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Building the Capacity of Capacity Builders
How Funders Can Strengthen Organizations that Provide Consulting, Training,
and Other Management Assistance Services to Nonprofits

Grantmakers for Effective Organizations e March 14, 2012
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Learning Objectives

« ODbtain practical advice on how to support capacity
builders’ efforts to enhance their program quality and
business models.

* Learn about research methods for assessing nonprofit
capacity-building needs and services.

* Learn about effective strategies for funders to build the
capacity of capacity-building organizations.
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Agenda

* Overview of Key Nonprofit Capacity-Building Concepts
(Paul Connolly)

 L.A.'s Experience (Fred Ali)
« Pacific Northwest’s Experience (Kit Gillem)

 Group Discussion and Q&A
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Background
-]

* Weingart Foundation

« M.J. Murdock Charitable Trust
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What Is Capacity Building?

Any activity that strengthens nonprofit performance & impact.

A process of developing and strengthening skills, instincts,
processes, and resources that organizations and

communities need to survive, adapt, and thrive in a fast

changing WOl‘ld, ’

-Ann Philbin
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Nonprofit Organization Capacity

Resources

Adaptive Capacity

Leadership Capacity

the ability of all organizational Management Capacity
I» ad:‘r'r tD create and sustain the ' |
i ¢ lel, prioritize, make
decisions, provide direction, and
innovate, all in an effort to achieve
the organizational mission

™~

the ability of a nonprofit organization "_I'ech_no]o_g':y

Language —

Technical Capacity

the ability of a nonprofit organization to
implement all of the key organizational and
programmatic functions

Key Resources et
m::&,"e"'mW§caumeded resources "2t
directly support programs and serVice:

(e group
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Nonprofit Capacity-Building Needs

Four Core Capacities:

« Adaptive
Crucial, but often overlooked
* Leadership

 Management

 Technical

e group 8
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The Nonprofit Sustainability Formula
_

Program

[.eadership + Adaptability, Capacity Sustainability.

Fundraising skills matter... but visionary and

> adaptive leadership matter more <

e group
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Capacity-Building Activities
-]

Capacity Building Activities Means of Capacity Building
* QOrganizational assessment * Referrals

* Business planning * Research

« Evaluation * Publications

* Facilities planning « Training and education

* Financial systems « Coaching

* Fund development « Convening

- Board development « Facilitation

* Technology upgrades « Consulting

» Collaborations/strategic
restructuring

tcc [olgeltle) 10
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Reasons for Funders to Invest in Capacity Building
-

 Enhance program impact
e Increase organization and community sustainability

« Leverage philanthropic dollars

e group 11
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Capacity-Building Strategies

Program Grants that address organizational effectiveness

General Operating Support Grants

Grants specifically to increase organizational effectiveness

Direct Technical Assistance

Capital Financing to NGOs

apital Financing to capacity builders & intermediaries Capacity Capital Financing to nonprofits

Builders &
LRI WSS Capacity-building services to nonprofits

Knowledge and
information is shared

Funders
Nonprofits

Grants to capacity builders

Researchers, educators,
and conveners conduct
research, evaluate,
educate, train, organize

Knowledge and information is shared peer networks & convene

K NGOs J

Grants to researchers, educators, & conveners
Knowledge and information is shared
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®)

Management Support Organizations (MSOs) Vary in Size
-

Typical MSO has an
annual operating
budget of almost $1
million, about 4 full-
time and 2 part-time
staff, and
approximately 250
clients annually.
Average age is 16
years-old.

Source: 2003 TCC Study of 86 MSOs as part of Packard Foundation Study and 2005
(el roup Alliance for Nonprofit Management Survey 13
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Note that this section covers MSOs and does not go into the nuances of state nonprofit associations
Types of Human Resources:
Staff (full-time and part-time) only
Affiliated sub-contractor independent consultants
Voluntary pro bono providers
Consultant “registry” for referrals (for a fee)

Other HR-related Data from Alliance for Nonprofit Management 2005 Survey:
Average MSO Executive Director salary: $86,778 for all MSOs and $102,143 for large, metropolitan areas.
About a quarter of MSO board and staff member are people of color.

