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Foreword


We need nonprofits today. We need them now more than ever. Not every problem has a market-based solution that can be solved by an innovative business. Taxpayers are leery and untrusting of government-led initiatives. Even programs that show signs of progress are currently in danger of losing their funding. So, it falls to the nonprofits and those intrepid souls who forego the riches of the market or the power of politics to make the world a better place.


I’m referring directly to you—the dreamers and doers—who look at the world the way it is and imagine a way to make a difference. True, your entity will likely not make a financial profit. But to say that there would not be a gain from your work would be a great fallacy. Webster’s Dictionary defines profit as “a valuable return.” From helping refugees in Syria to assisting retirees in Savannah, the work you do will profit many—just not in the ways our business-focused society might expect.


Now is an exciting moment in the nonprofit world. Acting on a renewed purpose, social entrepreneurs are reconsidering how nonprofits operate, how they are perceived, and how they function to deliver on their mission statements. For too long, working at a nonprofit was considered a way to give back and not a vocation. It was an act of charity often focused on the giver. The word “charity” is derived from the Latin word caritas, which in essence means “love,” but the word had nothing to do with the recipients of that love. We have been focused on praising those who give, not whether that giving has any measurable impact on the lives of recipients of those efforts.


In fact, our notion of how nonprofits should be organized comes to us from the Puritans. In the spring of 1630, a flotilla of 11 ships set sail from England bound for the Massachusetts Bay Colony. Aboard was John Winthrop who delivered his “Model of Christian Charity” sermon. In it, he declared that the colony would be a “city upon a hill.” Charity, he argued, was not designed as salvation for those in need, but instead was created as salvation for those who donated. Winthrop and the Puritans believed it was the hand of God that determined who would be rich and who would be poor. For those who were blessed with riches, charity became the way they could achieve salvation. The impact of their charitable work was, in essence, inconsequential. For 350 years, this focus on giving instead of impact hampered the nonprofit world. It wasn’t until more recent times that social entrepreneurs questioned the model and developed a more modern approach to charity. This approach has worked with aplomb.


Today’s nonprofits have broken through what I call the Charity Industrial Complex. The three main principles of this concept are that charities should be meek in overhead but mighty in intentions, that guilt is the most effective tool to build donor support, and that charities reward the act of giving without tying it to impact. For example, a common refrain in reference to that meek versus mighty overhead is: “How much of my money will go into the field and how much to overhead?” In short, nonprofits are always struggling to keep overhead low. But why? What if nonprofits had higher overhead to create amazing marketing pieces or to retain top-tier talent? Wouldn’t that bring the organization closer to fulfilling its mission? New York Times columnist Nicholas Kristof noted, “Any brand of toothpaste is peddled with far more sophistication than the lifesaving work of aid groups.” Shouldn’t the organizations that are trying to save the world market themselves with the same tenacity as Crest?” In other words, at the end of the day, a nonprofit is still a business—one with everyday concerns, like how to raise money and balance overhead with results.


One example of a nonprofit doing this well is charity: water. It is an incredible nonprofit that has fueled much of this new strategic thinking. To raise money, they do not use images of children or of a community in desperation. Instead, their images are positive and uplifting. “I think so many charities for years have operated in shame and guilt. Let me make you feel as bad as possible about yourself so you will then reach into your wallet and give. For us, it is much more invitational. It is a great opportunity not based in guilt or shame,” Scott Harrison, the founder of charity: water told me. “No one is going to wear a T-shirt about an organization that makes you feel lousy about yourself. But we do wear T-shirts from Nike because Nike makes us feel great about ourselves.”


No longer content with celebrating amounts that are donated, nonprofits are now, more than ever, focused on results. Pioneers such as the Skoll Foundation, the Omidyar Network, the Bill and Melinda Gates foundation, the Case Foundation, and others have taken lessons learned in the business world and applied them to the nonprofit space. This new found focus on driving and striving for greater results means that more people than ever are impacted by the work of nonprofits.


Constrained by limited resources, most nonprofits once had goals that were aspirational but not tangible. But no longer. Today, nonprofits operate with the relentlessness of a Silicon Valley startup, with the shrewdness of a publically-traded corporation, and with the savvy that would make a business school professor proud. They are raising more money than ever. They are reaching more people than ever. They are having a larger impact that ever.


The experts at Entrepreneur Media have written this wonderful book to help get your nonprofit started, operational, and successful. They cover the finer points of running a nonprofit. Usually, this information is learned only after you’ve made mistakes. Now, you can avoid them. Without traditional revenue streams that for-profit companies rely on, you will need to develop funding streams to support your work. Many describe it as the “fundraising treadmill.” You will learn in this book how to avoid running in place and how to make regular process with your donor base. Entrepreneur outlines the vital connection you’ll need to make with your community through social media, which today is a must for any successful charity.


Andy Warhol once said, “They always say time changes things, but you actually have to change them yourself.” That is my hope for you. In this book you will discover the tools you need to go forth and make that change happen.


—Jason Haber, author of The Business of Good and a social and serial entrepreneur









Preface


The essence of a nonprofit organization can be summed up as “serving mission, not profit.” Whether your mission is saving puppies, feeding children, preserving history, or the myriad other missions that nonprofits set out to achieve, the ultimate goal is to spend what you bring in—wisely, of course—on the mission. This naturally stands in contrast to the goal of for-profit organizations like small businesses and corporations, which is to earn profits.


A nonprofit organization’s mission statement is extremely important. Although the mission statement in the corporate world became trendy around the time of Stephen Covey’s book The 7 Habits of Highly Effective People and eventually turned into another marketing exercise, a nonprofit organization’s mission statement has always and truly been the key to why the organization exists at all.


Don’t be duped into thinking that just because you don’t need to “make a profit,” running a nonprofit is easy! It can be just as hard, if not harder, than running a for-profit business. Even if donations come rolling in and you find committed donors interested in supporting your mission, the IRS expects nonprofits to run a very tight ship. There are rules to abide by, bylaws to be written and carefully followed, and reports to be created. Form 990—the nonprofit equivalent of the taxpayer’s 1040 tax return form—is long and complex. Financials need to be audited.


Taxes and financials are just the beginning. Nonprofit organizations must consider almost every aspect that any for-profit organization does—from human resources to marketing to sales (thought of as “sponsorships” in the nonprofit world, but they’re sales, nonetheless) to database management. Throw in some extras like a board of trustees, donor cultivation and stewardship, and other things unique to nonprofits, and it becomes clear how complex nonprofit organizations are.
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Religious organizations are a whole separate status of nonprofit from other not-for-profit organizations such as social service or cultural ones. This book doesn’t cover starting a religious nonprofit, such as a church, in any way. Be sure to seek out very specific advice if that is your goal.






 





But all that said, don’t be scared away! Nonprofit organizations provide essential services to the world and provide meaningful work to employees and volunteers. It’s rewarding work, and if you ask most nonprofit folks, they’ll tell you there’s nothing they’d rather be doing. So get ready to turn to Chapter 1 and start saving the world.









CHAPTER 1


Saving the World by Being True to a Mission


The great majority of nonprofits get their start because someone is on a mission to help serve a need in their community that isn’t being served otherwise. That need could be as seemingly obscure as preserving specimens of old appliances to as obvious as helping people who lack financial means get basic necessities. In fact, federal, state, and local governments seem to rely on the nonprofit sector to extend the assistance available to those in need—from abuse safe houses, to addiction rehabilitation, to feeding hungry children, and definitely to pets in need—a service every community needs but to which the government does not contribute in any meaningful way, and which is fully addressed by nonprofit animal shelters and rescue organizations.
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The nonprofit sector has around 11 million employees, making it the third largest industry in the United States, but it accounts for only about 10 percent of wages and salaries in the U.S.


—The Economics Daily, U.S. Department of Labor, Bureau of Labor Statistics (www.bls.gov/opub/ted/2014/ted_20141021.htm)






 





Other organizations keep the cultural aspect of our society intact. Nonprofit theatre groups, literary organizations, art museums, and historic preservation groups ensure that the history and culture of our society are not only preserved, but continue on.


In turn, for helping fulfill the needs of the greater community, these organizations are given nonprofit status in the eyes of the IRS and are not required to pay taxes on the donations they receive. And donors to the nonprofits are further encouraged to donate, not just to help the needy or preserve cultural artifacts for future generations, but also for the pot-sweetener that these donations are (typically) tax deductible. It ultimately is a win-win-win situation: The nonprofit gets to fulfill its mission without dealing with tax dollars, the donor gets the advantage of tax deductions, and the government gets help fulfilling its mission of taking care of its citizens.


How Will You Save the World?


What is the mission that is near and dear to you? Nonprofits exist in almost every category imaginable. This section provides an overview of some of the major categories of nonprofits currently at work in the U.S. and beyond.


Medical


Hospitals represent some of the largest nonprofits in the United States. Not only are they big, but they are very complicated and very expensive, each representing millions of nonprofit dollars. Tufts Medical in Massachusetts, the Cleveland Clinic in Ohio, the Mayo Clinic in Minnesota, and Loma Linda University Medical Center in California are all extremely well-known nonprofit hospitals that attract patients from all over the world. They all have giving programs and receive donations from grateful patients or their families or alumni of the university with which they are affiliated, along with many other donors. Many nonprofit medical centers have three-tiered nonprofit programs including educational, medical treatment, and research.


But hospitals are far from the only medical-related nonprofit organizations. Most medical associations like the American Heart Association, the American Diabetes Association, the American Cancer Society, and the Multiple Sclerosis Society are well known to the general public. Other nonprofit associations, many of which are far less well known, exist for almost any medical condition. The mission of such organizations is typically three-fold: to educate patients through workshops, programs, written materials, and online information sites; to assist patients with managing their lives with a particular condition or disease; and to donate to, encourage, and otherwise facilitate research to help manage and cure the disease.


Many medical/health-related nonprofits are started because of a personal experience with a particular disease or condition. For example, The Michael J. Fox Parkinson’s Research Foundation bears the name of the famous actor who has publicly shared his diagnosis with the world; the foundation seeks to find a cure for Parkinson’s disease. The Susan G. Komen for the Cure, formerly the Susan G. Komen Breast Cancer Foundation, was founded by Komen’s sister, Nancy G. Brinker, who promised her sister she would do everything she could to find a cure for the breast cancer that ultimately took Susan’s life. (The Susan G. Komen for the Cure organization experienced some negative publicity that will be discussed later in this book as an example of how to—or how not to—deal with bad press resulting from decisions or statements made by an organization.)


Smaller medical nonprofits are also common. In Colorado, the 43-year-old Roundup Fellowship helps people with developmental disabilities lead a better life. And the compassionate Balloons for Luv is a 501(c)(3) that provides Mylar balloons with cheerful messages to kids receiving medical treatment for serious illnesses.


Later in the book we will hear from Catherine Poole, founder and executive director of the Melanoma International Foundation, who started the foundation because of her own experience with melanoma and the difficulty she had finding useful information to help her with her own battle with the disease. Now 24 years a survivor, she became determined to help other people find information and assistance and started her organization a decade ago.
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Before starting up a whole new nonprofit, investigate whether your nonprofit idea might fit as a project within or as a new branch of an existing nonprofit.









Education


Perhaps the second largest nonprofit sector is education. The biggest players in the education sector are, of course, the major universities and private colleges. They seek significant support from alumni who graduated from their school and went on to do great things. With fond memories of their alma mater, these graduates often write very large checks to the college/university that helped them be so successful.
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It is perfectly acceptable to elect company officers who also serve as members of your board. For example, you can have a director/president, a director/vice president, and a director/treasurer.


—LegalZoom (www.legalzoom.com)






 





Universities, like hospitals, have vast infrastructure. When they want to build a new building or complex devoted to a specific educational topic, they start with a behind-the-scenes search for that huge donor who may be given “naming rights.” The Cummings School of Veterinary Medicine at Tufts University, The Anderson School of Management at the University of New Mexico, and Rockefeller University in New York are a few examples from the endless list of departments and even entire schools named after the person who put up the funds to found the school or was a key donor to a specific academic department.


Sometimes a department is named after a famous alum or former faculty member to commemorate the person’s contribution to the success of the establishment. For example, the Fiske Kimball Art Museum at the University of Virginia was named for the man who was the head of the first art and architecture department at the school.


If your nonprofit startup will have a facility, offering such visible naming rights to significant donors can be a great source of funding. We discuss how to conduct the various stages of such a campaign and some unique ideas for naming opportunities in Chapter 9 on fundraising. Even if you don’t have a physical building you could name after someone, you could name projects, campaigns, and other efforts after them. Don’t discount this potential source of funding.


The Arts


One of the things that distinguishes us humans from the rest of the animal world is our ability to appreciate something that is considered nonessential to the basics needed for existence—art. (There are many who would argue that the arts are essential to existence, but you get the drift here!) The arts in this context encompass music, fine art, performance art, and literature.


Communities of almost any size often have small and medium-size theatre troupes. The small “city” of Portsmouth, New Hampshire—whose population has never topped 30,000—is a vibrant waterfront city within easy drive north of Boston and has been home to several regional and local theatres for decades. The community seems determined to care for its art groups through thick and thin.


Larger cities are typically home to anchor nonprofits in each category: a symphony, an art museum, perhaps an opera house and/or theaters, and a large library. Many times these are housed in historic buildings whose preservation through a local nonprofit historic preservation group or a “friends” of the building group becomes a source of community pride—and helps keep the organization alive and thriving.


Museums of all kinds fall under the arts umbrella. There are museums for practically everything you can imagine. For example, in a small area of rural New Hampshire you have the New Hampshire Farm Museum, Boat Museum, Children’s Museum, two small natural history museums (the Woodman Institute and the Libby Museum), and the Wright Museum dedicated to the World War II home front. All nonprofits. And all with a mission to keep alive the history of something that someone—or, often, several someones—felt the need to preserve.


