








Conclusion

This report was designed to be both descriptive and
prescriptive. One goal was to provide Massachusetts
nonprofit leaders with a tremendous amount of infor-
mation that will help them to see their work in the
context of the entire sector—to understand where they
fit in, and identify and think about the issues that all
nonprofits are dealing with at this time in history.

The other goal was to draw the sector’s attention to a
potentially dire situation for our state’s nonprofits, the
result of unprecedented growth among organizations
without commensurate growth in support.

Protecting and enhancing the sector’s value—and deal-
ing with the daunting challenges it faces—demands
both individual and collective responses. Nonprofit
organizations, especially those that are small and
medium-sized, should take a hard look at their orga-
nizational strength, their funding prospects, and the
possibility of repositioning themselves or working in
new ways with groups that have similar missions. The
sector as a whole must continue to come together to
strengthen itself from within and advocate on its own
behalf.

Consider the information and the recommendations
in this report to be the beginning of a dialogue that
you are invited to enter into as the sector braces for
what might be tough economic times. Take comfort
in the fact that the nonprofit sector has weathered
tough times in the past and will most certainly prevail
despite the challenges that affect individual institu-
tions—small and large—and the sector as a whole.
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This report calls for restructuring, repositioning and
reinvesting in the Massachusetts nonprofit sector—
measures that are essential to creating the stable finan-
cial conditions necessary for nonprofits to meet their
public purpose. These much-needed improvements in
process and organizational structure already are being
adopted by a number of organizations. If taken to scale
and institutionalized, they will position the Massachu-
setts nonprofit sector for success in the 21* century.

Despite resource constraints, a number of the state’s
nonprofit organizations have developed innovative
solutions to the challenges they face. Their approaches
follow three distinctive strategies: 1) consolidation and
restructuring; 2) repositioning; and 3) reinventing and
reinvesting. This report closes with a brief summary of
some examples of nonprofits that have embraced one
of these three models.

Consolidation and Restructuring

A variety of nonprofits have achieved greater
efficiency, increased clout, and/or built stronger
programs through consolidation and restructuring.

Pine Street Inn

Faced with increased demand and level funding—and
the operating deficits caused by that deadly combina-
tion—Pine Street Inn, one of the state’s largest home-
less shelters, analyzed all of its activities, including
housing, outreach and the provision of food, clothing
and medical care to its clients, against its core mission.
As a result, the organization decided to outsource its
health care services to Boston Health Care for the Home-
less Program and the provision of clothing for its clients
to Morgan Memorial Goodwill Industries. As a result,

the Inn has managed to focus more fully on its core
mission of providing shelter and permanent housing
to clients and, in the process, experienced significant
savings by cutting its administrative work.
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DotWell

DotWell is a formalized collaborative effort of its two
founding organizations: Codman Square Health Center
and Dorchester House Multi-Service Center. An innova-
tive partnership between two well-respected commu-
nity health and human service providers, DotWell
represents an excellent example of administrative
consolidation. It provides state-of-the-art and enter-
prise-wide management support, including a compre-
hensive Information Technology (IT) infrastructure, a
performance improvement framework, development
and public policy advocacy functions, as well as finan-
cial management. DotWell has been lauded for its abil-
ity to meet the complex needs of at-risk populations
while realizing significant cost-savings.

Boston TeamWorks

Boston TeamWorks serves as a permanent administra-
tive home to six sports-oriented youth organizations
(MetroLacrosse, New England Scores, CityKicks, Good
Sports, World T.E.A.M. Sports and A Better Chance) all
serving urban boys and girls not only with sports
programming but with enrichment programs, such
as character education, community service, youth
development, leadership development and educa-
tional activities. Previously dispersed throughout
various office locations, the organizations now share
office space, conference rooms, and office equipment
at their Dorchester location. Though functioning
independently they all benefit from the efficiency of
shared resources and shared services. In addition, the
six organizations are planning to collaborate to enrich
youth programming.

Crittenton Women'’s Union

This is a merger/alliance of two historic nonprofit
organizations—the Women'’s Educational and Industrial
Union and Crittenton Hastings House—both of which
are dedicated to moving low-income and at-risk
women and families out of poverty and into lives of
personal and economic independence. By combin-
ing staff and resources, the Crittenton Women’s Union
was able to expand current programs, dedicate more
resources toward research and new initiatives, and
advocate for public policy changes that will increase
opportunities for the economic self-sufficiency of the
individuals and families they serve.