Nonprofit MSO Serving a Particular Region

NOT:
National nonprofit providing capacity-building services (e.g. BoardSource or Bridgespan)
State or regional nonprofit association
For-profit consulting firm
Funder program that provides capacity-building services
Independent consultants



®)

Management Support Organizations (MSOs) Vary in Size

A Typical MSO:

« Annual operating budget of
almost $1 million

« About four full-time and two
part-time staff

* Approximately 250 clients
annually

* Average age is 16 years-old

2450

® Under $100K = $100 - $250K $250 - $500K m $500K - $1 M
m$l-2M = $2 - $5M Over $5M

Source: 2003 TCC Study of 86 MSOs as part of Packard Foundation Study and 2005
(el roup Alliance for Nonprofit Management Survey 14
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Note: this section focused on MSOs, not state associations, which have nuanced differences
Types of Human Resources:
Staff (full-time and part-time) only
Affiliated sub-contractor independent consultants
Voluntary pro bono providers
Consultant “registry” for referrals (for a fee)

Other HR-related Data from Alliance for Nonprofit Management 2005 Survey:
Average MSO Executive Director salary: $86,778 for all MSOs and $102,143 for large, metropolitan areas.
About a quarter of MSO board and staff member are people of color.



= A Comprehensive Range of Ongoing,

Blended Solutions Contribute to MSO Sustainability
-]

Publications,
Tools, and Training Peer One-on-one
Referrals Resources Workshops Exchange Coaching Consulting

$ $$5$

Less individualized More individualized
and expensive and expensive
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Notes: Value in working with cohorts

Examples of Successful Strategies

Deep focus on particular organizational area (e.g., leadership development).

Deep focus on a specific sub-sector (e.g., arts).

Outsourcing accounting, financial management, and technology consulting services.

Real-time tools and teaching geared toward implementing (rather than just getting ready for) organizational development.



Diverse Mix of Revenues for MSOs
_

| Data on MSO Earned
* Contributed

« Government Revenues

« Corporate
 Individuals

L Other

28%

« Consulting is most profitable
service & workshops break
even or have losses.

Earned * 33% of MSOs charge full

36% price for consulting, 48% offer
discounts, and 19% provide
consulting for free.

* Average full-price day rate for
consulting is $1,193.

Source of approximate distributions above: 2003 Source: Alliance for Nonprofit Management
TCC Survey of 86 MSOs and 2009-10 evaluation 2005 Survey.
of Pacific Northwest MSOs for Murdock Trust

e group 16
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Revenues and Staff Sizes of Select MSOs
IR eSS

Name and Location Annual %. 7 #S.t"."ff of
Revenues Contrib. Earned | Affiliates
CompassPoint $5,082,762 60% 40% 2
(San Francisco)
Community Rst$Cl;rce Exchange $3.592 259 80% 20% o5
MAP f(%';_'\g,gﬂl';’mf'ts $2,120,248 50% 500 20
Center for Nonprofit Management $1.373.367 30% 20% 9
(Nashville) o
Center for Nonprofit Management $1.246. 611 20% 20% 9
(Los Angeles) o
Nonprofit Assoc. of Oregon (formerly
TACS) $1,202,115 30% 70% 16
(Portland, OR)
Center for Norzl\p/)l.rofi.S Effectiveness $177.043 95% 504 8
lami

(el roup Data from most recent 990 and web sites and revenue type breakdown is approximate 17
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Needed for Sustainability:
A Delicate Balance of Earned and Contributed Revenues

N Balancing Mission and Money 4

R —

tcc pelelild
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Earned Revenues:
Fees for consulting, training, peer exchange, coaching, etc.
Requires competent and seasoned staff  or affiliates who can provide high-quality, value-added services that merit competitively-priced fees.
Forces MSOs to be entrepreneurial, risk-taking, and responsive to market demands to attract and retain paying customers.

Contributed Revenues:

From local and non-local foundations, government agencies, corporations, and individual donors.

Needed to:
Hire high-quality staff and build a strong organizational infrastructure for the MSO.
Support R&D for innovation.
Provide capacity-building services to smaller community-based nonprofits that could otherwise not afford them.
Signal value of capacity-building to nonprofits and funders.