Fine art museums, of course, are key institutions in many larger cities. The Metropolitan Museum of Art in New York, the Art Institute in Chicago, and the Getty Museum in Los Angeles are all large, well-endowed institutions. Some are the result of the vision of one person, or a family, to preserve a collection of important artworks or a style of art. Perhaps you have in mind a smaller art museum—everything started small at some point!
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Local and small nonprofit venues are teeming with women in power, but when big money comes into play, boundaries go up quickly . . . Overall, women comprise 43 percent of the membership of nonprofit boards; but that drops to 33 percent when considering boards of nonprofits with incomes of $25 million or more.


—Nonprofit Quarterly (www.nonprofitquarterly.org)









Service


Service organizations include social services, but also much more. Perhaps you want to teach people how to build wooden boats or do repairs on their home or write a book. Often these activities are programs offered through a nonprofit with a broader mission. The Loft Literary Center in Minneapolis, for example, offers classes for writers but also holds events and offers resources to writers in their mission of being “dedicated to the advancement of writers, fostering a writing community, and inspiring a passion for literature.”


Conservation groups such as local land trusts, and statewide and national organizations, provide a watchdog service of keeping tabs on natural resources and development, particularly in sensitive environments, and land use that is detrimental to a specific species. They do the hard work of holding and monitoring easements that might otherwise not be done, and much more.


Some organizations go beyond the local—in fact they go wherever they’re needed. First Response Team of America sends teams to areas hit by disasters such as floods, earthquakes, and tornadoes very quickly. Once on the ground, First Response teams join local first responders and help residents until other, more official disaster response arrives.


Social service agencies help vulnerable and/or low-income populations in a community. Think things like food pantries that provide basic necessities to those in need, free or inexpensive legal services, safe houses for abused women and/or children, support services for the elderly such as Meals on Wheels, transportation for those unable to drive themselves to the grocery store or doctor, shelters for the homeless, or animal shelters that help the community care for homeless pets and help citizens who no longer can care for pets for myriad reasons. These service nonprofits often supplement or in effect replace local, regional, and state agencies and provide for their citizens.


This is where the nonprofit sector shows how critical it is in providing fundamental services to the community. In fact, during periods of economic strife, such as the Great Recession of the late 2000s, it is doubly difficult when federal dollars are cut for these kinds of services and people turn to nonprofit organizations for help but donations have slowed for them as well, making it even harder to provide services.


The IRS Categories


The Internal Revenue Service, under the 501(c)(3) designation, has its own categorization of nonprofit status. The main type of nonprofits, Type 1 under Section 501(c)(3), includes educational, concerned with public safety, literary, religious, promoting amateur sports, and cruelty prevention of both children and animals. A little light reading to become familiar with IRS publication 557 (see www.irs.gov/Forms-&-Pubs) before categorizing your nonprofit is not a bad thing to do.


Beyond those general categories, the IRS further delineates nonprofits using such categories as “private foundations” (think of the ones you hear associated with NPR or PBS programming—the Getty Foundation, the John D. and Catherine T. MacArthur Foundation) and “public charities,” including research groups and educational institutions.
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Write your mission statement without worrying about length. Then edit it down until it says what your mission is in the fewest possible words. Get help from a freelance writer/editor if you are not a wordsmith yourself—that’s an inexpensive way to get the best mission statement. Chapter 2 talks more about writing mission statements.






 





According to Nonprofit Central (“Types of NPO: IRS Classification,” www.startnonprofitorganization.com/types-of-npos-irs-classification), there is also a “quasi-nonprofit” category—a mix of nonprofit and for-profit aspects, which is a very complicated business structure for someone looking to start a nonprofit.


Last, advocacy groups that are formed specifically to influence public policy and government are not considered 501(c)(3) nonprofit organizations under the IRS tax code. If you plan to do any advocacy in your nonprofit, be very careful to investigate the specific laws regarding advocacy, lobbying, and politics. There is some small amount of advocacy work that a 501(c)(3) is allowed, but you need to know very specifically for your type of nonprofit organization how you can go about this—perhaps by hiring a separate lobbyist using money designated specifically for that purpose, or perhaps only a certain percentage of your revenue can be used for advocacy work.


Other IRS Startup Information


The IRS online has a fantastic section on its website called The Life Cycle of a Public Charity at http://irs.gov/Charities-&-Non-Profits/Charitable-Organizations/Life-Cycle-ofa-Public-Charity. This outline covers all the ways that the nonprofit startup will intersect with the IRS; it includes what you need to do every step of the way to make sure you are in compliance with the IRS rules.


The Life Cycle starts with a list of all the organizing documents you will need, from your bylaws, to your EIN application, to your 501(c)(3) determination letter, to Form 990 (covered in detail in Chapter 4).
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It is best not to solicit donations to your new nonprofit until you have all the paperwork in place, especially your 501(c)(3) determination letter, and have filed your articles of incorporation.






 





You cannot find a better way to be sure you are following all the appropriate processes than checking this Life Cycle and following the steps. The IRS online information will be the most up-to-date you will find, including the ways that you can jeopardize your tax-exempt status.


The Numbers


According to the “Nonprofit Sector in Brief 2015,” prepared by the Urban Institute (www.urban.org), there are more than 1.4 million nonprofit organizations in the U.S. registered with the IRS. That is a lot of nonprofiting. And that is where you might want to think long and hard about whether you need to add another nonprofit to the list.


The report also states that public charities account for about 60 percent of the 1.41 million nonprofit organizations in the United States, and contributed about three quarters of the revenues and expenses in the nonprofit sector. Public charities are organizations such as arts and cultural organizations, environmental groups, animal shelters, education, and health-related nonprofits. According to the report, in the decade between 2003 and 2013, “. . . nonprofit revenues and assets grew faster than GDP: after adjusting for inflation, revenues grew 30.7 percent and assets grew 32.7 percent, compared with 14.3 percent growth for GDP. Expenses grew 27.3 percent (after adjusting for inflation) during the same period.”


About half of the revenue stream for most nonprofits categorized as public charities came from fees from providing services and cost of goods such as educational tuition and adoption fees at animal shelters.


Size


While many nonprofits consist of just one or two paid employees and operate on a budget of under $100,000, don’t think that just because an organization is nonprofit it has to be small. The Susan G. Komen for the Cure reported $250 million in earnings for the fiscal year ending March 2015, with total assets numbering $177 million—that is not your mom-and-pop nonprofit organization! While few nonprofits will get that large, it is a good example of how the sky’s the limit in your vision of your nonprofit.


You should definitely have a vision, and if you envision your organization staying small or mid-size, that’s great. If you see it getting large, that’s great too. But start out with manageable goals—whatever that means for the organization you have in mind and the resources that you have gathered. Like for-profit businesses, nonprofits get large through planning and implementing their plans in a methodical fashion, over the course of years.
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Seventy-one percent of millennials (those born between 1980 and 1995) have fundraised for a nonprofit.






 





Lastly, if you’re going to grow, grow for the right reasons. For-profit companies grow to make more profits—and to provide more money to their owners or shareholders. Nonprofits don’t grow for growth’s sake. A nonprofit grows in order to better fulfill its mission—feed more children, save more homeless pets, preserve more works of art and have more space for the community to enjoy the art the nonprofit is preserving, expose more people to theatre arts, or help struggling writers and artists.


The overall goal of a nonprofit is to use all the revenue brought in to serve the mission for which the nonprofit was established. This thinking is part of the basis for many nonprofits’ bylaws, which regulate that when the organization receives a donation of stock, the stock must be sold within two to three days. Donations to the organization are to be used for the sake of the mission; money is rarely used to make money.
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The Susan G. Komen for the Cure Foundation, started by the sister of the woman who died of breast cancer for whom the foundation is named, is a huge nonprofit that found itself embroiled in a controversy that brought the foundation down several notches. An announcement in January 2012 that the organization would stop funding Planned Parenthood set the Komen Foundation down a road of unexpected crisis. According to a report in The New York Times in November of 2012, the foundation saw boycotts of not only the foundation itself, but of corporate sponsors as well. Planned Parenthood began receiving large donations from other donors and organizations.


The media attention paid to the announcement (which was reversed four days later) was equal to the enormous size to which the nonprofit had risen. Several top staffers at Susan G. Komen resigned. The lessons learned, however, apply to nonprofits of every size.


             1.  If controversy does find you, face it head on.


             2.  Find a communications consultant to help if you don’t have a communications director on staff.


             3.  Perhaps most importantly, focus on your mission more than ever before. Do as the Komen Foundation did and get back to the stories of the real people your organization is impacting.


Unfortunately, although it mitigated the damage to some extent, the Komen Foundation’s blunder has still had long-lasting impact, with revenues down from $348 million in 2012 to $250 million in the fiscal year ending in March 2015. Imagine one decision costing your organization 28 percent of its revenue, and the reality of how quickly things can change will help any organization focus.









Let’s Get Started!


If after reading this chapter you are ready to move on with starting your nonprofit, that’s great! The nonprofit sector does amazing work helping the most vulnerable in communities, from hungry children, to abused women, to homeless pets. The sector also makes sure that we continue to value the humanities and the things that make humans distinct from the rest of the animal world—the creation of art, literature, music, and thought-provoking ideas and inventions.
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Make sure you are telling the whole story of your nonprofit’s service. For example, animal shelters do not provide services just for the furry critters that end up homeless—they provide a critical service dealing with the unwanted pets in a community.






 





Without the nonprofit sector, a significant piece of the economy in the United States would be lost. Although starting a nonprofit is neither simple nor easy, the rewards can be enormous. Like starting a small business, start slow and focus on planning. Plan for the launch of your nonprofit, and plan for growth, and your nonprofit is likely to succeed!









CHAPTER 2


Setting Up Your Nonprofit for Success


You have your idea. You are convinced that your idea is best served by being set up as a nonprofit organization, not as a small business. You’ve done due diligence that there is not another nonprofit (or for-profit business) that is accomplishing the mission you have set for your organization. You have also explored whether or not there is an organization that is doing similar work or work within your sector that you could establish yourself within, using it as a “fiscal sponsor” instead of creating a whole new nonprofit organization (often appropriate for a mission that has a clear endpoint, such as helping rebuild after a disaster).
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Do you know someone as committed to your cause as you are? Consider having a co-founder—not only does it spread the work, it spreads the word exponentially by having that many more connections to contact about your nonprofit.






 





If you have done all this, and still decide your idea and its mission merits its own organization, you are ready to start the process of establishing your nonprofit. Figure 2–1 is a checklist to help you get started.


Incorporating


Once you have filed your organization’s “articles of incorporation” with your state, your organization is now considered to exist. The articles of incorporation contain the following (in most states):


       [image: ][image: ]  Your organization’s legal name


       [image: ][image: ]  Your organization’s address and other contact information


       [image: ][image: ]  The purpose or mission and perhaps vision of the organization


       [image: ][image: ]  The fiscal agent, if there is one


       [image: ][image: ]  The names of the board of directors
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FIGURE 2–1: Checklist for Starting a Nonprofit


This is the document that officially designates the creation and existence of your organization, similar to any other business.


Writing Your Mission Statement


A mission statement should do just that: state your mission. It answers questions like what is the purpose of your proposed nonprofit? What will it do and for whom and how will it do it? Distill things into one sentence that sums up your nonprofit and its goals, and you have your mission statement.


You should put some real time and effort into your mission statement, as it will always be there to guide the organization, perhaps for years—perhaps even beyond your tenure if the organization is successful and you move on to other pursuits. You might quote it on a plaque and place it prominently in the office for all to see and remember. You might include parts of it as your signature on your organization’s emails. It represents the core of your organization and provides a place to always come back to when you need to check how you’re doing and whether you’ve strayed from your original purpose. All of your staff should know and be able to state in their own words your mission statement.


A mission statement says who you are, what you do, for whom, how you do it, and why you do it. That’s it. It sounds like it should be easy. Here’s a typical example: “Pets and Pals is a 501(c)(3) animal care organization that provides shelter and care for unwanted dogs and cats in Zionsville, Indiana, by assembling and focusing the resources of the community for the benefit of your furry friends.” That’s kind of wordy and, frankly, boring and predictable. It also doesn’t get to the why.


You can be briefer and less formal. Here are some real-life examples:


           Possible Health: “Possible is a nonprofit healthcare company that delivers high-quality, low-cost healthcare to the poor.” That’s just 16 words, but it gets the point across very well.


           National Wildlife Foundation: “Inspiring Americans to protect wildlife for our children’s future.” Just nine words.


           The Humane Society: “Celebrating animals, confronting cruelty.” They got theirs down to four words.


           TED: “Ideas worth spreading.” Just three words! Talk about pithy.


You may want to write your mission statement yourself or enlist a partner or a team. You might think about having your board devote a meeting to coming up with the most succinct statement about the organization. However you choose to do it, remember that your mission statement will serve to explain your cause and inspire others to join. Give it some careful thought!


Bylaws


Your bylaws make up one of the most important documents of your organization. This document outlines everything about the way you do business. Bylaws are the set of rules by which your nonprofit will operate. Bylaws include many details that will come up in other places throughout this book. These details may include but are not exclusive to the following:


       [image: ][image: ]  The parameters for selecting a board of directors, including a range of the number of directors, the term of the directors, how directors will be appointed/elected, how the executives of the board will be determined, and any guidelines for how replacements will be made if directors step down before their term is up


       [image: ][image: ]  Guidelines on the use of donations such as bequests and gifts of stock


       [image: ][image: ]  The curation of artifacts, rules regarding deaccessioning and/or sale of items in a museum’s collection


       [image: ][image: ]  The hiring of, review of, firing of, and replacement of the executive director


       [image: ][image: ]  The rules for changing the bylaws


       [image: ][image: ]  Membership rules, if applicable, including whether the organization is required to have an annual membership meeting
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Be sure the bylaws include the procedure for amending, updating, and changing the bylaws themselves!









