
the 1023, the 1023-EZ requires much
less attorney time. And then there is the

near-instant gratification: Form 1023 pro-
cessing—which has gotten faster—typi-
cally takes three to six months; the IRS
processes Form 1023-EZ in a matter of
weeks.

The IRS has, in essence, lowered the
barrier of entry for new charities. This
can be a good thing if the charitable
mission is worthwhile and the founder
has the knowledge, commitment, and
resources to pursue that mission. But this
lowering of the barrier has also been con-
troversial. The longer and more detailed
Form 1023 requires significant disclo-
sures, including three years of projected
budgets, a detailed narrative description
of activities, articles of incorporation,
and by-laws. These aid the IRS agent’s
review in determining whether the orga-
nization is legitimately formed and will
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be operated for charitable purposes,
allowing the IRS to weed out unqualified
would-be charities. Conversely, the IRS
Form 1023-EZ is just three pages long,
with boxes to check—and applicants
self-certify as to the charitable nature
of the organization and its planned
activities.

According to a recent IRS Taxpayer
Advocate Service Annual Report to
Congress, the brevity of the 1023-EZ
has caused the IRS to erroneously grant
501(c)(3) status to unqualified organiza-
tions.! The net effect is a proliferation of
new charities that, but for the 1023-EZ,
would have either not been approved by
the IRS or launched under fiscal spon-
sorship. Long term, this may lead to
inefficiencies, as an increasing number
of organizations create duplicative ser-
vices and infrastructure while competing
for the same grants and contributions.
A single fiscal sponsor can efficiently
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sponsor hundreds or even thousands
of activities under the umbrella of one
legal entity, reducing administrative and
programmatic expenses. Ironically, many
grantmakers have recently begun funding
mergers and collaborations to counteract
existing duplications. As funders push
for consolidation, the 1023-EZ makes
proliferation all the more easy.

The Nonprofit Quarterly asked Laura
N. Solomon, Esq., founder of Laura
Solomon & Associates, and Tivoni Devor,
manager of partnerships and outreach
at the Urban Affairs Coalition, to debate
this new wrinkle in the decision-making
process for start-up nonprofits.

When and why do you recommend

fiscal sponsorship or 501(c)(3)?

Laura Solomon: I recommend fiscal spon-
sorship when a client has a short-term or
single project, like a client of mine who
rowed across the Atlantic Ocean to raise
money for ALS. I also recommend fiscal
sponsorship or a donor-advised fund
when an individual or group doesn’t have
the money or appetite for the ongoing
responsibilities of running a nonprofit.
A good fiscal sponsor can provide the
platform to further great charitable mis-
sions and programs nationally and even
internationally. Conversely, if a founder
has a serious commitment to the mission
and the responsibilities of starting and
running a nonprofit—together with
the financial and other resources—an
independent 501(c)(3) may be the right
choice.

Tivoni Devor: Naturally, I am a big propo-
nent of fiscal sponsorship for short- and
long-term projects, both big and small.
But now that we have the 1023-EZ, I
usually recommend that especially small
nonprofit start-ups—those with budgets
under $50,000—use the 1023-EZ. Smaller
organizations typically don’t need all the
bells and whistles of a full-service fiscal

sponsor. They don’t have staff, so they
don’t need HR support, nor do they need
to provide any payroll or benefits. Their
finances are simple and can usually be
done in Excel or QuickBooks. A sub-
$50,000 nonprofit can also choose to
file the Form 990-N during tax season, a
form that is also called the e-Postcard 990
because it is so easy to complete—and
organizations that file a 990-N fall under
most audit-compliance thresholds. I tell
small nonprofits that are not projecting
to cross the $50,000 level to go with the
1023-EZ first, and then, when they grow
and scale, to look to fiscal sponsorship
to help them manage that growth and the
challenges associated with that growth.

What are the pros and cons of each?

