Analyzing the Dynamics of Funding:
Reliability and Autonomy

The way an
organization handles
decisions about
funding sources sets
in motion an
ongoing chain of
consequences,
further decisions,
and compromises
about what the
organization will and

will not agree to do.

by Jon Pratt

Editors’ Note: An earlier version of this very popular article appeared in the Fall 2002 issue of
the Nonprofit Quarterly. This version provides a deeper cut, making explicit a set of eight common
nonprofit financing models or archetypes. Each archetype carries with it a constellation of man-
agement challenges and an advised set of management priorities to address those challenges.
Pratt is a master of this kind of simple but profoundly helpful sorting of information. We recom-
mend it as an excellent reading for board members.

very nonprofit organization begins with

high hopes and aspirations for public

benefit, with a mission to make the world

abetter place. An immediate challenge is

how to put these goals into action, and
how to finance the organization. Or, as one
cartoon caption under a drawing of Moses
holding two large stone tablets put it, “What
about funding?”

Money is a limited and competitive resource;
organizations without a permanent source of
funds must do their best to accommodate the
preferences and conditions of funding sources.
Striking necessary bargains with devils and
angels constitutes the defining struggle for non-
profit boards and managers. This existential
dilemma is played out in every nonprofit budget
and strategic plan: how does the organization
raise funds to realize its long-range purpose
while also scrambling for its existence?

The way an organization handles decisions
about funding sources sets in motion an ongoing
chain of consequences, further decisions and
compromises about what the organization will
and will not agree to do. Throughout the history
of nonprofits, major changes in size, direction,
and strategy (and even new names and pur-
poses) are more commonly due to shifts in
revenue than to changed intent.

Among the funders of nonprofit activity,

8 REPRINTED FROM THE NONPROFIT QUARTERLY

attaching conditions and targeted funding are
considered valid methods for increasing the
accountability and effectiveness of grantees.
Whether it is a government agency or a private
foundation, the allocators of funds have author-
ity over a finite resource with many requests
from the outside. They conclude from previous
experience which types of activities are most
likely to succeed, and seek the “biggest bang for
the buck” by focusing and restricting their
money to this narrower range of activities.

For nonprofit organizations, not all funding
has an equal effect on the bottom line. Complying
with the conditions attached to funding—and
coping with fluctuations in revenue—
imposes direct and indirect costs, and occupies
the attention of managers and boards. The draw-
backs of this situation are self-evident to anyone
who has managed a nonprofit organization, but
board meetings and financial reports can have the
effect of simplifying the problem down to “will we
take in enough money to cover expenses?”

Board members, nonprofit employees, and
clients (and even other funders) frequently
believe that an organization has more latitude
over how and when it spends its funds than is
actually the case. This limited autonomy
squeezes nonprofit managers by putting them in
the onerous position of enforcing and defending
compliance with funding conditions, sometimes
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in the face of solid arguments for an
alternative course—all the while being
criticized that “if they wanted to do it,

they could.” Or worse still, different parts of the
organization disagree about the conditions that
exist, the wisdom of compliance, or the likeli-
hood and severity of sanctions, causing internal
conflict or even misappropriation.

An organization-wide appreciation of these
revenue-source issues is in the interest of the
board and staff, informed by an examination of
the two major variables: reliability and auton-
omy. This does not lessen the constraints—but
can clear the air so that decision making is
based on a common understanding of an orga-
nization’s available degrees of freedom and the
future implications for revenue changes.

Reliability of Funding

To what extent can an organization predict its
revenues year-to-year for budgeting, staffing, and
program planning? Is it reasonable to expect a
particular funding source will be renewed? This
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information—projecting and tracking revenue
and expenses—is key to managing any enter-
prise. Boards and nonprofit managers are under
a legal mandate to exercise their best judgment
concerning what revenue will be available, with
serious consequences if they are wrong. The
decisions they make will be based on their con-
fidence level regarding the relative stability or
volatility of each element of the organization’s
financial support.