Risks of Being Too Reliant on Contributed Revenues:
Prevents entrepreneurial practices and culture from developing at MSO, possibly leading to complacency and risk-averseness.
May lead to charging artificially low fees which can signal low-quality services.
Makes MSO more accountable to the funder, rather than the nonprofit client
May not enable MSO to attract highest-quality staff.
If one or two large funders discontinue funding, business model can be disrupted.

Risks of being too dependent on earned revenues
Could lead to under-investment in R&D.
Could result in under-serving of smaller community-based nonprofits.
If one or two large clients depart, business model can be disrupted.



Varying Degrees of Engagement by Funders
-

Provide ad
hoc support
to select
capacity
builders

e group

Invest to
strengthen
existing
ecosystem of
capacity
builders

Create new
entity to
serve as
central
access point,
clearing
house, and
coordinating
body

Create new
management
support
organization

Create and
operate
management
support
program

19
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- Flexible General Operating Support

Allows an MSO to Be Healthy
-]

How restricted is a funder’s support?

Unrestricted Pooled funds for Contract-like
general services support for a
operating (let MSO decide which particular set
support clients to subsidize, of nonprofits
based on certain
criteria)

20
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The Cyclical “Chicken and Egg” Nature of
Building a Financially Sustainable MSO

Talented staff and

Healthy revenue board and
generation community
leadership

\ ~ High-quality, J

iInnovative, and
high-impact
services

e group 21
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Keys to a Successful MSO Business Model

Services:
Conduct ongoing research that leads to market-oriented and innovative services, knowledge development, and a reputation for thought leadership.
Start with a thorough assessment of a nonprofit’s needs and readiness.
Conduct proactive marketing to increase demand for services.
Provide a holistic and seamless range of ongoing and blended services that complement each other.
Evaluate services and learn how to enhance them.

Financial Management:
Design contracts and pricing policies (including sliding fee scales) based on an understanding of the competitive environment and the true costs of providing services.
Avoid providing services for which the MSO serves mostly a broker role.
Maintain an effective, automated cost accounting and billing system.

Human Resources
Recruit talented staff and provide them with professional development.
Control the quality of any voluntary pro bono services.
Forge partnerships with local and national organizations. (Note: Possible national partners include BoardSource, Foundation Center, Innonet, NPower, Center for Creative Leadership, Rockwood Leadership Institute.)

Revenue Mix
Maintain a healthy balance of earned and contributed revenues.
Secure less restricted support from funders.
Raise money from individuals, especially through special events and MSO board members.
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Our Study

In 2009, Weingart began a study to understand.:

« The organizational strengths and challenges of L.A.
nonprofits

* The capacity-building needs of these groups, as well
as their access to and experiences with capacity-
building services

« The availablility and types of capacity-building
services available in the region

[{edl group 23



Presenter
Presentation Notes
FA


Study Methodology

 Core Capacity Assessment Tool (CCAT) online survey
completed by 260 L.A. nonprofits

« Supplemental survey completed by 263 nonprofits that
assessed their capacity-building needs and experiences
with capacity-building services

* Interviews with 12 foundations, 9 capacity-building
providers, and 14 nonprofit leaders

* Focus groups attended by 25 nonprofit leaders

[{edl group 24
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Location of Survey Participants

Los Angeles "
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Key Findings of the Study
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Organizational Strengths
-

The nonprofit sector in L.A. has many organizational
strengths

* Resilient and resourceful
« Deeply knowledgeable about communities served

 Visionary and motivating leaders

e group 217
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Organizational Weaknesses
-]

Most nonprofits were not strong in areas that are
key predictors of organizational sustainability:

« QOrganizational learning through needs assessments

and program evaluation
* Motivating and developing staff and board

« Securing the resources needs to succeed in

fundraising

[{edl group 28
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Organizational Weaknesses

Other shortcomings:

« Adapting to internal and external changes

« Cultivating “next generation” leaders and planning

leadership transitions
« Marketing and outreach
* Financial management

* Not well-informed consumers of capacity-building services

[{edl group 29
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Self-Awareness of Need for

Organizational Strengthening
-

Self-Reported Capacity-Building Needs

Communication & Outreach
Fundraising

Program Evaluation

Board Leadership
Organizational Assessment
Information Technology Systems
Knowledge Management
Strategic Planning