Nolo.com recommends putting rules and regulations in the bylaws as much as possible, as opposed to putting them in the articles of incorporation, which are much more complicated to change than the bylaws. Think of bylaws as an operating manual—when things change, you can change the operating manual. The free, nonprofit help site Form 1023 (http://form1023.org) has a sample set of bylaws available for study and adaptation at http://form1023.org/how-to-draft-nonprofit-bylaws-with-examples.


The All-Important 501(c)(3) Tax Status


The IRS tax status known as 501(c)(3) is the key to your nonprofit non-taxed organization. Apply for this as soon as possible; you will use the resulting tax status letter often. Log on to the IRS site at www.irs.gov and search for Form 1023, Application for Recognition for Exemption Under Section 501(c)(3) of the Internal Revenue Code.
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If you rent office space from another nonprofit or within a for-profit company, think about whether you need a separate entrance—those situations are out there but they can be harder to find.









Tax Deductible


Donations to your 501(c)(3) organization are tax deductible by the donors with certain criteria. The responsibility on the organization’s part is to document donations and acknowledge them with a formal letter (see Chapter 9 on development/fundraising for further details). Do not give tax-deduction advice to donors, but refer them to a tax accountant or to the IRS publications regarding charitable donations. The IRS is very specific regarding tax deductibility of charitable donations, and you don’t want to give out inaccurate information.


Public Charity vs. Private Foundation


When the IRS makes a determination on your nonprofit status, what they have to go on is what you present to them. Nolo.com defines public charities as groups that “derive most of their support from the public or receive most of their revenue from activities related to tax-exempt purposes.” Nolo goes on to explain that “Most groups want to be classified as a public charity because private foundations are subject to strict operating rules and regulations.


“Under IRS regulations effective September 9, 2008, all new 501(c)(3) groups will automatically be classified as public charities for the first five years as long as they demonstrate in their Form 1023 that they reasonably expect to receive qualifying public support. These rules eliminate the requirement that new groups applying for 501(c)(3) tax-exempt status seek an advance ruling on their public charity status.


“For the first five years, the group will maintain its public charity status regardless of how much public support it actually receives. After the initial five-year period, the IRS will start to monitor whether the group receives the public support necessary to qualify as a public charity.”


The Founder’s Role


If you are reading this book and planning to start a nonprofit, chances are you are or will be considered the “founder” of the organization. Many times there are several people looking to serve a mission, and all would be considered founders of the organization.


If you are the sole founder, you need to decide what you want your role to be as the organization gets underway. Do you plan to serve on the board and be an overseer while hiring an executive director (ED) to run the day-to-day operations? Or do you plan to be the day-to-day person taking on the ED role while you look for community members to fulfill the board of directors? (See the upcoming section “Executive Director” for more on the ED’s role.) Not surprisingly, there are benefits and drawbacks to either scenario.


The person who thought up the idea to create the nonprofit that will serve the identified need and fulfill a mission is likely the person with the most intimate view of how best to do what needs to be done. In some ways, that person can best serve the organization by being a member of the board of directors, likely the chair or president, offering a big-picture view of the work that needs to be done and laying out how best to accomplish it.


However, that person with the founding idea may in fact be the best person to be the executive director who is going to roll up her sleeves and work tirelessly taking on all the roles that need to be taken on to accomplish the mission. The choice of what role you, the key founder of the organization, choose to take on often depends on personality traits and the type of work you like to do. If you are more visionary and not detail-oriented, being chair of the board is perhaps the best fit. But if you are really someone who wants to be a boots-on-the-ground person doing the work of the mission, then perhaps executive director might be the best role for the founder as the organization gets underway.
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Don’t assume that because you are new you won’t need to file financials with the IRS at the time of submitting Form 1023 requesting tax-exempt status. You should plan to create pro formas (or estimates) of your profit and loss statements for three to five years.






 





Money may be the real deciding factor. Many a nonprofit starts life as a solely volunteer organization with a working board of directors that divides up all the roles that the nonprofit needs in order to get going. Boards of directors are almost always unpaid, whereas executive directors are typically paid positions. Organizations often start with working volunteer boards getting the organization’s finances in shape until the financial status of the organization shows that it is ready to pay a director. Or perhaps a grant application is approved that asked for funding for an ED for a specific period of time (typically one to two years) with the idea that the ED would do what needs to be done to improve the organization’s financial position to the point of being able to sustain paying the ED on its own.


Board of Directors


Whatever the initial board of directors is doing—oversight only or oversight and worker-bee—along with 501(c)(3) status comes the requirement to have a board of directors. The size of the board of directors is variable. Some states have specific rules regarding size of the board in relation to the size of the organization, so be sure to research your state’s rules.


Typically you want enough directors for a good representation of the constituents you serve and the design of your organization. The specifics are covered in Chapter 3, but in general, common sense can help guide you: If you are a medical organization, you will want a doctor on your board, a museum might want an art curator on the board, and so on. Your board will also want to be sure to represent the geography of your organization—if you are a statewide organization, a board member from every county or region is important; if you are a countywide organization, a board member from at least all the significant-sized towns in the county will be useful. Most organizations also benefit from having a lawyer, an accountant, and a banker on the board. Those are the kinds of board development considerations to keep in mind while fulfilling the requirements of the IRS, the state, and your bylaws.


Executive Director


An executive director (ED) may or may not be in the cards for your startup organization. Executive directors are the CEOs of nonprofit organizations. They run the day-to-day business, manage employees, and are responsible for income and expenses and keeping within budgets. If the nonprofit has a location, the ED is typically on location.


The executive director reports to the board of directors. The board should plan to review the ED annually, establish goals, and determine whether or not those goals are being met.


Many organizations do not hire an executive director until the organization is operating in the black and has the funding to pay a director’s salary. See much more about EDs in Chapter 5, which covers in detail this important position within the nonprofit organization.


Lining Up the Right Professionals


You don’t need a huge budget to get the help of professionals, but getting the help of professionals is critical—the classic example of how spending some money now will save you money down the road. It helps to find professionals who have nonprofit experience, but don’t overlook professionals who do not currently have nonprofits in their portfolio but would like to add nonprofit clients to expand their reach. Such professionals may give you a great hourly rate in exchange for learning with your nonprofit.


Bookkeeper


A bookkeeper is almost essential. Many bookkeepers are independent contractors who work with many clients. They spend a few hours here, a few hours there. Having a bookkeeper come regularly—for example, every Thursday morning, every Monday afternoon, whatever—costs little and saves lots. Your bookkeeper will prepare deposits, pay incoming invoices, prepare outgoing invoices, reconcile bank accounts, keep track of donation pledges and invoices for those that are due, and do much more. If you have employees, your bookkeeper will prepare payroll, keep track of payroll taxes, and calculate vacation time. A bookkeeper will keep your financial reports up-to-date. And they will alert you when something is amiss.


For the small nonprofit, all this really will take only a few hours a week. And it is well worth every penny.


Accountant


An accountant will take your financials to a higher level. They will close out your books at year-end and help you prepare your financials for the auditor (see below). The accountant might prepare your IRS Form 990. An accountant will do a higher level of accounting work than the day-to-day, week-to-week bookkeeping (and may charge accordingly). Especially as you begin to grow, the role of the accountant becomes essential.


Lawyer


Even if you have a lawyer on your board of directors who will do pro bono work for you, it is important to have legal representation at the ready for anything that might require a lawyer who doesn’t have a conflict of interest by being on your board. An outside lawyer might also help you see things from a different perspective that someone invested in your organization might not see, especially in the startup phase. A lawyer will help you pinpoint things you need to cover yourself for and help you see things that are potential liabilities that might not cross your mind. They can help with trademarking names, name changes, and most anything legal. Having a lawyer on retainer or at least on standby and familiar with your organization is critical. Just because you are a nonprofit, for instance, does not mean you can’t be sued.


Auditor


An auditor for a nonprofit is someone who comes in and reviews all your financials—from your process to your final reports—and verifies as someone independent of your organization (an independent audit is how it is often referred to) that you are doing things legally, above board, and that your books are all in order. An independent audit is not cheap—$10,000 is perhaps a low figure—but many large grants require that you send audited financials, so the audit is another one of those areas where spending money is important in order to get money.


Marketing


Even nonprofits need to do marketing. A marketing professional may be the best way to get your message out to potential constituents or donors. If you are starting a museum or attraction that you want people to visit, having marketing brochures that can be placed at key tourist sites or in mailings or even at the chamber of commerce is critical.


Nonprofits also advertise, especially if they put on events that need attendees to be successful or have a site that they want people to visit. Marketing professionals can put together the right advertising piece for you, whether with print materials, media exposure such as radio and TV, or online and through social media.


A marketing professional can help a startup nonprofit with branding—coming up with a logo, image, slogan, or whatever it may be that people immediately associate with your organization. Think of the Livestrong yellow wristband or the red cross of the American Red Cross Association—these are unmistakable identities associated with the organizations thanks to branding and marketing.


Information Technology


Chances are your organization will be using computers in some capacity. Whether it’s one lonely desktop or a network of laptops, having someone to call on when things go haywire is invaluable. This is the kind of service you must line up before you need it—because when you need it, you will be desperate to get help and every minute of downtime hurts you. That’s not the time to be browsing around looking for someone to fit you in.
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Burnout is as real for founders of nonprofit organizations as it is for small-business owners. Don’t let all your hard work and commitment to your mission go out the window simply because you’ve exhausted yourself. Find colleagues and learn to delegate! You’re not serving your mission if you’re running yourself into the ground.






 





Your IT solution does not have to be expensive, nor does it have to involve a big technological outfit. Many independent, self-employed individuals have made themselves very computer literate and can help a nonprofit with their technological needs and dilemmas.


You might start by finding someone to walk through your plans with you and help you decide what your technological needs are for startup and what they might turn into a year or two down the road. Your IT person might even be the one who will research a donor database that’s right for you, or, if you do the research yourself, they certainly are the one who will help you get the database up and running (see more on donor databases in Chapter 9). What you don’t want is to wait to identify an IT person to help after your system has crashed and you have a donor mailing on its way out the door to meet a deadline and you can’t print mailing labels or download a mailing list or whatever you need.


Again, this can be an on-call person, but you want to establish a relationship before you ever need technology services. You can get started by typing something like “[Your City] IT professionals onsite computer maintenance” into the search bar of your favorite search engine.


Other Professionals


There are many other potential professionals that you might want to hire or have on call. Animal shelters typically have either an on-staff veterinarian (if they are a large, well-established shelter) or, at the very least, a veterinarian whose license they operate under to be able to do certain things themselves in-house, like vaccinations (especially ones like rabies that have legal ramifications) or administering prescription medicines. This kind of relationship is critical for expediency and cost effectiveness—and, of course, for the mission of an animal shelter.


A museum might want to have a curator at the ready to help with determining whether a donation for the collection is worth retaining or whether it would be better to sell it for funds to collect items that the museum would really benefit from having.
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If your organization is taking over more than 25 percent of the assets of a previously existing organization, you may be considered the successor to that organization. The IRS will want to know this in the history section of Form 1023.


—Nolo.com, “Acquiring Nonprofit Tax-Exempt Status: Additional Steps”






 





In many instances, having established a relationship with a professional is definitely worth doing ahead of time, before you ever need their service. Having one on the books early on may also bring another benefit: assuring grant funders or other donors that you have the expertise on hand to do what you need to do.


Location


This chapter is titled “Setting Up Your Nonprofit for Success.” But to achieve success, you need a location. What kind of space will you need? It’s a rare organization that doesn’t need at least some kind of office space, even if it’s just one room.


Homebased


Perhaps you have a room in your home that you can use while you get your nonprofit underway. Well and good—just be aware that the home office for a nonprofit brings with it similar concerns to a homebased business. Some questions to ask yourself include the following:


       [image: ][image: ]  Is your home office space appropriate for meeting people? These people could be potential funders, major donors, suppliers, and board members. You need to be sure your homeowner’s or renter’s insurance covers people that are meeting you there for your nonprofit organization’s business. This may involve a call to your insurance company to double-check.


       [image: ][image: ]  If the answer to the above is no, are there other options for meeting people? Perhaps your organization is small enough and casual enough that meeting people at the local coffee shop is acceptable. Meeting in public spaces like that might be okay for some meetings and for some period of time as you start up, but in the long run you won’t want to meet major donor prospects in such a public environment. Maybe meeting a prospect for lunch or dinner in a restaurant with a more private area can solve that need. Check out your local office rental options. Perhaps your community has a business that rents office/meeting space to people on a short-term basis. Some larger nonprofits allow small nonprofits to “rent” their conference rooms, sometimes even for free or for a small donation.


       [image: ][image: ]  Will you be able to professionally conduct business, whether it is over the phone or via Skype/Facetime, without being interrupted by your young children, your dogs barking at the UPS courier, your parrot screaming (just because that’s what parrots do), or your kids playing video games on the other side of the living room from where your office desk is?


       [image: ][image: ]  Can you disengage yourself from the housework and yardwork around you as you try to work from a home office? Sometimes it is just better to get out of the house and focus on the task at hand without distractions. And often it is best, if at all possible, to separate your home life from your work life, especially if you have a family.


Renting Office Space


Ultimately, professionalism is as important in the nonprofit world as it is in the for-profit world. Potential donors want to give to an organization that looks like it will succeed—not to one that looks like it’s struggling along by the seat of its pants. However, there is a fine line between looking like you can succeed and looking like you are being excessive—donors don’t want to give to wasteful nonprofits, either.
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Check with the National Council of Nonprofit Associations (www.councilofnonprofits.org) to see whether there is a nonprofit incubator in your community that can help you get started with low-cost sharing of resources.