LS: The advantages of having your own
charity are clear. You have control over
your activities, finances, and mission.
With that control comes the “cons,”
though—which include the costs and
burdens of start-up and compliance
together with the significant job of
running a nonprofit, including formation
of aworking, engaged board of directors.
Fiscal sponsorship provides freedom
from those costs and burdens but also
comes with the “cons” of the fiscal spon-
sorship fee and a lack of control. Some
sponsored projects find that, as they
grow, larger or more established donors
want to see that the project is its own
independent 501(c)(3)—perhaps as a
sign of legitimacy, permanence, or com-
mitment. Other donors simply won't
make a gift through a fiscal sponsor
because they know that a portion of
their donation is going toward sponsor-
ship fees.

TD: I'll push back a little on the “cons”
of fiscal sponsorship when you talk
about the fees and control. As you are
considering choosing between fiscal
sponsorship and your own 501(c)(3),
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you have to weigh the costs of the fees
you are paying against the expenses of
doing it yourself. Often, we find savings
for 501(c)(3)s when they join us, espe-
cially in audit, insurance, and employee
benefit costs. Your fiscal sponsor should
have an economy of scale that reduces
these costs for you. Now, each organi-
zation that provides fiscal sponsorship
is different and offers different levels
of oversight that may feel controlling.
Often, independent organizations are
able sometimes to play a little fast and
loose in terms of compliance, but for a
large fiscal sponsor with many client
partners, one bad apple can spoil the
bunch. One bad act of a single client’s
may trigger a funder to avoid funding
any client using the same fiscal sponsor,
and I will agree that fiscal sponsors can
be bureaucratic and risk averse. Some-
times we turn down an applicant if the
organization’s program combines power

tools and youth, or has a business model
that may seem to have some inherent
conflicts of interest between the funders
and the program. In the long term, risk
management is what keeps programs
operational and sustainable, especially
in environments where nonprofits can
be attacked for all sorts of administrative
and financial reasons.

LS: T also strongly recommend that
any fiscal sponsorship relationship be
documented with a fiscal sponsorship
agreement that sets out all of the respon-
sibilities of each party, including the fees,
obligations of the sponsor, accounting
for funds and reports, ownership of intel-
lectual property, and timing and require-
ments for distributions of funds upon
termination. I've seen problems with
“divorcing” projects, in which the parties
end up arguing over the intellectual
property created by the project, or get

frustrated when the sponsor won’t grant
the balance of funds to a new sponsor or
501(c)(3) that the project forms.

TD: T completely agree. When one non-
profit fiscally sponsors another and it
is not its main mission and there is no
agreement, I call that casual fiscal spon-
sorship, and it can lead to all sorts of
trouble. I define formal fiscal sponsor-
ship as a partnership with a nonprofit
whose mission is to provide fiscal spon-
sorship as a service and that has a clear
agreement for you to sign.

When does fiscal sponsorship

make more sense than getting

your 501(c)(3), and vice versa?

LS: There’s no one-size-fits-all approach
here. My job as counsel is to review each
option and its pros and cons in depth,
and to guide the client to the option that’s
right for that particular client. It will

Order online at

Nﬁlﬁp

SPRING 2017 - WWW.NPQMAG.ORG

Subscribe
Today!

“The Nonprofit Quarterly is the
Harvard Business Review for our world.”

NunpruﬁtQuarterly.org

rofit

JUARTERLY

THE NONPROFIT QUARTERLY 61



www.npqmag.org

depend on the personalities involved,
depth of commitment, time horizon for
the activity, and resources.

TD: Each nonprofit is different, just like
each fiscal sponsor is different. It has to
be a beneficial partnership. The fiscal
sponsor must be able to provide a plat-
form for the client partner to grow and
flourish, and the client partner must be
mission-aligned with, and not a financial
burden on, the fiscal sponsor. In general
for a start-up, if you want to launch your
nonprofit quickly and with access to the
experience and support of an invested
partner, go with a fiscal sponsor. If you
want to work inside a community, being
apart of a fiscal sponsor’s family of proj-
ects gives you access to deep nonprofit
knowledge, networks, and flexibility that
you may not have on your own. But if you
want to launch a cheap and nimble orga-
nization so that you can take risks and
experiment and have no bureaucracy, go
with a 501(c)(3). Keep in mind, however,
that in doing so you expose yourself to
compliance issues in the long run due to
the new streamlined application.