Home for Little Wanderers

Since 1799, children and families in Massachusetts
found helping hands in the various predecessor agen-
cies that comprise what is now The Home for Little
Wanderers (The Home). The infrastructure of the pres-
ent organization reflects a vastly expanded range of
services and programs through the merging of four
major organizations over the last decade: Boston Chil-
dren’s Services, The New England Home for Little Wander-
ers, Parents” and Children’s Services, and Charles River
Health Management. The Home now collectively serves
more than 10,000 children statewide and benefits from
the ability to provide services to different constituen-
cies that may not have been served had the merged
organizations ceased to exist. It has also created a
formidable “footprint” that enables the organization to
play a leadership role in the child welfare field locally
and regionally.

Group Purchasing Strategies of Trade Associations

Trade organizations—such as the Massachusetts
Association of Community Development Corporations,
the Massachusetts League of Community Health Centers,
and the Massachusetts Council of Human Service
Providers—are able to offer significant savings to
their member nonprofit organizations in the areas of
purchasing supplies and equipment, obtaining insur-
ance and asset management. There is strength in
numbers and in associations like these.

Third Sector New England’s Fiscal Agency Program

This program extends nonprofit sector benefits to unin-
corporated groups, projects and grassroots coalitions
by providing services in the areas of human resources,
IT and financial management, and by offering support
with governance, organizational and technical matters.
This service has allowed organizations to focus on
their missions without the burden of an administrative
infrastructure or the need to create a new nonprofit.
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Repositioning

The Massachusetts Nonprofit Sector is an important
economic force and has already begun using its collec-
tive clout to reposition itself and improve outcomes for
its constituents. Repositioning requires both innovative
ideas and strong leadership to support and enact them.

Massachusetts Nonprofit Network

This state association of nonprofits, created in just
2006, has already grown to a 300-member organiza-
tion. Its goal is to build public awareness about the
value of nonprofits, advocate for the sector and its
constituents, and build the capacity of organizations
and people who work in the Massachusetts nonprofit
sector. With this powerful vehicle for change, the
sector is well-positioned to maximize its potential and
gain efficiencies and influences possible only through
collective action.

Single Sector Strategies

The Massachusetts Council for Human Service Providers—
the trade association of human service organizations—
has been working to increase funding for human
services operations and compensation for direct care
workers. With no new money appropriated since 1987
to absorb the increased operating costs of provid-

ing care in community-based settings, a majority of
providers are struggling to maintain quality service

in the face of two decades of rising rents, insurance
premiums, utilities and transportation costs. This

has resulted in a major crisis in the system. Only by
coming together, can these agencies speak with a
common voice and have an impact on a future that will
affect all of them and their constituents.

The Cultural Task Force—a broad-based group of
cultural organizations from across the state—came
together in 2003 to develop strategies to enhance
revenues and resources for the cultural sector. Signifi-
cant results of this single-sector strategy include the
creation of the Massachusetts Cultural Facilities Fund,
for which the Legislature appropriated $25 million

in its first two years, the strengthening of arts service
organizations, and the development of fruitful partner-
ships with the public sector for policy, operating and
logistical support.

106

Reinvention and Reinvestment

Recommendations to reinvent and reinvest in the
nonprofit sector require well-conceived systemic
approaches and interventions. While this is the most
uncharted territory among the innovative approaches
to strengthening the sector, some examples include:

The Smith Family Foundation’s Capacity Building Grants
Program—a support program for multi-year capacity
building for high-impact youth-serving organiza-
tions. Through this program, the Foundation aims to
improve the strength and reach of a select number

of nonprofits that do work in various focus areas.
Launched in 2003, it provides annual, renewable
grants to organizations with significant growth poten-
tial that are making important contributions in the
Foundation’s priority areas.

SkillWorks—a collaborative of private, community
and public funders designed to train immigrants and
low-wage workers in self-sustaining family jobs. In its
first five years, SkillWorks provided training to some
2,700 people to work in the health care, automotive
and hotel industries. Its programs include direct fund-
ing for training, organizational capacity building and
public policy advocacy for systemic impact.