The Reliability-Autonomy Matrix divides
twelve common types of nonprofit funding into
three levels of reliability: high, medium, and low.
This necessarily gross categorization is useful
to identify funding sources on a continuum from
dependable to speculative, although an individ-
ual organization’s experiences will vary. (The
placement of any specific funding source on the
reliability axis can vary considerably based on
the organization’s relationships, existing com-
mitments, and other constraints influencing the
funding source.) The three levels of reliability
include:
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The Reliability/
Autonomy Matrix is
designed to reveal
priority issues for
board and
management
attention and
indicate strategies
needed to handle
the relative
reliability and
independence of its
revenues. The
profiles and
archetypes,
themselves, are
difficult to shift. ..
since most mature
organizations have
an established mix

of funding.

High reliability: Small to medium-sized indi-
vidual contributions, endowments, member-
ships, United Way support, rental income,
advertising.

Medium reliability: Fees for services, ongoing
government contracts, third-party reimburse-
ments, major individual contributions, corporate
charitable contributions.

Low reliability: Government project grants,
foundation grants, corporate sponsorships.

Organizational Autonomy

Dependency theory indicates that the autonomy
of nonprofit organizations is directly related to
the extent of their reliance on suppliers of funds.

From government contracts to foundation
grants, organizations know they are signing
onto a variety of conditions that are attached
to funding, comparable to “if you take the
King’s shilling you do the King’s bidding.”
These conditions can range from the general
targeting of an activity to extremely detailed
specifications dictating the ingredients, per-
sonnel, time, place, and manner of activity. For
the donor, these conditions represent due-dili-
gence assurances that funds will be effectively
and responsibly expended, while for the recipi-
ent organization, a number of these conditions
are unwelcome, burdensome, and counterpro-
ductive.

As with the reliability index, the matrix
divides eight common types of nonprofit funding
into three levels of autonomy: high, medium, and
low. This similarly gross categorization distin-
guishes between conditional and unconditional
sources, and an individual organization’s situa-
tion will vary. (The location of any specific
funding source on the autonomy axis can be
adjusted based on the organization’s relation-
ships, existing commitments, and other con-
straints influencing the funding source.) The
three levels of autonomy include:

High autonomy: small to medium-sized individ-
ual contributions, fees for services, foundation
operating grants, endowments, memberships.
Medium autonomy: major individual contribu-
tions, corporate charitable contributions.

Low autonomy: third-party reimbursements,
government project grants, ongoing government
contracts, foundation project grants, United Way
support.
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Understanding an Organization’s
Reliability/Autonomy Profile

The revenue situation for any particular organi-
zation will have special characteristics, and
could change over time. To understand an orga-
nization’s “center of gravity,” it is possible to cal-
culate an overall reliability/autonomy score
using a spreadsheet and formula on the Non-
profit Quarterly Web site (www.nonprofitquar-
terly.org). The eight revenue archetypes set out
some typical situations and management
responses. A closer analysis of a single organi-
zation can reveal a greater level of detail and
more options. Organizations are free to change
the rating for funding types based on a frank
assessment of their own situation and relation-
ships.

Management and Governance
Implications

The Reliability/Autonomy Matrix is designed to
reveal priority issues for board and management
attention and indicate strategies needed to
handle the relative reliability and independence
of its revenues. The profiles and archetypes,
themselves, are difficult to shift (e.g. dramati-
cally increasing autonomy) since most mature
organizations have an established mix of
funding. Wherever a funding source falls within
the matrix, it carries with it a variety of man-
agement options, many of which, in turn,
increase the complexity of the management
task. Increasing the number of sources and
transactions is generally a useful strategy to
increase organizational autonomy and security—
though it demands more administration.

One critical additional variable is the sheer
number of funding sources. Most organizations
work hard to diversify their sources of funding,
both in type and number of sources, in order to
reduce funding volatility and lower their risk of
catastrophic loss (such as when a major funding
source withdraws its support).

Boards of directors expect to be involved in
budget planning and monitoring, but in many
organizations they are often not aware of the
degree of volatility of their funding, or what the
organization should do about it.

Organizations with funding that is low in reli-
ability have a variety of possible actions to
reduce the uncertainty in their environment:
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e Maintain higher cash reserves to fill in gaps
and reduce the roller-coaster-budget effect.

e Give greater management and board attention
to cash management and financial systems, thus
predicting shortfalls and allowing quick decisions.

¢ Use volunteers, consultants, and temporary
employees to increase flexibility of the work-
force, and thus reduce dislocation.

¢ Develop close relationships with organiza-
tions in the same subject area to track industry
changes, and share information on funding
source preferences and behavior.

e Submit multiple applications to offset low-
response rates.