When would it make sense to do fiscal
sponsorship followed by 501(c)(3)

status, or both, concurrently?

LS: If a client is planning to apply for
501(c)(3) status but believes that it will
take some time to gather the resources,
fiscal sponsorship may be a great
short-term option so that fundraising
can begin. In fact, some clients put a
fiscal sponsorship arrangement in place
while they start up, so that they can fun-
draise as soon as they incorporate and
while the 1023 is pending with the IRS.
Note, though, that this makes sense for
organizations filing the 1023 but not
the 1023-EZ. That’s because the 1023
takes three to six months, typically, but
our firm has gotten 501(c)(3) status for
clients using the 1023-EZ in as little as ten
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days. Remember, though, to focus on the
fiscal sponsorship agreement termina-
tion provisions and to make sure that any
funds remaining with the sponsor can be
paid out to the new 501(c)(3) once it gets
its exemption.

TD: Often, this is funder driven—as in
a funder wants to give a client money
but the client can’t accept it without
access to a 501(c)(3). We see this often,
and we find a way to quickly ramp up
so that the client can take advantage of
the funder’s interest and time line. My
organization, the Urban Affairs Coali-
tion, has been doing fiscal sponsorship
for over forty-seven years, and we've had
fiscally sponsored programs leave to be
501(c)(3)s and then come back to us a
few years later. We've also seen groups
with fiscal sponsorship as well as their
own 501(c)(3) to manage property or,
again, to satisfy a funder’s requirement.

In the end, deciding between getting a
fiscal sponsor or using the 1023-EZ to
register as a 501(c)(3) may be based
on simple geography—for instance, is
there a fiscal sponsor in your area that
you trust? Also, it may be good to have
both: you can have your programming
occur under fiscal sponsorship and lever-
age the advantages of fiscal sponsorship,
but keep your real estate or intellectual
property separate under an independent
501(c)(3), and have legal agreements
signed between the two.

NortE
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If You Are Thinking about How Best to
Launch a New Charitable Activity.. ..

1. First, articulate your mission and draft a
time line for your activities and a proposed
budget of your revenues and expenses for
the first three years.

2. Then, check to see if you're eligible to use
the new IRS Form 1023-EZ (starting on
page 11 of the instructions, www.irs.gov
/pub/irs-pdf/i1023ez.pdf).

3. Learn more about fiscal sponsorship.

4. Consult with a lawyer who can help you
to evaluate the best option to further your
mission.

To Learn More...
1. IRS website (www.irs.gov)

2. IRS Form 1023
(www.irs.gov/pub/irs-pdf/f1023.pdf)

3. IRS Form 1023-EZ
(www.irs.gov/pub/irs-pdf/f1023ez.pdf)

www.stayexempt.irs.gov
www.laurasolomonesg.com

WWW.Uac.org

oy Bnogs

National Network of Fiscal Sponsors
(www.fiscalsponsors.org)
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Growth Hacking for NGOs and
Nonprofits: How a Few Staffers
Can Mobilize Millions

by Julie Szabo

When nonprofits mobilize, they often focus on breadth—gathering large

numbers of supporters as a way to build power. When nonprofits organize, they

tend to invest deeply in nurturing volunteer leaders to ensure there are skilled,

committed people in place to do the organization’s work. Blending the two into

one model, however, may be the special sauce.

Editors’ note: This article is adapted from Beyond the First Click: How Today’s Volunteers Build Power for Movements and

NGOs, a report copublished by Mobilisation Lab (MobLab), Change.org, and Capulet. This article is an expanded version of an
article first published on NPQ’s website, on March 10, 2017.