Executive Leadership Development
Financial Management

Facilities Management

Human Resource Management

0 10 20 30 40 50 60 70

[« Jroup Percentage of Respondents 30
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The Capacity-Building Field in L.A. County

« Disjointed and fragmented
* |nsufficient amount of services to meet need
» Little coordination

« Many providers are not organizationally and financially

strong

e group 31
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Gaps In Content, Format, and Geographic Access
-]

* Few services for program evaluation, communications,

outreach, and information technology
* Inadequate coaching and peer exchange services
* Need for more culturally-competent consulting services

» Lack of services depending on in-person meetings

outside of downtown, Pasadena, and Long Beach

32

[{edl group


Presenter
Presentation Notes
PC


Map of Capacity-Building Providers

Flintridge
Foundation

Valley Non-Profit
Resources Center

Center for Nonprofit Management, _
Community Partners, Taproot Foundation

Executive Services Corps _
of Southern California Deloitie Centerfor

= E— V, Leadership and Community
Santa Monica :

H .l / b - ; { _— ) /;
Grané::’l::shlp —— \Y 7 Whlttler \ / p
Nonprofit = 7 N\ : y
Finance Fund | o ltﬁa’
v \\. “‘:‘
= o i
RedondoBeach =+~ — SO) N =\

\ L \\ . , Anaheim \

I'f o %
_Lo‘ng Beach - 5/ | N

Long Beach Nonprofit \

Partnership

Orange Santa Ana
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Mixed Quality of Capacity-Building Services

* Only 15% of respondents strongly agreed that the
consulting services they received incorporated best

practices

e Just one-third of nonprofit leaders reported that they
strongly agreed that they would recommend a consultant

they had worked with to a colleague

* Only 10% of respondents said that the workshops and peer

exchanges they had participated in were of high quality

[{edl group 34



Presenter
Presentation Notes
PC


The Philanthropic Community in Los Angeles County
-]

Funders support nonprofit capacity-building now by:

* Providing general operating support
* Funding for capacity-building activities for nonprofits

* Funding intermediaries and capacity-building

providers

* Providing capacity-building services directly

[{edl group 35
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The Philanthropic Community in Los Angeles County
-]

Funders hinder nonprofit organizational capacity-building by:
* Providing much restricted and short-term financial
support to nonprofits
» Giving inadequate support to capacity-building service
providers in the region

* “Doing their own thing” and not communicating or

collaborating well with other funders

36
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What We Have Achieved So Far

Increased coordination among capacity builders

* Formation of the Los Angeles Capacity Building
Roundtable (CNPM)

 Joint submissions of Information Exchange planning
grant proposals

[{edl group 37
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Increased coordination among funders

« Sponsored convening's through the USC Center on
Philanthropy and Public Policy

» Southern California Grantmakers Annual Conference
* Alchemy Gold (Annenberg Foundation)
* Building MSO Sustainability (CCF)

« Joint funding of Capacity Building Information
Exchange

38

[{del group


Presenter
Presentation Notes
FA


In general, the findings and recommendations of the TCC
Study has renewed interest among nonprofits, funders,
and service providers in developing a more effective
system of capacity building, not only in Los Angeles
County, but in other Southern California counties including

San Diego.

39
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The Weingart Foundation continues to support the
development of organizational capacity and sustainability by:

* Using at least 60% of its available grant dollars to fund
unrestricted core operating support grants

« Sponsoring targeted capacity building initiatives in underserved
communities

 In conjunction with the California Wellness Foundation,
supporting a re-granting/capacity building initiative through the
Liberty Hill Foundation for community-based and minority led
organizations

* Funding grantee initiated capacity building projects

* Providing core operating support to Management Support
Organizations

40
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Capacity Building Information Exchange
-

In February, a group of nine funders awarded a planning
grant to a consortium of three organizations, the Nonprofit
Finance Fund (lead agency), the Center for Nonprofit
Management, and the Taproot Foundation, to develop a
comprehensive plan for a capacity-building Information
Exchange. The plan is scheduled to be completed by
September, 2012.

41
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Purpose

* Build upon the findings of the TCC report by assisting nonprofit
organizations serving Los Angeles County to become better
consumers of capacity-building services.