The Barr Foundation Fellows program—was designed to
honor the contributions of the Boston area’s experi-
enced nonprofit and public school leaders by giving
them an opportunity for replenishment, and by
supporting their organizations during this time. Over
a three-year period that includes a sabbatical, inter-
national travel, a series of retreats, and peer learning,
these leaders have an important opportunity to reflect
on the accomplishments of their organizations and find
the inspiration to attain even higher levels of effective-
ness, creativity, and innovation.

Looking Forward

These innovative programs and solutions, the work of
the Massachusetts Nonprofit Network and so many
other initiatives and fresh ideas are beginning to have
a palpable impact on the entire nonprofit sector in the
Commonwealth. A serious dialogue is beginning—one
that does not shy away from facing harsh realities, but
also focuses entirely on positive solutions. We invite
you to use this report as a primary source for self-
examination and collective action.

Understanding Boston



Technical Appendices

Appendix A
The Industry Sector Composition of Massachusetts Public Charities

Public charities operate with a specific core mission

or program area, and the nature of each nonprofit’s
operations will vary in relation to that mission. To
better understand the relationship between mission
and the varying business models within which differ-
ent nonprofits operate, we consulted with practitioners
and experts in the area of nonprofit finance to segment
the sector in an attempt to reflect the relationship

between business conditions and mission. The catego-
rization in this report builds upon the 26 “NTEE” cate-
gories developed by the National Center for Charitable
Statistics, which distinguish nonprofits on the basis

of their main programmatic mission. These have been
grouped into ten major operational categories (Indus-
try Sectors) that represent a specific mode of service
delivery as follows:

TABLE A-1
Industry Sector Composition of Massachusetts Public Charities

Number of

Major Industry Sectors Organizations
Arts, Culture & Humanities 1,115
Education, Science, Technology &

. . 1,727
Social Sciences
Environment and Animal-Related 345
Health Care & Medical 1,154
Community Capacity 628
Human Services 1,149
Housing & Shelter 470
Youth Development, Sports & Recreation 912
Philanthropy 388
Other 424

NTEE Classification

Arts, Culture & Humanities (A)
Education (B); Science &Technology (U); Social Sciences (V)

Environment (C); Animal-Related (D)

Healthcare (E); Mental Health & Intervention (F);
Disease, Disorders & Medical Disciplines (G);
Medical Research (H)

Crime & Legal related (I); Employment (J);

Public Safety, Disaster Preparedness and Relief (M);
Civil Rights, Social Action & Advocacy (R);
Community Improvement & Capacity Building (S)

Food, Agriculture & Nutrition (K);
Human Services (P)

Housing & Shelter (L)

Youth Development (O), Sports & Recreation (N)
Philanthropy (T)

International, Foreign Affairs & National Security (Q);

Public & Societal Benefit (W); Religion-Related (X);
Mutual & Membership Benefit (Y); Unknown (Z)
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Appendix B
Glossary of Terms in this Report

501(c)3 Organization is a nonprofit organization, whose tax-
exemption is based on Section 501(c)3 of the Internal Revenue
Code. They are charitable, religious, educational, and /or
scientific organizations. The two kinds of 501(c)3 organiza-
tions are private foundations and public charities.

Administrative Cost Ratio is total administrative expenses divided
by total expenses as reported on the Statement of Functional
Expenses on the Form 990.

Cash On Hand compares the cash balance to operating expenses
(total expenses less depreciation), and it indicates how many
days or months of expenses an organization can cover out

of current cash holdings without liquidating investments or
relying on new revenues.

Contributions is Line 1 in Part I of the Form 990. It includes
contributions, gifts, grants and similar amounts.

Total Expenses is a cost that is often reflected as an outflow
of money to pay for an item or service.

Financial Sustainability is whether an organization has enough
of its own resources to continue operations into the future.

Compensation is composed of wages and salaries, payroll taxes,
pension payments and other fringe benefits.

Current Ratio is current assets (the accounts that will convert
into cash in the next 12 months) divided by current liabilities
(the accounts that will need to be settled using cash or the
delivery of services) in the next 12 months.