F YOU SPEND FIVE MINUTES IN THE COMPANY

of software entrepreneurs, you'll

hear the phrase “growth hacking.” It

refers to amixed bag of experimental
strategies and tactics that start-ups use
to grow quickly and exponentially. So,
what does growth hacking look like in
the nonprofit world?

Research for Beyond the First Click:
How Today’s Volunteers Build Power
for Movements and NGOs' began with
a phone call to author and academic
Hahrie Han. While studying civic engage-
ment models for a recent book, Han dis-
covered that organizations that blend
“mobilizing” and “organizing” techniques
can engage people at scale more quickly.
We (the groups involved in research for
Beyond the First Click—Mobilisation
Lab, Change.org, and Capulet) were
intrigued by the idea, and, as we inter-
viewed more NGOs and experts, evi-
dence for Han’s thesis snowballed.

In Han’s definition of mobilizing,
nonprofits tend to focus on breadth—on
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gathering large numbers of supporters
as a way to build power. Organizing
nonprofits, however, tend to invest
deeply in nurturing volunteer leaders
to ensure there are skilled, committed
people in place to do the organization’s
work. Han says:

There are some organizations that
just do organizing; they do that
really deep work in local commu-
nities . . . but they’re never able to
take the great work they do and
scale it. On the flip side, [ see orga-
nizations that have a ton of scale
because they do alot of mobilizing,.
But even if they’re able to achieve
changes they want to make, those
changes are fragile because they
don’t have the leadership core, that
depth, that continues to advocate
for change over time.?

Showing Up for Racial Justice (SURJ)
is an example of an organization that is
successfully growth hacking by blending

mobilizing and organizing for scale.
SURJ has a tiny staff—just two full-time
employees and a few part-timers. Still,
they support more than seven million
white Americans in the movement to
end white supremacy and build a racially
just society. Scaling the movement with
volunteers is central to SURJ’s theory of
change.

From hosting kitchen table conver-
sations to organizing hundreds of rallies
across the United States, SURJ’s work
“just can’t be done without volunteer
leaders with very big responsibilities,”
says Randall Smith, a member of the
National Staff Team. “Without these
leaders, SURJ wouldn't exist.”

Amplifying an organization or move-
ment with volunteers isn’t a new idea.
Becky Bond and Zack Exley, who were
leaders in Bernie Sanders’s presidential
campaign, say it’s a lost art. They argue
that when organizations and campaigns
hire more full-time staff, they tend
to engage fewer volunteers and lose
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power. During the Bernie campaign, we
witnessed what volunteers are capable
of, and Bond and Exley encourage orga-
nizations to follow suit. “Every group
that stands for something important, no
matter how small, has a list of support-
ers. Those supporters want to help your
effort succeed. Put them to work!™

When 350.org launched its Fossil
Free campaign in 2012, it used mobiliz-
ing techniques—petitions and public
actions—to pressure universities and
institutions to divest from fossil fuels.
350.org is an expert at going wide, but
it’s also going deep with Fossil Free by
building distributed teams of highly
trained activists to scale up the move-
ment on university campuses. “We've
made a very intentional effort to train
individuals so they can help broaden
the movement,” said Anna Goldstein,
U.S. Team Coordinator.? The Fossil Free
Fellowship program trains fellows and
places them in paid summer internships
with host organizations to get hands-on
organizing experience.

“Being a fellow brought me into com-
munity with other strong, determined
organizers and allowed me to find my
own role in this fight. It gave me hope,
and taught me lessons that will carry me
through organizing for climate justice
for the long haul,” said Lex Barlowe, a
2014 fellow.% Fossil Free has spread to
more than five hundred campuses and
institutions globally, thanks to the work
of volunteer organizers.

Anyone who works at a nonprofit
knows it's tempting to equate impact with
growing supporter numbers. But, isn’t
going deep with volunteers who will lead
with us and for us just as important? If
NGOs are going to build stronger, distrib-
uted networks more quickly, Han, Smith,
and Goldstein agree, NGOs will need to
blend web-based movement-building
techniques with a deep commitment to
training and nurturing volunteers. That’s
their NGO growth hack.
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Reflections on volunteer coaching
1. How does your organization coach volunteers?