« Create an innovative, technology-based Information Exchange that
will connect Los Angeles nonprofits to appropriate and quality
capacity-building services.

« Serve as a regular forum for nonprofit organizations, capacity
builders, and funders to plan and coordinate a capacity-building
strategy for Los Angeles.

42
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Key Components
-

 Initial intake and organizational assessment
* Service directory

» Referral assistance

« Marketing and communications

* Resources

» Coordination and strategy development

e group 43
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An initial assessment or diagnosis to determine and prioritize general capacity building needs before providing an appropriate referral for services.  The assessment must be user friendly and non-duplicative of what the future service provider might employ.

A vetted directory of management support organizations and consultants that identifies quality services and appropriate expertise. The categories of providers and consultants vetted will be broad and include: fund development, management, human resources, IT, marketing, legal, strategic planning, accounting and other disciplines relevant to capacity building. The vetting process might include a built-in mechanism for consumers to evaluate services and inform other consumers. A certification process or rating system for consultants may also be an option.

Connecting nonprofits, through a variety of means, to appropriate consultants and/or organizations that can provide capacity building services. Along with the referral services, nonprofits will have the option of receiving training on best practices for identifying, retaining, managing and evaluating the work of capacity building service providers.

Promoting the benefits and availability of capacity building services and providers to nonprofits in the Los Angeles area.

Provide access to on-line and print resources that describe and promote best practices in a variety of capacity building areas.  From sample strategic plans  to consultant contracts, these resources will be  provided to nonprofits in an easily accessible manner and will represent the most current and expert thinking in the field

Promote coordination and communication among nonprofits, capacity-building service providers, and funders by serving as a regular forum where planning, training and learning can occur.  	Ultimately, this coordinated effort will assist in the 	development of a strategy for improving and expanding access to capacity building services in Los Angeles.
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= Qverview of the Murdock Trust’s Nonprofit Support

Organizations Capacity-Building Initiative
-]

2007 — 2008: Trust Study, which found that state-wide
nonprofit support organizations played an
Important role in strengthening nonprofits
and could be strengthened themselves.

2008 — 2011: Core support to five nonprofit support
organizations in different states, along with
peer convenings and ongoing evaluation.

2011 — 2013: Core support (extension) to four nonprofit
support organizations in different states,
along with peer convenings.

[{edl group 45



Presenter
Presentation Notes
KG


Inputs

Murdock funding,
staffing & resources

Grantee readiness,
knowledge, and time

Evaluation learnings

[{edl group

Our Theory of Change

Strategies

Assessment

Core Support- New
staff, service & tech.
enhancements.

program expansion,
consulting services,
staff development

Peer learning and
convenings

Qutcomes

Stronger adaptive,
leadership,
management and
technical capacity of
NSOs.

Improved services

Greater impact on
NSOs

Greater impact of
nonprofits

46
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Where We Invested

The Foraker Group

N

The Nonprofit Center

: l Montana Nonprofit Association

(e group ' 47

Idaho Nonprofit Center

Technical Assistance
for Community
Services (TACS)
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How We Invested $1.8 Million Over Three Years

e

| \- \ T \‘f““. a ,_";-;_j__.;.g_f-lé: ,_ PN ;J"'i T \
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Annual Budget Core Support

,\““ WE“ ‘ ;{~ \ y

& Ll S

State Organization

in 2008 Grant \%\‘

Alaska The Foraker Group $2,900,000 $200,000/year
w

;« Q

l“.

o $277,000|  $30,000/year I %

Center

Montana | entanaNonprofit $506,000|  $56,000/year %

Association

Technical Assistance
Oregon for Community $1,966,000 $250,000/year
Services (TACS)

j Washington | The Nonprofit Center $373,000
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Two Year NSOl Extension

(o ~ ' A
NET T

State Organization Core Support Core Support

2008-2011 2011-2013 | \%\‘

Alaska The Foraker Group $200,000/year $150,000/year

:fi\"<

l“.