 





So take it slow on the location decision if you can. You may decide that a one-room office would suffice for quite a while as you get your nonprofit up and running. That doesn’t have to mean it has to be in your home. Check around town for whether a bank or law firm or other business that tends to have a lot of private office spaces might have an empty office that you could rent (or perhaps they would even donate the value of the rent—which, after all, would be tax deductible for them) for a set period of time. Make it at least one year so you don’t have to spend all your time scrambling for the next office space.




 






   [image: ][image: ] Agricultural History






The New Hampshire Farm Museum in Milton, New Hampshire, began in the 1970s when some friends started talking about the frustration they felt seeing farm implements rusting and rotting in fields and barnyards across the state. They decided to start preserving some of these tools for posterity and were established under the name the New Hampshire Farm Museum long before they had a space to display such tools.


In the late ’70s, a property was bequeathed to a statewide land trust that included a few hundred acres and a huge, classic connected-building farm structure. With two barns, a shed, and a two-story house, and the knowledge that the land trust would want to focus on the land and not the buildings, the founders of the Farm Museum knew they had found the home for their collection. The land trust was agreeable to them acquiring the building along with some of the acreage. The collectors began the years-long process of bringing their collection home to roost—all in 17 chock-full barns scattered across the state!


The New Hampshire Farm Museum continues to this day with the mission of ensuring that generations to come have a place where they can learn firsthand about the long history of agriculture in the state.






 





Many nonprofits operate out of vacant houses in the older districts of small cities. Perhaps an established nonprofit has an empty room in the house that you could use. This can be a win-win, where they could fully utilize their space and get some rent income while you can avoid committing to a space until you know what you need or want or until you become large enough to warrant getting exactly what you need.


Other Space Needs


A service nonprofit may have very specific needs, especially if you are providing medical or food services. Look for suitable spaces that are vacant—the building that was full of doctors’ offices that have all moved into the new medical high-rise built by the local hospital can make a great medical-related nonprofit location. The longtime restaurant that shut down when the owners retired can serve as a practically ready-made soup kitchen with the appropriate seating and commercial kitchen.


Even if you are a service nonprofit that is going out into the community to provide services instead of having the community come to you, chances are you will still need storage space. Food and some medicines may need refrigerated space. Medicines that are delivered with syringes and needles will need locked storage.


Are you starting that toaster museum? Maybe the shuttered Legion Hall would make a perfect setting with open space to display toasters through the decades!


The Next Move


Now that your nonprofit is set in motion, it is time to establish your founding board of directors. You likely have thought of many potential candidates already; many of them may be people you consulted with before making your decision to go ahead.









CHAPTER 3


Choosing Your Board of Directors


Starting a nonprofit requires creating a board of directors (also sometimes called a board of trustees) that oversees the operation of the nonprofit. Members of the board are volunteers like any volunteer for the organization. Selection of a board is a critical aspect of startup.


A mature nonprofit may have a multitude of criteria when looking for potential board members. The startup, however, is going to want a diverse board representing two key characteristics:


       [image: ][image: ]  Entrepreneurial spirit


       [image: ][image: ]  Abundance of energy


The startup’s board will likely be heavily focused on being a “working board”—one that rolls up its sleeves and does the work of the nonprofit to fulfill its mission and help make it a sustainable operation.


Another useful trait of board members who are in on the ground floor is that they have connections in areas that are key to the success of the nonprofit. For example, if a nonprofit is a medical-related organization, having a preponderance of board members who are in the medical industry somehow or another—nurses, nurse practitioners, doctors, radiologists, medical assistants, hospital administrators—will be helpful in having ready access to key information and issues pertinent to the organization. Likewise, if the startup is an animal shelter, having board members that are veterinarians, veterinary technicians, dog groomers, dog trainers, pet food supply store owners, animal control personnel, and so forth brings a lot of expertise into the organization on a volunteer basis.


Always useful to a startup nonprofit are board members who own their own small businesses. Why? Remember: Starting a nonprofit is not unlike starting a small business. In their tenure at the launch of your nonprofit, these small-business-owner board members will bring experience and knowledge that will help get your organization up and running and poised for growth to the next level. And they may own a business that can end up being useful in the operation of your nonprofit—board members with small businesses often contribute financially to the organization by offering free or deeply discounted goods and services.


Lastly, it is helpful to have a board member or two who hasn’t been in on the evolution of the idea from the beginning—these can be the people who will gently challenge the board as the organization really gets underway.


A Board’s Purpose


What is the key function of a board? Ellen Koenig, former director of education and resources of the NH Center for Nonprofits in Concord, New Hampshire, now a nonprofit consultant, explains it like this: Companies (at least publicly held ones) are owned by shareholders. Shareholders get dividends from the company’s profits. A nonprofit is designated with the no-tax status by the IRS in exchange for community benefit—that is, the taxpayers are agreeing to allow this fundraising organization to not pay taxes on those funds. So, essentially, the nonprofit is “owned” by the community (the “shareholders”), and the board represents the community’s interest in the nonprofit seeing that funds are used wisely and in support of the mission.
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Establishing a “culture of fundraising” within the board of a startup nonprofit right from the beginning is critical to the organization’s future. Fundraising experience can be a great asset to look for in a board member or two.






 





For these reasons alone, it is important that the board pay close attention to finances and insist on complete transparency of the organization.


Executives


Four members of the board are elected as the officers of the board: president, vice president, treasurer, and secretary. In a mature organization, the executives are elected by the entire board; for a startup organization, the founder may serve as the board president. Or, if the founder is to be the executive director, the founder may pick a board president and together they find and install the other three board executives. Then the five of them can work on pulling together board members, the total number of which is directed by state regulations and the organization’s bylaws.


Another approach would be to gather a full complement of board members according to the bylaws you have established and let them pick the four executives from the group.


President


The board president, whether in a startup or a mature organization, needs to have strong leadership capabilities. In a startup, the president should be someone with whom the executive director (if there is one at this stage—this is discussed further later in this chapter) can have a good working relationship since the president and the director will work together fairly closely. The board president should be totally committed to the mission of the organization.
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Many boards might be surprised to learn that their organization has no provision in the bylaws regulating a minimum age for board members.






 





The president, especially of a startup organization, should also have deep connections to the community that are meaningful to the mission of the organization. For example, an advocacy organization that spends a lot of time in the political arena speaking up for their constituents at the state legislature would best have a board president who is politically connected and who can get the attention of the state legislative members and perhaps the media. An organization that relies on organizing events to fundraise will want a board president—and other board members—who are well connected in the business community and who have fundraising experience to garner sponsorship support of their events.


Vice President


The vice president’s key role is to sub for the president when he or she is not available—for instance, the VP would facilitate a board meeting at which the president could not be present. For a startup, which needs all the leadership it can get, the VP might also take on a particular project, event, or task as a pet project. There may also be other key roles that the VP can take on—perhaps be in tune with the personnel and provide an HR function, be the lead on reviewing the ED, and so on.


When picking the VP, keep in mind that this person is quite often the natural pick to assume the presidency of the organization if the president “terms out” or steps down. The VP certainly may have a different style and a different overriding agenda (that still meets with the mission), but the VP needs to fundamentally be in line with the mission. And the VP needs to have leadership capabilities to take on the president role if that becomes necessary. Just because someone is the vice president does not mean that they have to be made president (unless that succession is mandated in the bylaws).


While it could be awkward if the VP does not assume the top position after a vacancy at the top, the best interests of the organization should always be the top priority. If the VP is not the best choice for the president position but it seems that person expects to be president, the ED will need to begin a behind-the-scenes campaign to talk with other board members about the situation. Everyone should be prepared for the two top positions to become vacant if the VP leaves after expecting to become president and finding out that isn’t in the cards.
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Consider listing your board opportunities on forums like BoardnetUSA (http://boardnetusa.org), The Bridgespan Group (www.bridgespan.org), or LinkedIn (www.linkedin.com).






 





Don’t always assume that the VP is angling for the top position, though. Many board members are content with the placeholder VP position and would support another candidate for the presidential vacancy. If the relationship between the ED and the board, the board president and VP, and among the board itself is strong enough, it may not be surprising that the VP is happy not to assume the presidency. Some people deceive themselves about their leadership capabilities, and other people know they do not enjoy the top spot and prefer supportive positions.
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As of 2016, in the U.S. there were 1,097,689 public charities, 105,030 private foundations, and 368,337 other types of nonprofit organizations, including chambers of commerce, fraternal organizations, and civic leagues.


—National Center for Charitable Statistics, (http://nccs.urban.org/data-statistics/quick-factsabout-nonprofits)






 





All that said, the vice president position by no means should be looked upon as a throwaway position. The best boards have a specific role for the vice president—perhaps the VP is the chair of the annual key fundraiser, or the one who usually attends events representing the organization, or who knows how to write grant proposals. This key role will be unique to your organization; the point is, don’t overlook using the VP position to fulfill a key function on the board.


Treasurer


Quite logically, the person chosen as treasurer should be good with numbers. However, the real skill here is not as bookkeeper; the organization should have a day-today bookkeeper that records income and expenses and prepares financial statements. The treasurer is more of a big-picture person—the treasurer should be able to read the financials and interpret them in order to report to the board any anomalies for the reporting period and other specific line items on the financials that the board should know about.


She or he should also be able to answer the board’s specific questions about the financials and be able to help the director prepare financially related reports and research. For example, if the organization wants to purchase a donor database, what is the best way to fund such a purchase and what kind of purchase arrangement is best for the organization?


Secretary


A key role of the secretary position is to take notes at meetings and produce minutes. It is helpful to offer the secretary some training in minutes-taking. You want to avoid word-forword transcription of meetings, but the secretary needs to know enough to capture the key discussions and decisions of the meeting.


It may be good to revolve the secretary position on an annual basis. The only drawback to this is if a particular secretary is a great fit for the executive committee team (made up of the four board officers). What often happens is that the secretary is so busy writing down the meeting’s contents that she or he often has little ability to participate in the meetings.


The Rest of the Board


The remaining board members fill the mandate set by your state. For example, in Arizona, a nonprofit board may consist of just one person. In New Hampshire, a board must have a minimum of five members. Your bylaws also guide your board membership.


Committees


There’s no shortage of clever quips about the haplessness of committees. For example: A committee is a collection of the unfit chosen from the unwilling by the incompetent to do the unnecessary. It’s pretty easy to make fun of the idea of a committee—but your committees, should you form them, don’t have to fall into the stereotypes. Committees can and do perform good work.


Some boards have a strong committee structure, and others do not. It really depends on the kind of organization you have, how large the nonprofit is, and how the board was originally established to function. Committees can be a great way to get key, targeted work done. However, be careful not to overwhelm your board with committees—establish only those committees that are essential to the accomplishment of the mission.


Before establishing any committees at all, think carefully about whether an ongoing committee is necessary or whether a more short-term structure such as a “task force” is more suitable. People are often reluctant to sign up for committees, which sound like they will be comprised of endless boring meetings, but may like the more temporary structure of a task force. Semantics aside, it really revolves around how you present the group. For example, if the organization needs to hire a new executive director, it is pretty clear that a search committee for the position is short-term—once the new director is hired, the search committee has done its job and is abandoned.


Most organizations of any size have the following standard committees:


       [image: ][image: ]  Executive Committee. This is comprised of the four executives who carry out policy issues as are often prescribed in the bylaws.


       [image: ][image: ]  Development Committee. This fundraising-focused committee is usually comprised of a couple of key board members who have experience and/or a propensity for fundraising as well as a couple of community members. These community members are often strong supporters of the organization and are well connected in the arena of the nonprofit’s mission. They may not be (or may not see themselves to be) skilled at fundraising or cultivating new donors (of course, it is great if they are!), but they can provide useful information in recognizing potential supporters of the organization and helping shepherd them to a meeting that may result in a donation and long-term support. The development committee focuses on fundraising, but that large topic can include discussion about planned giving efforts, membership, major donor cultivation and stewardship, key events—the list is almost endless.


       [image: ][image: ]  Events Committee. For smaller organizations that do events, a general events committee makes sense. Sometimes, because events typically serve as key fundraisers, the events committee is either absorbed into the development committee or is a subset of that committee. If an organization does substantial events, this committee often has a revolving membership and a different chair—and perhaps an entirely different committee—for each key event.


       [image: ][image: ]  Board Development Committee. This committee can be ad hoc, established when new board members are needed. However, it is never too early to be targeting and developing new board members who may be ready to step in when a board member has to unexpectedly step down, or terms out according to the bylaws. This committee develops and maintains a list of potential board members solicited from the existing board as well as from the community at large. They should be charged with the task of setting up visits to either a board meeting or the nonprofit’s physical location (if it has a site, such as a museum) and creating an initiation plan including the key elements of a new board member packet as well as a tour of the site, if appropriate.


              Other committees may be important, depending upon the mission of your organization. If you give out grants, for example, you should be prepared with a decision-making committee that reviews all proposals and either chooses or recommends the top few candidates to the board to choose the final recipient.


Educating Your Board with Information Packets


Be sure that your board members—those on the inaugural board and those who come on board after your organization is up and running—get formal, standardized packets of information about what it means to be a board member for your organization. Here are some of the things your packets should include:




 






   [image: ][image: ] The Life Cycle of a Nonprofit Organization
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       [image: ][image: ]  Written mission statement, vision statement, and brief history of the organization. Make it easy for your board members to sound knowledgeable about your nonprofit when they chat it up to other people.


       [image: ][image: ]  Two copies of a “conflict of interest” policy, one of which should be signed and stored with the organization’s important papers. Conflicts of interest generally fall into the realm of hiring a board member’s firm to receive compensation from the organization, or even one step removed of hiring a board member’s relative to do paid work. It’s not that such things can’t be done—in fact such things often are done since many organizations rely on the contacts and connections of their board members to supply services at reduced rates. But as you might imagine, lax oversight of such arrangements can foster temptation to abuse them. There are very specific procedures—such as the related board member recusing him- or herself and leaving the room when the vote for such work is taken—that should be clear to everyone in order for all business of the board and the organization to remain transparent. These potential conflicts, and how they are to be handled, are outlined in the conflict of interest policy statement, and how they are handled in fact are recorded in the minutes of the relevant meeting.


