Seeking Sustainability While Riding Out the Economic Storm

We are all well aware of the current economic crisis.  As we move forward let’s look at this crisis from the nonprofit’s perspective.  Here are some thoughts based on history, experience and recommendations for sustainability.

The Reality

The September 23 & 29 issues of The Cohen Report observe that “…nonprofits accustomed to generous grants from banks and financial services firms, especially those in housing and community development fields, should all be prepared for some long, hard efforts to make up for some potentially prolonged fundraising shortfalls.”  The Cohen Report also recognizes “…the impact on private foundation endowments and on private donors’ assets…”

Resiliency and Voice
Nonprofit Quarterly (NPQ) shared thoughts from their readers. “Rather than moaning about the loss of potential philanthropic grants… They know that no amount of charitable grantmaking… [from financial sources ] makes up for the shortfalls nonprofits face everyday as a result of long-term disinvestment in the systems on which the least well off Americans depend.”  Among the Themes shared by their readers include:

* “Something gained, something must be lost: What gets sacrificed? Affordable housing? Public works jobs? Incentives for energy alternatives? We all know that spending $700 billion on the bailout means that other social programs are going to be sacrificed, we just don’t know which ones and when.”
* “The rewards of deregulation: that it’s time to rev up the role of government to regulate against the excesses of unfettered free market dynamics, though they might remember that regulatory oversight applies to nonprofits themselves too.”

NPQ advises that “Rather than being captured and silenced by philanthropic gifts from Wall Street, the commercial banks, and Fannie and Freddie, the nonprofit sector is going to have to stand up to challenge economic fundamentals in order to achieve long term changes.”

What’s Ahead for Nonprofits

Even with the realities of lost assets and the absence of lending, Bruce Mann, an economist and professor at University of Puget Sound, looks at history to help nonprofits understand what’s ahead.  From his data, if the trends of recent recessions are an indication, “recession does not seem to be too terrible for nonprofits.”  Mann reports that through the last 3 recessions private sector giving and national income grew.

Mann sees two main areas of concern for nonprofits: Recession and Restructuring

1) Recession as it relates to Interest Rates, Portfolio Value & Revenue Sources

* Government funds are especially at risk at the local & state levels.

* Income from assets is down, but asset based giving will return to previous levels after the recovery.

* High income donors are pinched due to losses for the short term, but their asset value will go up eventually. Individuals will be cautious after the recovery.

* Individuals will continue to give but at smaller amounts.

2) Restructuring with impact on Contributed Income & Strategic Behavior

* Earned Income will be a ‘tough sell’ for a couple of years. Nonprofits will need to adjust prices and programs to meet this challenge.

* Time & Distance will be factors for volunteers who will reevaluate their involvement and the use of their time based on the cost of going to & from a potential commitment.

* Major donors will take time to rebuild their wealth.

Steps Toward Sustainability

What will it take? As the Center for Nonprofit Advancement pointed out in their event promotion, “If this is the perfect storm, then nonprofits must paddle harder to face what’s ahead with new tools, techniques and attitudes. Can wise fundraising, prudent financial management and strategic partnerships get your organization to calmer waters? Perhaps!”

The Bridgespan Group points out that “Tough times force hard choices….But learning from what others have done before in the face of less severe financial crises can be extremely useful.”

They suggest these steps:

1. Act quickly, but not reflexively, and plan contingencies.
2. Protect the core.
3. Identify the people who matter most and keep that group strong.
4. Stay very close to your key funders.
5. Shape up your organization.
6. Involve your board.

7. Communicate openly and often.
Bridgespan also suggest raising questions that nonprofits ask themselves such as:

• Are we managing costs as aggressively as possible?

• What are our most important relationships and are we attending to them?

• Are there steps we can take to simplify our operations?

• Should we be thinking about a merger?

• Do we have low- or no-cost ways to strengthen our organization?

Sustainability Tools

When dealing with sustainability in hard times George L. Head, Ph.D. believes that Risk Management is an important tool to counter threats and seize opportunities in uncertain times.  He believes that “To reach its full potential, a nonprofit must be prepared to grasp opportunities whenever they arise, whether from sudden changes in the nonprofit's outside world or from innovations that originate within the nonprofit.”  He also points out that attitude toward risk is key to how the nonprofit approaches its threats and opportunities.

“Risk management grapples with each of these four measures of surprise. It: 

1) “…seeks to influence the direction of the surprise: to minimize unforeseen threats of loss (negative outcomes), while nurturing opportunities for gain (positive outcomes) whenever they arise. 

2) “…strives to increase the magnitude of positive outcomes, while reducing the severity of negative ones. 

3) “…focuses on making positive surprises more probable and negative surprises less likely. 

4) “…works to reduce the variability of both positive and negative risks so that their outcomes can be more accurately anticipated, their financial consequences better budgeted, and each nonprofit's future made more certain.”

Head also advises nonprofits to “consider the four broad categories of resources that, from a risk management perspective, are crucial to mission fulfillment for any nonprofit.” * its people, 

* its property, 

* its income, and 

* its reputation. 

Head believes that “In the midst of economic downturns, … the discipline of risk management can provide resources and tools for sustaining a nonprofit and the clients and communities it serves.”

Nonprofit Economic Vitality Center

To give nonprofits tools to help them continue serving their communities’ expanding needs on dwindling budgets , the National Council of Nonprofits has assembled the Nonprofit Economic Vitality Center, a free, online clearinghouse of resources designed to help nonprofits cope with the multiple challenges created by the faltering economy.

The Nonprofit Economic Vitality Center consists of three “Focus Areas”: 

* Basic Facts & Analysis, 

* Impact on Nonprofits, and 

* Proactive Positioning—Action Steps for Nonprofits. 

In combination, these sections aim at helping not only nonprofits but also grant makers, journalists, policy makers, and the general public understand the scope of the economic downturn, how it affects nonprofits in various subsectors and regions across the country, and what nonprofits can do to weather these turbulent times. Visit the Vitality Center at this link: http://www.councilofnonprofits.org/economy
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