Best practices of financial sustainability in nonprofit organizations
Abstract

The nonprofit sector has become an economic and social force at local, national and
international level; the role of these organizations in developed and developing countries is
based on the analysis of public administration, suggesting that non-profit entities are

effective and efficient suppliers of social services more than governments.

These organizations collaborate with the State in meeting social welfare functions as
sensitive as health, food and protection of children and elderly people; the third sector
holds a prominent role in the context of participatory democracy, citizen participation, art,
technology, environment and general public orientation and it produces positive effects on
the progress of a whole society, "Nonprofits cover a gap where the state often cannot get
and where many private companies have no interest" (Garcia, 2013).

Due to the transformation and growth of society, nonprofit organizations face more and
new needs, increasing the complexity of their leaders to achieve sustainability. There is a
tension between the ability to maintain financial viability in the long term and the pursuit of
the mission. This research collects promising practices that can be helpful to grow
organizations through a scientific literature review and exploratory web content research
which identifies best practices, trends and financial sustainability strategies of successful

organizations in the world.
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Purpose of this Research

Identify promising practices to achieve financial sustainability in nonprofit organizations
through a literature review and analysis of web content of successful global organizations
to contribute to the administrative management of third sector.



Methodology

The measurement model of financial sustainability for nonprofit organizations designed by
Tuckman & Chang (1991) and later supplemented with two criteria by Keating, Fischer,
Gordon, & Greenlee (2006) product of a literature review of the theories of Altman (1968)
& Ohlson (1980), is the methodology starting point for a search of registers on the database
Web of Knowledge with the words "nonprofit" AND "accountability” AND "Revenue
concentration”, AND "Operating Margins”", AND "commercial income” AND
"endowment"”, between 2010 and 2014. Based on the model, we document practices found
in 84 items reviewed according to criteria relationship. The second part corresponds to an
exploratory web content research performed on five successful organizations worldwide®,
in order to identify promising practices to achieve financial sustainability. The assessment
for web sites was designed by Learning by Giving Foundation and University Northeastern
of Boston which provides financial parameters to measure sustainability of nonprofit

organizations.
Literature Review

Nonprofit organization sustainability should be understood as an ongoing challenge to
achieve social mission efficiently and effectively, taking into account the social and
environmental impact of activities and compliance of requirements continuously in all
aspects that are critical to their survival. Financial sustainability is a key component of

organizational sustainability and a decisive factor of social mission scope.

To guarantee the viability of this operation in economic and organizational terms, a
nonprofit organization should conduct certain financial practices ensuring low vulnerability
to external changes and achievement of greater impact. The criteria defined in the
measurement model of financial sustainability for nonprofit organizations, exposed by
Tuckman & Chang (1991), are the starting point to identify best practices in the scientific
literature. Based on the model the best practices identified through scientific literature

review and exploratory web content research are listed below

! Taken from the ranking of top 100 non-profit organizations in the world updated in 2014 [Available from
internet]. http://topnonprofits.com/lists/best-nonprofits-on-the-web/ [cited 05/05/2014].



Criterion 1: Equilibrium and accountability. Equilibrium is equivalent to net assets or the
residual amount after liabilities, subtracted from assets. Tired of receiving questionable
reports, investors and donors wish to access current information about the operations and
finances of nonprofit organizations (Bray, 2010). Accountability is both a legal and ethical
obligation of organizations that receive funds to continue its charitable mission (Gordon et
al, 2010). Practices of high impact, clearly tell about organizational development and
strategic programs of improvement, focusing efforts on value demonstration; these
practices are: a. Maintaining reliable accounting. b. Use an evaluation program to

demonstrate value. c. Using annual reports to communicate results.

Criterion 2: Diversification of noncommercial income. Donors and investors income
concentration must be held under two key principles of sustainability: diversity and
distribution. The diversification of income sources increases financial sustainability due to
the likelihood that all sources are not affected by the same economic crisis (Bryce, 1992).
In contrast, the less revenue has the organization, it is more economically vulnerable to
recessions (Trussel, 2002) (Tuckman & Chang, 1991). Practices include: a. Developing a
coherent plan of fund raising. b. Incorporating innovative fundraising techniques. c. Foster

relationships with donors.

Criterion 3: Administrative cost. There are two ways to improve finances or balance a
budget: increase revenue or reduce costs. If an organization cannot earn additional income,
or if revenues decline, it should reduce spending, particularly indirect costs such as
administrative expenses (Abraham, 2003). Some promising practices are: a. Include
fundraising costs into operating costs. B. Combine fundraising costs with other activities. c.

Reduce administrative costs.

Criterion 4: Operating margins. Repeatedly it has been argued that only efficient
organizations with high operating margins survive when competition is strong (Machlup,
1967; Giroud & Mueller, 2010). The identified practices focus on: a. Increase revenue. b.

Reduce operating costs.

Criterion 5: Commercial revenues. Commercial revenues are taken as the percentage of

total revenues that include sales of merchandise, program service fees and charges paid by



customers. An organization is less likely to experience financial difficulties if it is based on
commercial income rather than donations or contributions that are not recurrent and
sensitive of changes according to economic and political conditions (Keating et al, 2005).
Promising practices to increase commercial revenues are: a. Undertake commercial

activities gradually. b. Separate business from organizations. c. Launch major events.

Criterion 6: Endowment. The endowment is a gift of money or the income produced by a
property of a public organization such as a hospital or university, for a specific purpose, for
example, research or scholarships. In general, the active endowed remains intact and only
the income generated is consumed. Promising practices to achieve sufficiency in capital or

endowment are: a. Reinvestment. b. Strengthen relationships with investors.
Exploratory research of web content

The following chart is a collection of good financial practices based on the analysis of web
content and the above criteria, the selected successful companies are: Best Friends Animal
Society (BFAS), Metropolitan Museum of Art (MET), St. Jude Children’s Research
Hospital (SJCRH), Human Rights Champaign (HRC) and Greenpeace (GP).



Chart 1. Financial sustainability practices on successful nonprofit organizations
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Conclusions

A nonprofit organization is financially sustainable when it is able to maintain in the short,
medium and long term accountability, report information about operations and finances,
diversify and distribute revenue, reduce administrative costs, obtain high operating

margins, generate revenue and maintain a sufficient endowment.

The good practices listed above can guarantee financially sustainability for a nonprofit

organization over time.

The evaluation used for the exploratory research of web content is a tool that provides
financial metrics to any nonprofit organization seeking to identify practices and put them in

practice to accomplish financial sustainability in the long term.

Nonprofit organizations must develop great strength to provide information to users
through the media taking advantage of current reductions in the cost of communication and
Internet access, as communication is the key to fundraising and appropriate the community

with the mission addressed by the organization.

To give with purpose is not about giving a lot it is about giving something that belong to us,
as money, time or other resources that can benefit others. Give purposeful means thinking

about how to make effective the process and being creative to help others.
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