       [image: ][image: ]  Your organization’s complete bylaws. Your bylaws will outline such things as when, where, and how often board meetings take place; a board member’s length of term; and how many meetings a board member can miss before being replaced. Other non-board-related policies are also outlined in the bylaws. For example, there may be a statement about the rules concerning gifts of stock (most organizations require that gifts of stock be sold within two to three days) or, in the case of a museum, the deaccessioning policy of artifacts in the museum collection. (Deaccessioning is the process by which museums remove works from their collections in order to fund other acquisitions or change the scope or focus of the collections.)


       [image: ][image: ]  An event schedule for as far ahead as you know it. While this kind of thing can (or at least, should) be easily accessed on your website, letting new board members know right upfront what upcoming events are on the calendar gives them an immediate chance to arrange their own schedules to attend key events.


       [image: ][image: ]  Financial expectations. Board members of most membership-based organizations require all board members to join the organization at some level and to donate to the organization’s other key fundraisers. Board members are usually expected to donate at whatever level is comfortable for them. They need to know that grant funders and other donors expect the board to be strong supporters of the organization on whose board they sit. These measures are typically more in the form of “100 percent of our board has donated to the Capital Campaign to renovate the museum,” and not specifying how much each individual board member contributed.




 






tip




[image: ]







[image: ]





The Nonprofit Resource Center in Sacramento, California, advises that “organizations not have any employees serve on the board so as to not confuse the issues of authority and supervision.”






 





       [image: ][image: ]  Any other expectations. Perhaps you want every board member to sit on one committee or pick one major event in which their involvement is required (for example, “You must attend a minimum of [x number] events and donate a minimum of [y number] dollars each year”). While these are reasonable expectations, don’t be so rigid as to scare away potential board members. You want them to use their talents in the very best fit for the organization, not fit into a predetermined mold. Maybe one board member can donate $30,000 a year to the organization but can’t possibly attend three events, whereas another barely can meet the minimum membership requirement but has event-planning experience and knows some tricks of the trade that can exponentially multiply the fundraising aspect of a given event. Both have value, and setting too-strict guidelines will limit the number of valuable board members you can find who want to join your organization’s board.


Don’t go overboard with your packet. The board packet doesn’t need to be extensive but should be complete enough to allow a new or prospective board member to read it through in one sitting and feel pretty confident about what is expected of a board member of your organization.


Board Development


The topic of board development could take up a book by itself (and yes, there are books on it). There are consultants and speakers who make a living from doing presentations and helping organizations with board development (see the “Resources” section in Appendix B for some of these). Ellen Koenig, formerly of the NH Center for Nonprofits, sees board development as a critical issue to organizational success—it’s important, she says, “to build relationships between board members, getting them to simply like each other. One easy way to do this is to build how-are-you time into the regular board meeting. Instead of shutting down this casual conversation, encourage it and make time for it. We need to give ourselves more permission to give more time to doing this work.” Many people, she says, join boards to meet and interact with other interesting people. They are not going to remain on the board long if that kind of interaction is discouraged.
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Many programs exist to help organizations with board development. The cost of such training should be considered a good use of resources. Check out the Center for Nonprofit Excellence (www.centerfornonprofitexcellence.org) for some ideas (click Resources, and then Board Development).






 





Simple Workshops


Make sure to alert your board to workshops and seminars happening locally that you think would be of value. Let them decide if they can make it or can afford it, but be sure they at least know about them. One thing these workshops provide is an opportunity to meet and hear from people on the boards of nonprofits—they will get great ideas, learn that other boards/organizations deal with the same things your board does, and learn that other boards deal with much worse!


Consultants


Early in your organization’s development, it may be helpful to hire a consultant to do a board-development session tailored specifically to your organization—its setup, its stage of development, and the board’s experience or lack of experience in being board members. Consultants bring many skills to the table, but two key ones are the following:


       [image: ][image: ]  Experience with other boards that they can bring to the team. There is nothing like relating true anecdotes to make clear what works and what doesn’t.


       [image: ][image: ]  An unbiased perspective. The consultant goes away, cashes your check, and doesn’t have much stake in whether you succeed in implementing the tips of the session or not.


Board Retreats


Another key vehicle for developing relationships among board members is through board retreats. In a retreat, the members of the board gather at a place and spend some social time together. In national, highly developed organizations, these retreats may be pretty fancy and consist of a weeklong jaunt to Bermuda to hole up at a resort. However, most nonprofits—and certainly those that are startups—can get a significant development experience out of a more modest gathering. Your “retreat” may be as simple as an evening potluck at a board member’s house, a weekend gathering at a board member’s or other friend to the organization’s summer cabin, or one-day excursion together visiting another nonprofit in another part of the region that is similar to yours, followed by dinner afterward to compare your organization with what you saw that day. A retreat should provide a separation from the day-to-day rut of activities—a chance for some extended focus on specific topics away from typical distractions.


For example, an historic museum’s board could visit any type of museum and look specifically at how the other museum’s collections are done or what they seem to be able to finance that you have yet to be able to do. A zoo board could visit other live-animal zoos or animal-focused organizations. Don’t be afraid to arrange to have the director or board member of the organization you are visiting speak to your group, especially if you are not in direct competition. Organizations love to compare notes about how other groups fundraise, deal with membership, balance programming with events, manage volunteers, and so on.


Executive Director Review


One key role of the board of directors of any organization is to oversee the executive director, including conducting an annual review. This is the kind of human resource development that nonprofits should definitely take a page from the for-profit world and implement. According to BoardSource’s Nonprofit Governance Index 2012, “an annual performance review is central to the Executive Director’s satisfaction.”




 






   [image: ][image: ] Executive Session






The closed meeting format of the executive session allows the board of an organization to privately discuss sensitive issues. The idea is to benefit from the ability of board members to feel freer to engage in robust discourse. These sessions should be occasional and should focus on topics that protect and advance the best interests of the organization. According to the BoardSource document “Executive Sessions: How to Use Them Regularly and Wisely” (read the full document by registering as a guest at https://boardsource.org or search the document name and find other locations who have posted it, such as The United Way of North Carolina at www.unitedwaync.org), executive sessions are most often used for personnel issues, executive performance, or peer-to-peer board discussions. The document further explains that “as a governing body, the board needs to demonstrate and exercise its independence from the chief executive. For example, a nonprofit board serves as a check-and-balance when accepting the financial audit and determining chief executive compensation.” It further cites succession planning as another topic for which an executive session is important.






 





This task is typically taken on by the executive committee. The committee should meet in advance especially to discuss what goals they feel the director should strive for in the coming year, particularly as they pertain to the current strategic plan. The president or VP then can take on the task of creating a work plan for the upcoming year to accomplish the goals set out for the director. This is a place to discuss salary, whether the director has met the established goals to qualify for a raise this year, and what the director needs to accomplish in the coming year to get a raise at the next review.


More discussion of this review comes in Chapter 6, which covers employees. Suffice it to say here that the executive director reports to the board, particularly the executives of the board; the board should therefore treat the executive director like an employee and apply to him or her the respect and scrutiny of any employee/employer relationship.


Board Liability


According to Get Ready, Get Set, a publication by the California Management Assistance Partnership created to help nonprofits get solidly off the ground, “under California law, directors bear all legal authority and responsibility for governing a nonprofit organization . . . . Careful attention to the legal standard of care will help board members avoid liability.”
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Consider developing a youth board. Or create a youth position on your general board. Having youth involved in oversight provides organizations—especially those with a naturally older constituency—with a younger generation’s perspective and can help develop potential future full board members.






 





Every state has different laws covering liability risks for board members of a nonprofit. You should check the laws in your state during the planning phase of your nonprofit startup and be prepared to let all potential board members know not only their responsibilities but also their liabilities.


All nonprofits should carry directors’ and officers’ liability insurance (“D & O”). The cost of such coverage varies, but the organization should plan to carry this coverage. Bodily harm, nonbodily injury lawsuits, and claims of mismanagement of assets are the typical claims that board members might find themselves subject to. However, there have been instances of board members suing other board members or employees suing board members for things like wrongful termination, discrimination, or sexual harassment. You need to get out in front of such things to avoid being caught unprepared.


Get Ready, Get Set points out that “D & O policies vary greatly . . . . When shopping for a policy, there are three major items to keep foremost in mind: Who is covered and who is not; what types of lawsuits are excluded from coverage; and what is the rating and payment history of the underwriter.”


In many states, the board is not held liable for anything but assuring that the payment of workers’ compensation taxes are up-to-date. Whatever your state has for a policy, however, does not mean that you cannot be sued and at a minimum be subject to the cost of hiring a lawyer to handle a suit. Board liability insurance seems fundamental.


Youth Board


One of the biggest complaints heard from nonprofits is the concern about engaging young people. This complaint often involves struggling to reach and engage young volunteers. Much of the discussion revolves around the organization’s use of social media—considered the key tool for communicating with the young generation. (See Chapter 11 for much more on the topic of nonprofits’ use of social media.)


One way to connect with youth is to directly engage them on your board. High school students especially are looking for ways to enhance their appeal to their college picks—active volunteerism and knowledge in the study area of their choice is definitely a way to do that.
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“The Sarbanes-Oxley Act was originally passed to strengthen corporate governance, but has had a strong, if indirect, impact on nonprofit governance,” says the Urban Institute. Many nonprofits have voluntarily adopted some provisions such as external audits and a written conflict-of-interest policy.






 





Youth boards do not need to be as large as your regular board. Getting young people involved in a specific area—managing the details of your key annual 5K fundraiser, for example—is an angle to take where you get them fired up on a specific task.


All-Volunteer Organizations


Some nonprofit organizations, especially startups, do not have any paid staff at all. The board performs all the duties, responsibilities, and work of the organization required to fulfill the mission. This can be effective for a long time—maybe forever—depending on the work and mission of the nonprofit.
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A common saying regarding board members is “Give, Get, or Get Off.” Crude perhaps, but it points directly to the importance of fundraising when it comes to a nonprofit board.






 





Many times volunteers are a way to get a startup organization up and running; when the organization gets a little more mature and has met an established goal of success in fundraising, it then starts to hire key paid positions. Often the executive director is the first paid staff member. Or a lower-level position is hired with the intention of eventually making this person the executive director when the organization is ready to fund this key staff position and the individual has proved to be a good candidate to run the nonprofit.


When an all-volunteer organization reaches the stage of hiring a director, the board does not jump ship altogether. The board of such an organization will continue to be very much a working board, but it will need to prepare carefully for moving from doing the work to directing the work. This period is critical, and executive directors, according to Ellen Koenig, often do not survive the transition. The organization—perhaps before hiring a director or in conjunction with the new director, or more likely both—should map out a very specific transition plan for the gradual relinquishing of duties by the board or, more appropriate, a gradual move of the board from one kind of work to other kinds of work.


Perhaps the new director’s strengths are in programming, for example. In that case, move the board away from day-to-day programming tasks and into more behind-the-scenes work, such as cultivating new corporate donors. Or perhaps the new director is a fantastic fundraiser—accomplished in grant writing and major event planning—and the best role of the board then might become organizing programs and reaching out to local experts to present programs at the organization’s site.


In general, the board should envision stepping back and letting the new ED create a community identity around his or her leadership. The eventual goal is for the board to really step into an oversight, behind-the-scenes role, and away from a day-to-day operations role. It is critical, says Koenig, “to find meaningful work for board members after the transition.”


Fundraising


This chapter would be remiss if it didn’t emphasize the importance of the role of fundraising for any high-functioning board of directors. Besides their job of governance of the organization, every board member should take on fundraising as a prime responsibility of their participation as a board member of the organization. Every board member can also take this responsibility on in the way that suits them the best—meeting with potential major donors, encouraging the business community to contribute, or coordinating a key fundraising event. Let each board member choose their method, but boards should not be allowed to neglect this key role.


Board Power


Hopefully this chapter has made clear the enormously important role the board of directors has in not only the success but in fulfilling the legal obligations of any nonprofit organization. Choosing board members carefully and with the mission and needs of the organization in mind is critical. Don’t consider board development to be frivolous—it is essential.




 






   [image: ][image: ] A Founder’s Advice






The Melanoma International Foundation (MIF) was founded in 2003 “to provide the scientifically sound guidance and support our founder could not find when she was diagnosed with melanoma.” MIF began with a mission to “develop personalized strategies with patients so they may live longer, better lives” and a vision of “a future where top-notch melanoma treatment is accessible to all patients globally.” A key goal MIF identified is early detection through education. Founder Catherine Poole offers the following advice to those starting a nonprofit:


              [image: ][image: ]  Be certain that you really want to keep at this after the organization is launched.






              [image: ][image: ]  Keep in mind that running a nonprofit organization is basically the same as running a business.






              [image: ][image: ]  With the above in mind, be sure not to look at it all from your heart.






              [image: ][image: ]  Even if you run the organization for a long time by yourself, as she did, you will eventually need to deal with having to hire others.






              [image: ][image: ]  As executive director, you should run the board, it shouldn’t run you.






              [image: ][image: ]  Staying small may work best for your organization.






              [image: ][image: ]  Find ways to keep connected with the people your organization serves in order to stay motivated.






              [image: ][image: ]  Be sure to create a succession plan so that the organization you worked so hard to create keeps going if and when you give up the helm.






 












CHAPTER 4


Finances Count, Even for a Nonprofit


If you are thinking of starting a nonprofit because you don’t like dealing with financial statements and other money matters, you are going to be disappointed. The directors, managers, and board of a nonprofit need to be as financially astute as any for-profit business—perhaps even more so. Nonprofit organizations may not pay taxes and may not be designed to make a profit, but don’t for a minute think that income and finances are not important! Anyone who starts a nonprofit organization and is happily thinking they aren’t going to spend a lot of time on financial statements is in for a big surprise.