Organizations low in autonomy have a
special set of problems, because although their
funding sources are definitely willing to transfer
funds to them, they want to do this in a particu-
lar way. An African proverb says that “if you
want to give a man a goat you have to let go of
the rope,” but of course many funders have per-
fectly good reasons why they can’t completely
“let go of the rope.”

Boards of directors are less aware of their
role in monitoring the restrictions placed on the
funds their organizations receive. Low-auton-
omy organizations must also develop a special
set of skills to preserve sufficient maneuvering
room:

¢ Emphasize negotiation skills and develop a
persuasive case of what the organization brings
to the table (local community knowledge, flexi-
bility, reputation, track record, volunteers, lever-
aged money, etc.) to equalize exchange and
offset unwanted conditions.

e Monitor (via the board) the consonance
between the organization’s mission and the
nature of the projects it is asked to undertake.

e Be prepared to resist and reject incompati-
ble conditions by having a gift-and-grant-accept-
ance policy.

e Maintain a robust financial system to track
and comply with conditions and restrictions on
funding and effective segregation of funds.
Monitor conditions on funding. Discuss as a board
the purpose of funding and contract monitoring,.

¢ Increase the total number of funding sources,
even if they are low autonomy, to reduce the degree
of control of any one source. An organization with
a dozen or more low-autonomy funding sources
can mitigate the lack of flexibility by diversifying.

e Take part in policy networks and coalitions
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to resist or reduce excessive conditions by gov-
ernment funding sources.

One of the easiest types of organizations to
manage, and the most satisfying for a board
experience, is a high-reliability/high-autonomy
organization. These organizations are better able
to chart their own course and stay flexible, and
have the time and freedom to ask the big ques-
tions and make long-term plans. More complex
are high-reliability/low-autonomy organizations,
which are often large institutions enjoying tight
relationships with government or the United
Way; they are generally long-term relationships
in which funding conditions are accommodated
over a long period of time.

The most difficult organizations of all to
manage are low-reliability/low-autonomy (a.k.a.,
Dante’s Seventh Circle of Hell). These organiza-
tions are stuck in an ongoing loop of project cre-
ation, submission and approval, and have a high
need for both negotiation and earnings manage-
ment, which sometimes are in conflict.

Many organizations are so steeped in their
existing funding patterns and relationships that
they no longer recognize or think about the
nature and limits of their situation. The Reliabil-
ity-Autonomy Matrix enables boards and man-
agers to take a systemic view of their revenues
by providing a framework for examining them in
a relevant, strategic context. The value of the
Matrix is its abilility to help nonprofits easily
identify funding limitations and flexibility within
their organizaitons, which is central to effective
strategic and financial planning.

An Excel spreadsheet template for the Relia-
bility-Autonomy Score, providing a quick method
to analyze and score the organization’s revenue
reliability and autonomy, is available for down-
loading at the Nonprofit Quarterly Web site
(http://www.tsne.org/files/298-32.x1s).

About the Author

Jon Pratt is the executive director of the Min-
nesota Council of Nonprofits and a contributing
editor to the Nonprofit Quarterly.

Let’s Talk

Let’s move this topic forward! Any ideas or
arguments you’'d like to share with the
authors and editors? Contact us at: feed-
back@nonprofitquarterly.org.

Many organizations
are so steeped in
their existing
funding patterns and
relationships that
they no longer
recognize or think
about the nature and
limits of their
situation. The
Reliability-
Autonomy Matrix
enables boards and
managers to take a
systemic view of
their revenues by
providing a
framework for
examining themin a
relevant, strategic

context.
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The ability to recognize patterns in any endeavor gives us a valuable leg up. Having those patterns explicitly laid out provides us with a greater capacity to make an
informed decision about the course we wish to take in choosing the financing model for our work. Sometimes these models may appear to be predetermined by the field
that we are in but there is often some room for choice about balance and proportion.

The following easy-to-use chart begins a process of clearly and simply laying out some common patterns and the association between them including:

- the predominance of a particular revenue source in a nonprofit;

COMMON REVENUE TYPES EXAMPLES REVENUE PROFILE

What is the dominant source of income? What kinds of organizations tend to rely on this Where does this leave you in terms
revenue type as dominant? of reliability and autonomy?