2. Is there a partner or foundation that could
provide resources for leveling up volunteers?

3. How could a fellowship model work in your
organization?

4. Which “on-the-job” skills can you teach to vol-
unteers who will practice them immediately
in the real world?

5. Who on staff—if anyone—focuses on your
volunteers'health, happiness, and success?

6. Is there an existing training model you can
tap into without having to develop your own
coaching curriculum?

Reflections on volunteer contributions and
performance

1. Do volunteer leaders contribute to strategy at
your organization? How?

2. Does your organization back away from giving
volunteers mission-critical work and holding
them accountable for outcomes? Why?

3. Aside from number of volunteer hours, what
metrics do you use to track volunteer perfor-
mance? For example, how does their work
contribute to the mission? Does the work add
to your volunteers'sense of well-being, contri-
bution, and place in society?

4. What steps can you take to support personal
successes for your volunteers?

Questions that will help you to explore the roles and the potential roles
of volunteers in your organization ’

Reflections on blending mobilizing and

organizing

1. Does your organization rely on a mobilizing
model, an organizing model, or both?

2. What opportunities are there for you to go
deep with volunteers? How could they support
the mobilizing work you're already doing?

3. Alternatively, how well are you able to mobilize
members, to create opportunities for involve-
ment that match interests that people already
have?

4. What would a lightweight, agile experiment
with mobilizing or organizing look like for your
organization?

Reflections on creating remarkable volunteer

experiences

1. What do volunteers look forward to most when
working with your organization?

2. How can you make volunteering a remarkable
experience?

3. What new or unique experiences can vol-
unteers expect when they work with your
organization?

4. Do you back away from asking volunteers to
make big commitments—emotionally and/
or logistically?

5. Inwhatways canyou explore and support your
volunteers'interests rather than simply expect-
ing them to support yours?

NoTESs

1. Julie Szabo and Darren Barefoot, Beyond
the First Click: How Today’s Volunteers
Build Power for Movements and NGOs
(Amsterdam, San Francisco, and Burnaby,
BC: Mobilisation Lab, Change.org, and
Capulet, December 17, 2016).

2. Interview with Hahrie Han, by
Mobilisation Lab, December 15, 2016,
soundcloud.com/user-926123477
/interview-with-author-hahrie-han.

3. This and subsequent quotes are from inter-
views by the author unless otherwise noted.
4. Becky Bond and Zack Exley, “The Revolu-
tion Will Not Be Staffed: How Big Organizing
Can Take Down Trump,” The Nation, Novem-
ber 30, 2016, www.thenation.com/article

/the-revolution-will-not-be-staffed-how-big

-organizing-can-take-down-trump/.

5. Szabo and Barefoot, Beyond the First
Click.

6. Ibid.

7. These “reflections” were taken from Szabo
and Barefoot, Beyond the First Click; they
have been lightly edited for this publication.

JuLiE SzaABo is codirector of Capulet, an
organization that makes Remarkables—
high-impact digital marketing campaigns
that attract attention and get people fired
up about causes and organizations that are

making positive change in the world.
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THE COUNTDOWN TO A CURE

FOR TYPE 1 DIABETES

HAS BEGUN

A diabetes powerhouse made even stronger — City of Hope's Diabetes & Metabolism Research Institute.
Here, major breakthroughs have changed the lives of millions of diabetes patients around the world. One
of the biggest, synthetic human insulin, was developed through research conducted at City of Hope,
which is a direct result of work pioneered by Art Riggs, Ph.D., our institute director, and his team. And
now we are looking to the future. The near future. With a goal of curing type 1 diabetes in six years. We
aim to do that thanks to a transformative gift from the Wanek family and the generosity of countless
others. The Wanek Family Project for Type 1 Diabetes at City of Hope: committed to finding a cure for
type 1diabetes. To learn more about our groundbreaking work in diabetes, visit CityofHope.org/t1d
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