All of the spreadsheet documents of the for-profit corporation also apply to the nonprofit—and there are even a few additional ones. And that includes startup pro formas and budgets. The P&L, balance sheet, IRS Form 990, and budget worksheets should all become familiar to the key managers of any nonprofit organization.


Financial Professionals


Your startup phase is the place to bring in the financial managers who will be part of your organization. As was discussed in Chapter 2, an accountant well-versed in nonprofits is well worth the cost, as is a bookkeeper, at least part time, right from the get-go.


Bookkeeper


A bookkeeper will take care of the day-to-day accounting for your nonprofit. Bookkeeping includes calculating and generating paychecks as well as making sure payroll taxes are paid and the IRS is kept happy with all the regular employee taxes and considerations. Your bookkeeper will also prepare bank deposits, pay invoices, and keep your checking account balanced.


Using accounting software such as QuickBooks, your bookkeeper should be able to get you financial information when you need it—or the executive director should at least be able to look in QuickBooks and pull needed information as well, especially if your bookkeeper is part time.


Accountant


Your accountant will do the big end-of-year tallying and reconciling of all your financial information, much of which will be provided by the bookkeeper. The accountant will prepare the all-important Form 990 (more on this shortly). And the accountant might be your key liaison if you have your financials audited.


Financials for the Business Plan


Like a for-profit business, you want to start your nonprofit organization’s financial life with a business plan that includes pro forma (or speculative) financials, especially an income-and-expense statement, better known in the for-profit world as a profit and loss statement, or P&L. Because nonprofits do not exist to make a profit, a more accurate term for this financial statement is an income-and-expense statement.


A detailed income-and-expense statement is typically done for the first year. The next three to five years are less detailed, showing only the larger categories of income and expenses, such as “programs” in general rather than a list of each program you plan to offer and what kind of income you expect from each.


If you are starting your nonprofit with commitments (known in the nonprofit world as pledges) or actual donations already in hand, perhaps a building either donated or purchased for the use of your nonprofit which it will own, and some equipment, you should plan to include a balance sheet that shows your assets.


Some of this is speculation, but your speculation should be well informed by research and discussions with nonprofit managers in a category similar to yours.


Although many nonprofits—including many successful ones—have been started with little or none of the above but simply a gut instinct by a person or group of people and from there grown organically from the ground up, it is still best to have some sort of business plan in hand to not only show to potential donors/investors, but also to use as a guide.


Writing a Business Plan


There are lots of books on writing business plans, along with plenty of free online resources (for example, going to www.entrepreneur.com and searching for “business plan” will bring up lots of helpful articles). Covering the details would be beyond the scope of this book, but here are the basic parts of most business plans:


       [image: ][image: ]  Table of contents. This is just what it sounds like—the road map to your plan. It’s just there to help organize it so the reader can see what it contains and can quickly flip to pertinent sections.


       [image: ][image: ]  Executive summary. This part cuts to the chase and sums up the whole thing in a page or two. You want to convey the essence of the plan as clearly and briefly as possible.


       [image: ][image: ]  Overview of the organization. The overview describes your organization, including its mission or vision statement. It should lay out your values, what the organization does (products and services), how it’s different or unique, and how it will go about reaching its goals. You can also brag about your management team here.


       [image: ][image: ]  Business environment. Here you analyze the environment in which your nonprofit will be operating. Talk about what kind of market there is for what you propose to do, who else may be doing that in the market already, and whom you will be serving.
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Keep in mind that getting grant money from almost any source is a slow process. If you think grant money is a strong potential source of seed money for your organization’s startup, you will want to start that process at least a year before you plan to open your doors.






 





       [image: ][image: ]  Strategy. This part discusses your organization’s resources and your fairly detailed strategy for deploying them. This is the “how” section of the plan.


       [image: ][image: ]  Marketing. How will you get the word out about the organization, reach your customers, serve your stakeholders, and grow the organization through marketing efforts? This is where you talk about that.


       [image: ][image: ]  Review of financials. Here’s where you stick your financial statements such as your income statement, balance sheet, cash-flow statement, and so forth (discussed in the preceding section of this chapter).


       [image: ][image: ]  Action plan. This is where you discuss the sequence of steps you’ll be taking to put your business plan into practice while staying true to your organization’s goals.


       [image: ][image: ]  Appendices. If you have detailed documents that give a lot more info about any aspect of your business plan, you can put them here, where they’ll be available if anyone wants to dig deeper. This stuff may include spreadsheets, legal documents, specifications, and other reports and analyses.


Writing Grant Proposals


A grant is a formal proposal submitted to a government or civilian entity that outlines a proposed project and shows budgetary requirements and requests monetary assistance in the form of a grant.


Every year, corporations, foundations, and government agencies dispense billions of dollars in grants to companies and nonprofits for addressing issues these organizations are interested in. Writing good grant proposals is a valuable skill. You can learn much of what you need to know to write a successful proposal by talking to the agency offering the grant. Grant proposal writing is a huge topic in and of itself, but the main parts of a grant proposal are as follows:


       [image: ][image: ]  Abstract. This brief summary, about a half page long, should clearly describe your proposed project, much like the executive summary of a business plan.


       [image: ][image: ]  Needs statement. This describes the situation or problem your proposal will address, including supporting evidence. It should focus on the problem you hope to solve with the grant money and make the case that the problem is fixable, that this is the appropriate agency to take on this problem, and that the problem is significant enough to warrant funding.


       [image: ][image: ]  Project description. This part of the proposal describes the project and explains how it will solve the problem. It should convince the reader that your way is the best way.


       [image: ][image: ]  Goals. This section should describe the desired outcome of your project. Discuss both long-range goals and specific, short-term objectives, as well as the precise effect to be achieved and the means you will employ. It should be reasonable, measurable, and bound to a specific time frame.


       [image: ][image: ]  Action plan. The action plan is a step-by-step description of sequential activities that must be completed to achieve the objectives. It should clearly and specifically say who will do each step, what will be done, and when.


       [image: ][image: ]  Evaluation. This describes how the project will be monitored and its results evaluated. It should cover the criteria for measuring progress, say who will be conducting the evaluations, and tell when evaluations will be held.


       [image: ][image: ]  Budget. This is where you tell how you’ll use the money you receive. It should be within the amount you’re asking for, be realistic, and include only eligible expenses. Make it detailed enough to satisfy anyone’s curiosity on the question of how the money will be spent, and make sure everything adds up.


Conducting a SWOT Analysis


A common business tool is the SWOT analysis. SWOT stands for Strengths, Weaknesses, Opportunities, and Threats. The SWOT analysis is useful for nonprofit organizations as well. You can use the following exercise as a great way to think through the startup of your organization and as a useful tool for working on a three- to five-year strategic plan.


These categories cover the following:


       [image: ][image: ]  Strengths. What makes your nonprofit different from others? This includes you and your personal experience, but also any special distinction about your mission and any unique way you plan to deliver on your mission.


       [image: ][image: ]  Weaknesses. What will make your mission hard to accomplish? For example, does your “business plan” rely on income from event sponsorships but your organization is located in a rural area where there are few businesses that might sponsor your events? Could it be that those businesses are already sponsoring several other unrelated nonprofits? Will your mission delivery rely on transportation and highly fluctuating, expensive fuel costs that make accurately estimating your costs difficult?


       [image: ][image: ]  Opportunities. Is there another nonprofit with which you might collaborate, whether for delivering services or simply sharing office space? Can your museum space accommodate a small museum within the museum? Or perhaps offer classroom space to a nonprofit offering workshops?


       [image: ][image: ]  Threats. For example, does the aforementioned fluctuation in fuel costs make it impossible to predict your income needs? Are there governmental or private sector actors that have the potential to jeopardize your goals? What about long-term trends that may get in your way or work against you some years down the line?


Brainstorm at least a couple of things in each category that apply to your idea.


Startup Funds


You will need your business plan, your SWOT analysis, and your income and expense analysis at least for the first three years in order to start approaching sources of startup funds. If you have a strong category that might lend itself to seed money from grant funders and foundations, it’s worth subscribing at least for a month or two to a grant database or two—for example, the Foundation Directory (https://fconline.foundationcenter.org)—and do an intensive search for potential grant sources for your nonprofit.


A quicker and often more effective way to get funding than counting on grant money is to research people with means who might have a personal interest in your mission and directly approach them for seed money. This is completely different from a for-profit business looking for an investor who would be interested in getting a return on their investment. The type of backer you’re seeking won’t get an investment return in the form of money but in the form of believing in your mission and seeing it happen. Of course, if you are a 501(c)(3), your backer’s investment can become a tax deduction.


The Almighty Form 990


IRS Form 990 is the 1040 form of the nonprofit world. The 990 is only required by the IRS if revenues for your organization reach over $50,000 a year. However, most grant funders will require you to submit your 990 with any grant application. It is a public document that, if you are listed on nonprofit sites like GuideStar (www.guidestar.org), is available for viewing by anyone with a computer, at any time.


For example, applicants for employment can look on your 990 to see how viable your organization is. Potential funders can review it to see where your money is going. A nonprofit should never have anything to hide; having a publicly viewable 990 should not be a problem.




 






stat fact




[image: ]







[image: ]





If your nonprofit reports over $50,000 in revenues in a year, you are required to file a Form 990 or 990 EZ with the IRS.






 





Separating the Organization’s Finances from Your Own


If you are the founder of your startup nonprofit or in on the ground floor in any capacity, be sure to keep your personal finances completely separate from the organization. Open a separate checking account in the organization’s name from the first time you receive or expend money.


You absolutely have to treat your nonprofit professionally. Don’t ever mix up little expenses here and there. Meticulously document all donations, even those that are in-kind such as computers or office furniture. And document all expenditures, from the $15 it costs to send a grant application via overnight mail to $1,500 for the first month and security deposit of a lease on office space.


Debt, Both Good and Bad


If you can avoid debt, avoid it. That said, having a line of credit established with a local bank can be quite helpful when you need to solve a problem or jump on an opportunity.


One common way that nonprofits use debt is in securing a loan against pledges. Pledges are commitments of donations payable over time. For example, someone might pledge $10,000 to your organization, payable over five years at $2,000 per year. Perhaps numerous pledges have been committed to completing the renovation of your facility, allowing you to increase the number of constituents that you serve by as much as 50 percent—perhaps with renovations to the existing soup kitchen that your organization runs, you can serve 150 people per meal rather than 100. In your campaign to raise money to do these renovations, 25 people have pledged over $100,000. You can obtain a loan that will give you that money now and pay it back as the pledges actually come in.


You should be able to go to a bank that has already shown itself to be friendly to your organization and its cause (maybe it has sponsored an event or held one itself in support of your organization) and obtain a loan that essentially bridges the gap between the time you will have received the commitments of these donations to the time you actually receive the funds.


Before you approach a bank to secure a loan against pledges, however, be sure you have formally ensured all of these pledges—in writing. Donors should sign and date pledge forms that outline the pledge they have committed to, laying out the time frame in which they plan to complete their pledge payments and specifying how much they plan to pay on their pledge within that time frame.


These written commitments should be entered into your donor database (see Chapter 9 for more on setting up a donor database), and the donors should be sent pledge invoices at the appropriate intervals. Gather the written and signed pledges and show them to a bank as proof of commitment. Then set up your repayment plan for the loan to reflect the amount you will get in pledges at the time the payments are due.


Don’t forget to send follow-up invoices to pledge donors. If someone forgets to send their pledged donation in the specified time (and this does happen—a lot), make sure the person who has been assigned to the donor follows up in person to let the donor know how important the timely payment of their pledge is to the organization and its ability to accomplish its mission and make timely payments on any bridge loans.


Managing Your Budgets


As with a for-profit business, budgets are critical for the nonprofit to succeed. The budget process for your startup phase should be relatively simple. A budget may not be easy to create, since you will be guessing about a lot, but it’s okay to have a relatively simple budget. The budget will show the expenses that you will incur to accomplish the mission and goals for, say, your first year in operation. If the budget is way too complicated, that may be a sign that you’re biting off more than you can chew for your first year out.


After you have a budget in place, you can then attach numbers to the income you’ll need to generate in order to cover these expenses (see the sample budget in Figure 4–1, page 49).


The Small Numbers


When it comes to budgeting, try to think of everything. Salaries and rent or mortgage are easy to put in there. But getting down to the nitty-gritty can take a little more thought and perhaps some research. Printer ink may not be a huge line item like the rent, for example, but it certainly can add up pretty fast at $60–$75 a pop. You may not need to calculate precisely how many pages per cartridge your printer’s ink can handle or tally up how many pages you think you will print in a year, but if you think you will use one ink cartridge change per month and you have two printers in the office, that’s close to a $1500 line on your annual budget—which makes printer ink a significant budget item.




[image: FIGURE 4–1: Sample Budget]





FIGURE 4–1: Sample Budget


Donations


Account for everything you’ll need: office supplies, paper towels and toilet paper for the bathroom (especially if you provide a public space like a museum with public bathrooms), desk chairs, supplies for program-related activities, and a refrigerator for the snack room—the list goes on.


When you get to the income side and wonder how you’re going to budget the purchase of these items, you can start to figure out what kinds of things can be donated and accounted for as “in-kind” donations. So, even if you don’t end up having to purchase items, you still have accounted for them. Don’t omit things just because you can “probably get that donated.”


Ultimately what all this means is that your financials need to represent a clear picture of your organization—both to you and to anyone who would like to see them.