Individual contributions dominant Small grassroots organizations working on local issues; High reliability;

Humane and animal-rights organizations; High autonomy

Faith-based programs;

Environmental and other national advocacy organizations;

Individual or organizational: membership dues dominant

Government contract dominant

United Way dominant

Earned income dominant, individual payors

Third-party payor dominant

Foundation grant dominant

Blended/ diversified revenues
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Disease-specific organizations.

Labor unions;
Credit unions;
Neighborhood associations.

Charter schools;
Workforce development groups;
Human service agencies.

YMCA/YWCA;

Boys and Girls Clubs;
Boy Scouts/Girl Scouts;
Campfire Girls.

Theaters;
Private colleges or universities;

Management support organizations.

Community health centers;
Hospitals;
Nursing homes.

Advocacy groups;
Public-policy centers;
Start-up organizations;
Arts organizations;
Some organizing groups.

Advocacy organizations;

Community-based organizations.

Medium reliability;
High autonomy

Medium reliability;
Low autonomy

Medium reliability;
Low autonomy

Medium reliability;
High autonomy

High reliability;
Low autonomy

Low reliability;
Low autonomy

Medium reliability;
Medium autonomy
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- the degree of autonomy the nonprofit has;
- the degree to which that source is reliable, and;
- the management challenges and tasks associated with that source.

We think that this is a great tool to promote conversation at the board level as is — but it is also a work in progress. We may have missed something and would love
to hear back from our readers about what else might be added to ensure that this becomes a comprehensive tool for nonprofit managers and boards.

MANAGEMENT CHALLENGES
What are the special problems or demands associated
with this revenue situation?

Need for high recognition, good reputation;

Management of multiple-donor relationships;

List management;

Monitoring of continuous changes in market and market reactions to various solicitation
techniques.

High expectations for transparency;

Member engagement and interactive communications;
Leadership development;

Collection of dues;

Member politics.

Cash flow issues;

Limited capital;

Maintenance of political relationships;

Compliance with reporting regimen and external standards of demonstrating results;

Contracts often lag behind innovation;

Tight eligibility requirements;

Dependence on categorical, inflexible funding leads to political skewing of mission or
programs;

Underpriced services produce need for other subsidies;

Requires ability to predict, track and produce outcomes required by funders.

Often requires compliance with many conditions including those associated with
measurement and reporting;

May restrict own donor-development activities;

May include fundraising blackout periods.

Need for visibility in primary and secondary markets;

Maintenance of institutional reputation;

Maintaining knowledge of market needs and preferences;

Incentive to focus exclusively on “billable hours” or strictly marketable or self-paying
activities.

Highly detailed transaction processing;

Quality control;

Certification, licensing and regulatory compliance;
Employee motivation and retention.

Sponsor relations and education;
Visibility in field;

Project development and sequencing;
Institutional reputation.

Complexity of revenue streams;

Complexity of financial management and reporting;

Cash flow;

Variable combination of all of the above with specific sources driving management challenges.
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MANAGEMENT FOCUS
What appropriate responses are available to management to
cope with these specific management challenges?

Systematic research and analysis;
Intensive, frequent communications;
Excellent information systems;
Storytelling;

Development of volunteer base;
Perpetual scanning for new donors.

Large representative, democratically elected board;
Member interest tracking;

Visible commitment to procedural rights of members;
Pricing;

Well-designed member benefits;

Effective conflict-resolution mechanisms and skills.

Closely monitor and educate authorizing environment;
Negotiate optimal contract terms;

Maintain cash reserves;

Systems-focused to ensure compliance.

Close monitoring of changing United Way preferences and conditions;
Support public relations of United Way;
Responsiveness to information requests.

Ethic of excellence;

Innovation in products and services;

Relentless marketing;

Customer research;

Competitor analysis;

Seek charitable or government funds to subsidize and broaden user base.

Tight management systems and chains of command;
Standardized treatment, automated transactions;
Cross-function employee communications.

Development of expertise;

Innovation and anticipation of developments in field;

Fundraising and negotiating skills to maximize revenue and minimize adverse grant
conditions;

Substantial cash reserves.

Attentive board with understanding of budget;

Financial protocols and tracking that makes sense of complexity;
Strong strategic planning processes keyed to financial planning.
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