Fundraising Efficiency is total fundraising expenses divided by
the sum of net special event revenue and contributions.

Investment Income is interest, dividends, and gains and losses
on sales of securities.

Leverage is defined as total liabilities divided by net assets.

Liquidity is whether an organization has sufficient cash
resources to deliver its mission and pay its obligations
on a timely basis.

Net Assets is defined as total assets minus total liabilities. In
other sectors, this concept is known as equity or net worth.
This number is drawn from Part IV, Line 73 of the Form 990.

Net Income is the annual excess or deficit of a nonprofit. It is
also known as the change in net assets and is reported on
Part I, Line 18 of the Form 990.

Net Operating Cycle compares net working capital to operating
expenses.

Net Working Capital is current assets (cash, receivables, inven-
tory or prepaid expenses) less current liabilities (unpaid bills,
grants payable and deferred revenue).
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Nonprofit Organizations for purposes of this study include orga-
nizations that have obtained tax-exemption from the federal
government and/or the Commonwealth of Massachusetts.

It includes those organizations that have received tax exemp-
tion under Section 501(c) of the Internal Revenue Code.

National Taxonomy of Nonprofit Entities (NTEE) is a classification
system for nonprofit organizations recognized as tax exempt
under the Internal Revenue Code. The NTEE was developed
by National Center for Charitable Statistics during the 1980s
through the collaboration of major nonprofit organizations.

Poverty Line is a federal standard designed to determine the
minimum level of income deemed necessary to achieve an
adequate standard of living.

Program Efficiency is total program expenses divided by
total expenses as reported on the Statement of Functional
Expenses (Part II) of the Form 990.

Program Service Revenue is Part I, Line 2 in the Form 990. It
includes income earned on contracts with government agen-
cies that benefit government agencies rather than the public
as a whole. It also includes tuition, admissions fees, and
royalties.

Profitahility is whether the organization earned new economic
revenues sufficient to cover current expenses and allow for
appropriate growth and a margin for error.

Public Charities include churches, hospitals, colleges and
universities, and social service agencies that may have an
active fundraising program and a diverse set of contributors.

Total Assets are probable future benefits obtained or controlled
by a particular entity as a result of a past transaction or event.
It is the sum of current and long-term assets owned by a
nonprofit. It is taken from Part IV, Line 59 of the Form 990.

Total Liabilities are obligations of an entity arising from past
transactions or events that are to be settled by cash, transfers
of assets or provision of services. It includes current liabili-
ties, long-term debt, and any other liabilities. It is taken from
Part IV, Line 59 of the Form 990.

Total Revenues include contributions, program service revenue,
investment income, membership dues, net rental income, net
income from special events and sales of inventory. It is found
in Part I, Line 12 of the Form 990.

Surplus Margin (also known as a profit margin) is net income
(i.e., the change in net assets) divided by total revenues.
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Endnotes

Executive Summary:

1. National Center for Charitable Statistics, Business
Master File.

2. MA Division of Unemployment Assistance.
3. American Community Survey of the US Census.

4. MassINC, Mass Jobs: Meeting the Challenges of a Shift-
ing Economy, Chapter 1, p. 48.

5. Net working capital is current assets (cash, receiv-
ables, inventory or prepaid expenses) less current
liabilities (unpaid bills, grants payable and deferred
revenue).

6. While typically one would look at the current ratio,
which is the ratio between current assets and current
liabilities. Many nonprofits report no current liabilities
rendering the current ratio incomputable. Therefore
the study reports the inverse current ratio.

7. Net assets is the accumulation of surpluses and defi-
cits over the organization’s operating history, with a
positive number indicating that accumulated surpluses
exceed accumulated losses.

8. Massachusetts Nonprofit Network is the state’s asso-
ciation of nonprofits. Formed in 2006, its mission is to
strengthen Massachusetts through nonprofit advocacy,
public awareness and capacity building. Its activities
and networks spread across Massachusetts through
eight geographic regions defined further in this report.

9. See Restructuring options chart , Appendix C.
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10. In a 1994 study, the IRS examined a sample of
501(c)3 organizations in the BMF file, and found that
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Form 990 return were either out of operation or
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Guide to Using NCCS Data, August 2006, p. 5)
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Shifting Economy, Chapter 1, p. 48.
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