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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!
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