$30,000/year $40,000/year £/ &

Idaho Nonprofit

G810 Center

Montana Nonprofit
Montana Association $56,000/year $60,000/year %

Nonprofit Association
of Oregon (TACS)

Oregon $250,000/year $150,000/year

¥ Washington | The Nonprofit Center
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Ongoing Evaluation
-]

* NSOs did annual organizational assessments (CCAT)
* Annual business model assessments

* Murdock grant progress reports

« Site visits

« Convenings

tcc [olgeltle) 50
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Results So Far: NSO Capacity

3 VN -- substantial \ -- likely
1 \V -- significant \ 72— likely & possible
1 \ -- limited closed

tcc [olgeltle) 51
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Results So Far: NSOs Going to Scale

2008 2009 2010
\ Infrastructure
Development
\
\ Core Program
Development
_/

tcc [olgeltle) 52
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Results So Far: A Few Specific Examples

« Alaska, Idaho, and Oregon organizations expanded to
become state nonprofit associations.

« Alaska, Foraker Group launched and grew “shared
financial services” for nonprofits that have become
successful.

« Oregon, the Nonprofit Association of Oregon has
expanded its Executive Transitions Services and has a
presence in Salem.

 Montana, launched its Public Policy Program benefiting
Montana nonprofits and the NSO cohort.

({del Jroup 53
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Initiative Insights

* About 2/3 of all NSO goals were accomplished.

* The economic recession slowed the pace of progress.

* The Initiative helped most of the NSOs “weather the storm”
and come through stronger, with increases in contributed
and earned income.

* Most of the capacity built appears to be sustainable.

* The learning-based cohort approach was seen by the
NSOs as one of the most valuable parts of the initiative.

tcc [olgeltle 54
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Other comments:
Hands-on funder that frequently interacted with grantees and created a “safe” space and was very responsive

The interaction between the cohort was one of the strongest aspects of the program

Variety of working with consultants (business plan and evaluation development) as well as support to just expand (new programming, new positions, etc.)

A lot of focus on deeper leadership and adaptive capacities

The impact of leadership transitions is also an interesting thing for this group

Identifying the right kind of technology can be difficult for MSOs.  Difference between productivity oriented technology (database, servers, etc.—smaller fixes seem to be better than trying to do large overhauls) and program-oriented technology (webstie, distance learning, etc.—adds stress to staff in short-term)

As with nonprofits, MSOs benefit from including the board in the “why” of the process



Murdock Lessons Learned - The Spill Over Effect
-]

* Rigorous outside evaluation
« Convening and peer learning

* Nonprofit leadership transitions

« Capacity building organizations and grants

« Murdock staff and trustee ongoing education

tcc [olgeltle) 55
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Other comments:
Hands-on funder that frequently interacted with grantees and created a “safe” space and was very responsive

The interaction between the cohort was one of the strongest aspects of the program

Variety of working with consultants (business plan and evaluation development) as well as support to just expand (new programming, new positions, etc.)

A lot of focus on deeper leadership and adaptive capacities

The impact of leadership transitions is also an interesting thing for this group

Identifying the right kind of technology can be difficult for MSOs.  Difference between productivity oriented technology (database, servers, etc.—smaller fixes seem to be better than trying to do large overhauls) and program-oriented technology (webstie, distance learning, etc.—adds stress to staff in short-term)

As with nonprofits, MSOs benefit from including the board in the “why” of the process



Strengthening Nonprofits:
A Tale of Two Regions

30,000 nonprofits concentrated in one
county, urban and suburban county

82,000 nonprofits spread throughout five large
states that are mostly rural.

ECOSyStem Celz?aerggrgr?:; 0;5‘:2‘;??\&?;'% chSgir?gr:rf riety of funders, with few large ones and few
onprofit capacity building. ing on nonprofit capacity building
/st VAN nonprofit support organizations
Capacity-building field fragmented and MSO
Needs Assessment services are of mixed quality
ld be supported
Improve the connection between “supply and
Strategy for demand “by planning capacity-building « Enhance the “supply side” by strengthening the
Im provement capacity builders

clearinghouse excha
Joint funding of capartulding initiatives

Results So Far

grOUD

Increased coordination -émong funders and
capacity builders
Information Exchange Planning Grant

Some stronger NSOs providing more and better
services to nonprofits
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Questions and Group Discussion

Fred Al Kit Gillem Paul Connolly
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