Petty Cash


Petty cash is a small but important necessity in most organizations. Employees that need to run to the post office or the office supply store or the craft store to buy a last-minute item to finish a project or mail a grant application should not need to spend their own money to do so. If they want to purchase these things and get reimbursed, that’s fine, too—it’s a little more paperwork, but that’s necessary to keep close track of expenditures. Petty cash can make it easier, but be sure to keep track of petty cash expenditures, too.


The Board Treasurer


The board is covered in detail in Chapter 3, but when it comes to the organization’s day-today financial life, where does the board treasurer fit in? Really, the board treasurer fits in everywhere, but the key role of the board treasurer is not in the nitty gritty—that is, he or she does not need to be involved in the decision to purchase office supplies. On the other hand, if the office supplies expense line is looking unusually high for the past couple months, a good board treasurer will be sure to point that out in the review of the monthly finances.


The board treasurer can help you see the financial big picture and explain how it can be influenced by the details.


Audit


Many grant funders ask to see audited financials. Accounting firm EisnerAmper (www.eisneramper.com) offers the following great definitions of a financial audit versus a review: “A nonprofit audit is an opinion backed by evidence.” An audit might confirm that an organization is reporting its pledges correctly based on a review of the pledge recording system used by an organization. And: “A review is a report that states that the financials are free from material misstatement.” A review looks over the financials and the backup for the numbers and confirms that the financials are accurately reporting the numbers.
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Even if an audit isn’t required for external reasons (such as grant funding, especially for federal grants), according to EisnerAmper, having audited financials “meets objectives of accountability and transparency.” Check with your state’s nonprofit association for the possibility of funding available for help with audits for organizations under a certain size.






 





Some state laws even require a nonprofit audit during some defined period. Audits are expensive—an audit of even the smallest organization’s financials can cost well over $10,000—but they also provide a return, allowing you to apply for certain grants that require audited financials. In this way, you can look at an audit as a kind of investment.


The Bottom Line


The bottom line about nonprofit finances is that the bottom line is not the only important thing about your finances. Be sure you’re always being accurate and detailed in the financial life of your nonprofit. It will help you in every possible way.









CHAPTER 5


The Executive Director’s Role in the Nonprofit


The executive director (ED) of a nonprofit organization is equivalent to the CEO of a for-profit company. The title is lately sometimes being replaced with the more for-profit sounding titles president or CEO, which eliminates the word director and thus any potential confusion with the board of directors.


The ED runs the day-to-day work of the nonprofit. EDs of startup nonprofits may have very little paid staff. The chief job of the ED is to do what needs to be done to fulfill the organization’s mission. As the organization grows, this will mean less and less detail work and more and more big-picture work. But for the startup of an organization that chooses to hire an ED right off the bat, the job is both big picture and small details.


For example, as staff numbers grow, the ED is responsible for their management. Andy Fraizer, ED of Prosperity Indiana (www.prosperityindiana.org), an Indianapolis nonprofit that supports organizations building vital communities and resilient families, says his primary challenge is “identifying sources of individual staff motivation.” The ED, like most people in a nonprofit, must be ready and willing to pick up the slack where needed and help team members succeed.


Founder as ED


Before getting into the executive director hiring process, the first thing to consider is whether it makes sense for the founder of the organization to be the first ED. This is often the case.


The logic here is that the founder will have a key role in the newly formed nonprofit, so why not have that role be as the ED? The founder probably has the clearest vision of the organization and can set the ball rolling for the future.
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Don’t rely on a search only in the nonprofit world for your organization’s executive director. Candidates from the for-profit world can bring very useful skills and experience and can learn about nonprofit idiosyncrasies.






 





In this instance, the founding board likely will be a very hard-working board. But the other dynamic it sets up that the founder needs to consider is that the director reports to the board—so as director, the founder is suddenly in the position of answering to a group of people, which sometimes means defending choices that are clear to the ED as founder, but not so clear to the board as a group.


So, if you are the founder of a startup nonprofit, you might carefully consider being the president of the board of directors and hiring an outside ED. Let’s consider that option.


Hiring an ED


Hiring an executive director for a nonprofit organization should be done in the same way any hiring process takes place. Before beginning the search, the founder (who could also be the board president) and board members should put together a job description. This can be done by all members of the board, depending on the way the board is put together, or a separate committee can be constructed specifically for the hiring process. The committee could whittle the field down to the top two or three candidates and the rest of the board or the executive committee could come in at that point and join the final decision-making process.
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The Square Peg Foundation is a California-based therapeutic riding program that for more than a decade has used rescued horses for the program, combining working with troubled/disabled youth and animal rescue—two very prominent nonprofit service-type missions.


“2004 was a good time for starting this,” says Joell Dunlap, founder and now executive director, “and Silicon Valley loves a new idea/startup.”


Eager to build a new model from the best of each—therapeutic riding and horse rescue—Dunlap recognized that the organization was going to need a board of directors that trusted her and were okay with a few mistakes.


The first board treasurer was a nonprofit professional. He told them, “You do the horses, let me take care of the financial end of things.” This is just what they needed. But four years in, the treasurer died—and they were devastated.


“We grew because we had to, and I had some fabulous mentors,” says Dunlap, including Anne Murray of the Global Fund for Women, of whom Dunlap speaks highly. But it was difficult needing to retool the organization after losing their treasurer, who had the nonprofit knowledge, without the advantage of being a sexy new startup.


“This experience,” says Dunlap, “made me into a real executive director. Before I was just someone with a good idea who wanted to beat the odds and improve the model. I don’t recommend doing it this way, but it has been a neat thing for me.”


She goes on to explain that her interests and experience have evolved. Learning to delegate—often a hard concept for founders and executive directors—has been especially rewarding for Dunlap.


“It took me a lot of years, lots of confidence, to hand the horse part over to the other handlers and volunteers. You need to develop trust. A couple [of] bad experiences, a couple volunteers quit—you can lose that trust really fast. I needed to outgrow that phase in order for the organization to grow.” Dunlap explains not only did she learn to delegate, she learned to enjoy it. “I find lots of satisfaction in watching people deliver services.” One of the things she did to help herself accept delegation more readily was to develop training programs that enabled her to be confident literally handing the reins over to others.


And it all must work—12 years and three locations later, Square Peg Foundation is going strong. “It’s always going to be complicated,” says Dunlap. She advises, “Be on the balls of your feet all the time.”






 





Putting together a job description is important whether a recruiter is doing the search or not (see the sidebar on page 78, “A Short List of Nonprofit Recruiters”). The job description lets you create advertisements that accurately reflect the kind of person you are looking for.
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If you have the funding, consider hiring an executive recruiter familiar with nonprofits. A recruiter will have access to a very wide range of high-quality potential candidates. The recruiter can save you a lot of time, bringing two or three of the best-matched candidates for you to interview personally.






 





The board should decide what you can afford to pay the new ED. If the pay is low, which it certainly might be with a startup nonprofit, be prepared with some non-monetary incentives. Extra vacation time and flexible work hours are all very nice, but if the job is so massive that the ED can hardly fit in a vacation, let alone extra time off, then perhaps those are not reasonable incentives. Consider other flexibilities, such as working from home part of the time, if that could fit the organization. At the very least, be sure the ED has as nice an office as you can manage—one that’s equipped with a decent computer and phone system. Perhaps the organization can pay for the ED’s cell phone and other things that are directly related to the job that might help save the ED some personal money. Be creative so you can attract the best people, even if you don’t have a lot of money to pay them. Burnout comes fast and easy for overworked executive directors, so giving them the best tools you can (and remember, a nice office, up-to-date computer, and company cell phone are still part of the organization even if the ED leaves) can increase the chances they will be satisfied for a while.
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Executive directors need to be capable of high levels of task management and organization to accomplish all they are expected to accomplish. Take some workshops and talk with people about organizational tools and buy the ones that will best suit your tasks and your organizational style.






 





It’s usually best to be upfront about the pay in either the ad itself or in phone interviews with the first round of candidates. Even though the nonprofit world has a large share of people who consider doing the work of the mission more important than money, people still work to earn a living to pay their expenses. Don’t waste your time interviewing and getting excited about a candidate who wouldn’t be interested in a salary as low as the one you are offering. It’s best for all if you know you’re both in the same ballpark before you get too far into the process.
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As with any job description, you need to be specific (and honest) about the roles that the executive director will need to fill, and those roles are many and varied. There is no reason to hide how hard the work will be or the known difficulties (no staff, little money). The new director will find out soon enough—and if you’re lucky enough to hire an experienced ED, he or she already knows that there is lots of work, little staff, and low pay. It leads to hard work for everyone involved (including the new employee) to hire a director who gets there without knowing the full scope of the job. Having your first ED leave soon after arriving does not say good things about the health of your organization. People seeking employment in the nonprofit sector must be fully aware of the hard work, little pay, lack of support staff, and the fact that you always have more to do than can be done in a day. They don’t want to also be bored!









ED Job Basics


The key responsibility of the executive director of any type of organization is to ensure that its mission is being carried out. The second responsibility is to ensure the financial stability of the organization. These two responsibilities are almost interchangeable, because if the organization isn’t financially stable, there’s no ability to accomplish the mission.


Beyond that fundamental premise, the basics of almost any executive director job for any organization include the following:


       [image: ][image: ]  Supervising any paid employees, whether they are part time or full time


       [image: ][image: ]  With the executive committee’s help (or the full board’s, depending on the dynamic of the organization), setting an income and expense budget


       [image: ][image: ]  Fundraising, fundraising, and more fundraising


       [image: ][image: ]  Ensuring the maintenance and functioning of any buildings


       [image: ][image: ]  Coordinating volunteers if there is no paid staff member (or a volunteer!) who does that


       [image: ][image: ]  Coordinating volunteer recognition events


       [image: ][image: ]  More fundraising!


Some executive directors will have the following additional responsibilities, depending on the type of organization:




 






warning




[image: ]







[image: ]





If you find the need to have an acting director, don’t let the title go on indefinitely—it gives the wrong impression about your organization.






 





       [image: ][image: ]  Creating a schedule of events for the organization, if events are something the nonprofit does


       [image: ][image: ]  Cultivating and stewarding major donors and potential donors, ensuring they stay apprised of what’s going on in the organization (this also falls to the board and in some organizations is the board’s key responsibility)


       [image: ][image: ]  Lining up volunteers for tasks for which there isn’t paid staff


       [image: ][image: ]  If the organization doesn’t have a development staff member of any kind, keeping the donor database up-to-date, including sending acknowledgment letters for donations


ED as Chief Fundraiser


If it hasn’t been said enough yet in this book, remember: All members of a nonprofit organization are fundraisers. Some more directly than others, but all staff and board even by merely being a representative of the organization are giving impressions all the time to potential donors, affecting whether they want to donate to the organization or not. If you’re an animal shelter, the staff at the front desk of the shelter—whom people meet first when they come to look into adopting a homeless pet—are shaping those potential adopters’ (and often future donors’) thoughts about how welcome they felt. And they tell others. Think of staff conducting field trips or giving presentations to employees at large companies or delivering meals to seniors, and you realize that any kind of community interaction with staff members (and volunteers) is a key fundraising activity.


But the ED is the fundraiser-in-chief. Beyond the board president or any other individual member of the board, the ED represents the organization to the world. And he or she knows the inner workings of the organization like no other person associated with the nonprofit.


You do your organization’s future a world of good when you hire an ED who understands that although there are lots of small fires that can (and sometimes will) suck up a lot of time, the ED must know how to pull away from those fires and concentrate a large amount of time and energy on where the funding will come from for the organization to not only operate but to fulfill its mission. One of the principal ways for the ED not to get overly involved in every small fire is to have the ability to delegate to others. (And having others to delegate to!)


Fundraising is the ED’s key role, and this is best made clear from the beginning. If the person you’re interviewing doesn’t seem to understand or know how to do that—which you should be able to find out from asking pertinent questions and calling references—then that person should be crossed off the list of top candidates, no matter how slim the list is getting.


The Importance of Delegation


Executive directors, especially of startup nonprofits, need to learn how to delegate and not feel like they are the only ones that can do everything. Although high energy is key to startup success, the ED who does it all is on the fast track to burnout.


Lakshmi Hasanadka, executive director of Project Home Indy (www.projecthomeindy.org), a 12-year-old nonprofit that provides services to teen mothers in Indianapolis, puts it this way: “Running a 24/7 group home is challenging because many of the really hard issues happen at night or on weekends, when I’m not there. We’ve worked to overcome this challenge by creating a structure that ensures competent coverage 24/7 so that it doesn’t always fall to the leaders. Additionally, we’ve had to learn to not worry about work while we are away from the office. I’ve learned to trust that my capable staff is handling everything well when I am away from the office and have attempted to empower them so they can handle issues. Creating a work/life balance is essential to avoid burning out—which is easy to do in social services.”


Roles and Responsibilities


The ED’s role in a startup will depend greatly on how long the organization has operated without an ED. If your nonprofit is new, and you plan to hire an ED right off the bat (which is great if you can), then the ED’s role will include a lot of launch-type activities: getting computer systems up and running, working with a website designer, and perhaps hiring other employees, or, at the least, recruiting the appropriate volunteers for the jobs at hand.


The founder and the board should look for a very entrepreneurial person to take the helm of a startup nonprofit as their first ED, someone who is capable of initiating many processes, creating departments, and taking on many roles that an ED of a mature organization would not have to do. Entrepreneurial thinkers will love this—but they can be hard to find in the nonprofit world, since entrepreneurship often lends itself to moneymaking.


That said, many nonprofit leaders do fully understand the nonprofit’s innovative role in solving a problem. You just need to be sure to look for that instinct and drive to create something new from nothing.
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In contrast to the private sector employment picture, nonprofit growth continued through the Great Recession. Employment by charitable organizations grew every year from 2007–2012. By 2012 nonprofit jobs made up 10.3 percent of all nongovernmental jobs, thanks to hiring especially in the health and education industries. Health and social service jobs accounted for 67.5 percent of nonprofit employees, and education workers were 15.9 percent.


—U.S. Bureau of Labor Statistics






 





Your success in finding such a person will have a lot to do with how much you have to offer. Yes, salary is important, but nonprofit leaders tend to get as much out of the potential accomplishments of the organization as they do from their paychecks.


If you find just the right entrepreneurial spirit, be sure the founder and the board are capable of letting that person use some of that innovativeness. If you want someone to simply implement a plan that’s already in place, you don’t need someone with loads of entrepreneurial drive—in fact, they (and you) will only be frustrated.


In a very large nonprofit, the ED—like the for-profit CEO—will spend a large percentage of any given week managing employees. Even with organizations that have small numbers of employees—all “worker bees” and no managers, for example—the ED will be the one to motivate the overworked employee, manage crises, and mitigate disgruntled employees’ complaints.


The ED’s Relationship to the Board


The executive director reports to the president (or chair) of the board of directors, and through that person, to the entire board. The ED is basically a nonvoting member of the board of directors. The ED should not only attend board meetings but typically does considerable preparation for them.


The ED and the board president should be in regular contact. The ED should feel perfectly comfortable going to the board president with any concern or problem, whether it’s with an employee issue or an emergency with a building or (perhaps especially) with financial concerns. The president—under the guidance of the bylaws—can decide how much the rest of the board needs to be involved.
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Here is a list of the top five traits to look for as you search for your executive director:


             1.  Fundraising capability. Look for evidence in resumes that the applicant has had success in fundraising. It doesn’t have to be just one kind of fundraising; a lot of that depends on your organization. Event planning, grant writing, major donor cultivation/stewardship, direct-mail or phone-a-thon appeals—these are all types of fundraising. Many organizations do them all. But even those that do them all tend to focus on one or two primary avenues for getting donations.


             2.  Financial savvy. Your executive director doesn’t have to be from the nonprofit world. Lots of capable people in the for-profit world eventually want more meaning in their work lives. They look to escape the corporate scene and often apply to nonprofits seeking a chance to work for a mission, not for a profit. These people often come with lots of experience in reading financials, creating budgets, managing expenses, and reporting financials to their supervisors. The thing to be careful with here is reminding an ED hired from the business world that the mission and money are a fine balance in the nonprofit sector. They must understand that the balance will tip back and forth between the two—but mission is king.


             3.  Big-picture thinking. Although the board can take up the slack in the big picture of the organization, no one is more intimately involved in all aspects of the organization than the ED. This can be both a help and a hindrance to big-picture thinking. In a nonprofit that has little if any support staff, the ED can easily get caught up in the details. But knowing these details can also lend a unique perspective on the big picture that no one else has. It may be wiser to look for someone whose background tips heavily on the big-picture side—it’s easy to get caught up in the details even if the details aren’t the typical strength of the person.


             4.  Good communication. The ED is the key voice of the organization, especially at the startup phase. Even when an organization grows to the size of the American Diabetes Association or the Getty Museum, the ED still needs to be a good communicator, but by that point the organization’s voice is probably going to be relayed through a communications director. In the meantime, the chief fundraiser will need excellent communication skills and the ability to switch gears with those skills to be able to use the most effective means for different constituents, be it staff or potential donors or volunteers.


             5.  Delegation. Look for someone who is comfortable with delegating tasks to others. EDs simply can’t do it all, and they shouldn’t try. Hand-in-hand with delegation skills are communication skills—unsuccessful delegation often comes from not being able to communicate the task effectively enough for someone else to accomplish what was asked of them. An effective communicator/delegator knows how to be straightforward without being offensive. Many people, especially the high-functioning types that tend toward nonprofit ED work, have had bad experiences delegating tasks, and therefore have a tendency not to. Ask an applicant to describe their attitude toward delegation.


There are many, many other traits to look for in a strong executive director candidate—and many traits may be specific to the way a particular organization works—but if you look for the five traits outlined here, you’ll cover a lot of other ground at the same time, from how well the person multitasks to how well they supervise employees.






 





More typically, the question is when the rest of the board should be apprised of a problem, not if. There should be no secrets between the board president and the rest of the board. The board members overall need to feel that they are aware of the organization on whose board they sit. They should never hear something out in the community that they should have learned about at a board meeting or through a board email between board meetings. A successful organization needs an ED who doesn’t keep things to themselves—who is willing to involve the board in all pertinent matters promptly.


Succession Plan


The executive director is arguably the most critical position at your organization. Considering who would step into this position if the current director left or you had to let them go is important. If you are the founder but not the ED, you are probably the likely choice to keep the day-to-day operation of your organization going for some short period of time. But you likely have plenty of things on your plate already, so you won’t want that situation to last for long. Best to be proactive about succession and not wait until it happens to know what to do about it.


A succession plan typically will target an on-staff person who can take on the role of acting director. If this person is someone that the board thinks would make a good ED, and that person would like the job, the acting role gives that person time to prove they’re up to the task. Be sure to outline this from the start—don’t let the “acting” description go on indefinitely. Specify a time period in which it is understood that the candidate will either fully step into the ED role or the board will begin interviewing other potential candidates.
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According to www.PayScale.com, the average salary for executive directors in 2016 was approximately $63,866.






 





Even if you don’t come up with a complete succession solution, you will be glad you have thought about what would happen in the event that the director leaves the position.


Day in the Life of an Executive Director


This section looks at a day in the life of an executive director. It is a fictional view of the director of a small ($200,000 budget range) nonprofit with perhaps one part-time staff member. The nonprofit resides in a small house that it bought and an attached building, which it constructed. It is a museum showcasing the history of household appliances.


              8:30 A.M.: At computer checking and answering emails. One is from a major appliance manufacturer responding to the ED’s request for sponsorship of a new exhibit the director would like to put up at the museum, another from an appliance repair person saying yes to doing a workshop on appliance repair, another from the waste pickup company talking about the upcoming increase in its fees, one from a former colleague asking whether the director is planning to attend a seminar the next day on social media being given by the state nonprofit association.


              9:15: Work on finishing a grant proposal due in overnight mail by day’s end.


              9:55: Hears part-time museum clerk’s car pull in.


              10:10: Museum clerk stops in her office to tell her that the machine that does the video introduction for visitors is not working. ED fixes machine, and as she is leaving, visitors engage her in a 20-minute conversation about their interest in the museum. She gives them her business card, thanks them for visiting, and retrieves a copy of the hot-off-the-press newsletter out of an unopened box that has membership and other donation information as well as news about the museum and appliances in general and upcoming workshops. On her way back to her desk, she cleans the office bathroom and removes office trash.


              11:30: Back at her computer working on the grant proposal.


              12:15 P.M.: Board member arrives. They are going together to meet a prospective donor for lunch. On their way back, board member suggests they stop in office supply store and she will buy the organization a new wireless printer.


              2:00: Museum clerk wants to review the order for the shop inventory she has put together. ED looks at it briefly and asks if she can review it overnight and talk more about it in the morning.


              2:20: Back at the computer to wrap up final details of grant proposal. Looks at email and sees that the large appliance manufacturer has replied and said yes to a significant sponsorship of the new exhibit. Can’t spend time being excited yet, has to finish grant proposal.


              3:00: Finishes grant proposal. Starts making the requisite number of copies when copier runs out of toner. Replaces toner cartridge, gets almost finished with copying when paper runs out. Doesn’t have any extra. Runs down the street to a good friend of the museum’s and asks if he has a hundred sheets or so of paper she can borrow. He does. She finishes copying.


              4:00: Museum clerk is leaving and stops by ED’s office to remind her that she is on vacation for the next week and a half. ED thanks her, tells her to have a great time on vacation. ED remembers that tomorrow is her own birthday but she has to work the museum clerk position since that was the only day she couldn’t find anyone to come in for the clerk going on vacation.


              4:45: Dashes off a quick thank-you note to the prospect they visited for lunch, which she puts in the postbox on her way to the overnight courier office with the grant proposal; she doesn’t lock up for the day because she thinks they close at 5 so she just leaves. They close at 6. Her grant proposal gets in overnight mail and her thank-you note is sent, but suddenly remembering what she did, she still has to go back to museum to close up before going home.


              5:20: Back at the office, checks email one last time, sees a reminder that a school group is coming tomorrow for a tour. Grabs some leftover cheese from the refrigerator from an event that previous weekend to snack on while she searches her computer files for that timeline sheet that she always hands out to the group, prints out 30 copies, and makes 30 more on the photocopier using what is left of the paper she borrowed.


              6:30: Finally sets the security alarm and heads home, bringing a few folders of information about other possible grants and companies to solicit sponsorship from.


There are many things this ED does to help manage her multitasking day, and there are many things she could do better to help ease the burden of having so many responsibilities. But ultimately, this is a typical day of an ED of a small nonprofit, especially a startup—some of it involves the stuff for which she got into this to begin with, and some of it involves janitorial, mailroom, and IT work.


Owning a building often brings with it unexpected emergencies and is a constant maintenance task for the ED if the organization doesn’t have the funds to hire a building maintenance person or contract with a property manager. These are the kind of behind-the-scenes things you need to consider when you’re trying to decide between owning or leasing if you need physical space beyond a simple office or two.


The Face of the Organization


As you can see from this chapter, the executive director of a nonprofit organization juggles many roles. This person quickly becomes the face of the organization. If you, the founder, will not be in the role of ED, it is essential that you find the best possible person to fill that critical job.









CHAPTER 6


Staffing: A Fine Balance


In the startup phase, as with any small business, don’t overburden yourself—both from a financial and managerial standpoint—with staff. Conversely, don’t let a slow start get you into the common mindset of much of the nonprofit world—that staff is considered a bad use of donors’ gifts and that everyone in a nonprofit organization should be overworked and underpaid. That mindset is a perfect recipe for burnout, where you lose great people (perhaps including yourself, the ED, or founder of the organization). Rapid burnout means having to retrain people—which is more expensive than paying staff well to do skilled work in the first place, supporting them with administrative help, and having them stay with the organization for a long time.


Often the reasoning for lack of support is the misinterpretation that donors don’t want their money spent on staff. The idea is that donors understand the need for a leader but they want their money spent on the organization’s mission. However, it’s a rare organization indeed that doesn’t require people to accomplish its mission. And if you can provide measurables that show that your staffing approach is serving the mission—feeding hungry children, saving homeless pets, or providing a cultural resource—it’s a rare donor who will complain about your staff.


All that said, going slow with hiring, especially at the startup phase, is recommended. Hiring a couple of staff members within perhaps a year’s time is probably necessary. Of course, a lot depends on what type of nonprofit organization you start. A service organization or an advocacy group that doesn’t have (or need) a physical location may be able to accomplish their goals, for a while, with volunteers who support their cause. But an arts venue—a playhouse, say, or museum—that has a long list of functions, from creating marketing brochures to taking tickets to directing plays or curating an exhibit, may find it necessary to have a couple of paid staff right upfront. Volunteers are heroes and make up the lifeblood of most nonprofits, but there is also something about not being paid that can make people slightly less committed and/or reliable—not what you want when you are just about to open the doors to the public for a big opening.




 






tip
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The psychologist Herbert Freudenberger coined the word burnout, which became popularized in his 1980 book Burnout: The High Cost of High Achievement. The word was suggested to him by his observation of drug addicts who often stared at their cigarettes until they burned out. Don’t be a Freudenberger—take time to step away from your organization for a few days or hours to recharge.






 





Of course, you also need to budget and raise money to support whatever staff you feel you need at this stage. When there is no staff member to do a necessary job, it will probably fall to you. Doing everything there is to do and working 20 hours a day six days a week to do it will result in burnout—and where would that leave the nonprofit and its mission? Your cause is not helped by you being too exhausted to care or too sick to perform the tasks needed to accomplish the organization’s goals.


The Logistics of Having Employees


In order to hire anyone, your organization needs the proper employment logistics in place. Employees are employees, whether they work for a nonprofit or a for-profit organization. Being a nonprofit does not preclude you from being required to follow employment laws and practices. If the ED of the startup organization is paid, then everything an organization needs to hire employees has likely all been put in motion. Let’s look at the basics.


EIN


Apply for an EIN (Employer Identification Number, the “Social Security Number” of hiring), which you will need for everything from applying for a grant to paying any taxes related to your business. To get an EIN, you simply go to the IRS site (www.irs.gov) and search the Forms and Publications section for EIN Form SS-4. There is a link to the form itself and to instructions on filling out the form. You can apply online, by phone, by fax, or by mail. If you apply online or by phone, you will get your EIN immediately. Doing it by fax or mail can take up to four to six weeks to get your number returned, so plan accordingly.
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Checklist for Starting a Nonprofit
Identify a need.
Research other nonprofits to see if that need is being filled.
Research how your nonprofit could fill that need.
Decide on a name—make sure it is available through your state’s Secretary of State office.
Write a mission statement.
Line up a board of directors according to the laws in your state.
File articles of incorporation with the appropriate office in your state.
Create bylaws.
Apply for EIN through IRS.

File for 501(c)(3) tax-exempt status using IRS Form 1023: Recognition of Exempt Status
Under Section 501(c)(3) of the Internal Revenue Code.

File for tax-exempt status in your state, if applicable.
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Sample Budget
The Appliance Museum FY 20XX

Income
Grants $25,000
Grants $25,000
Admission fees $25,000
Workshop fees $ 5,000
Retail store $35,000
Earned income $65,000
Direct-mail appeals $12,000
Memberships $ 6,000
Appliance day event $ 8,000
Sponsorships $ 5,000
Online donations $2,000
Fundraising $33,000
Total Income $123,000
Expenses
Payroll related $ 6,000
Insurance $ 5,000
Staff salary $64,500
Fundraising expenses $ 4,500
Marketing, printing $ 8,000
Admin costs $ 6,000
Professional fees, misc. $ 4,000
Facilities $25,000
Total Expenses $123,000
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