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If you’re on the nonprofit money trail, you’re going to have to look for Hansel’s and Gretel’s breadcrumbs to find your way home, because there aren’t all that many big visible road signs.  

You all know from experience more than I can tell you about the funding game in depth in your particular areas of expertise. So I’m going to offer a crosscutting birds eye view of the federal and state funding for nonprofits…And then when we all stop crying because we’ve exhausted the Alliance’s storehouse of Kleenex, I’m going to suggest some action ideas about how to deal with this—and please stop me if I say things like, oh, consult your board, get your board members to raise money, diversify your funding sources, and all of that stuff.  Please shoot me if I devolve into telling you what you already know.  
One more thing I won’t do is tell you, here’s all the nifty new funding programs you can apply for, just sign up here.  No, I’m going to talk about the landscape, the challenges in government funding, and discuss some strategies that you all might be up for pursuing.  

First, let’s move somewhat quickly past the obligatory discussion of the conditions of state and federal budgets.  I don’t know what needs to be said, but here’s a couple of factoids worth pondering.  

· The size of the cumulative budget gaps of states for Fiscal Year 2010 was $174 billion.  Realize that’s the gap after in many cases legislators had sliced and diced funding from programs that nonprofits use out of the state budgets.  To the extent that they were able to close a chunk of those deficits, the saving grace money was from the federal stimulus.  

· While most states anticipate a pick-up in revenues in Fiscal 2011 because of economists’ projections that the economy is on the upswing, the projected budget deficits are growing.  For 38 states, the projections add up to $89 billion, a figure that increased by some $34 billion in just one month.  You can expect more along those lines

· And the stimulus moneys, the so-called ARRA funds, won’t really be around for state budget deficit closures next time.  In fact, a dozen or so states have already lowered spending expectations because of the loss of stimulus funds

From the federal side, it takes Nostradamus to figure things out regarding the future of the federal budget.  One would guess that the health care reform legislation is going to require a good chunk of federal spending, and so will other initiatives.  As you recall, there was a federal effort from the Obama administration targeted at capping or cutting discretionary spending and a comparable effort on Capitol Hill to revive and put some meat behind what is known as the Pay-Go rules, that you can’t create new programs or initiatives without explaining where the new revenues will come from, or otherwise what programs you’ll cut to make room for the new programs.
That’s a big tip-off that the spate of new federal programs from the Obama Administration requiring dollars may be ending soon, though there are specific plans to refund the Social Innovation Fund and provide implementation funds for the Promise Neighborhoods program.  The federal government’s budget has held up much better than the states, in part because it could spend through deficits that many states are constitutionally prohibited from doing.  

Wearing my Nostradamus hat, I can venture the statement that there could well be a second stimulus bill in the offing.  While the economy is working well for Goldman Sachs executives and now that the market is back hovering around 11,000 for the rest of the 92 million Americans who hold mutual fund shares, it still leaves a tenth of the workforce unemployed and maybe another tenth or more underemployed in part-time positions or well below education and skill levels.  I would guess that another stimulus, this one geared more toward job creation than its predecessor, might be on tap because of the unevenness of the recovery from the Great Recession.  
The federal government does have an array of programs lined up for nonprofits as you know, but for the most part, they are distinguished by their broad publicity despite small funding numbers.  
The Social Innovation Fund is a $50 million pool that is meant to generate a three-to-one match from grantmaking intermediaries and their subgrantees.  It has gotten more publicity per federal dollar than any program in recent memory.  Its current overseers see the Fund as restructuring the nonprofit capital markets for all nonprofits, but many observers see it as focusing on a narrow range of groups that are identified or self-promoting as social entrepreneurs.  And in any case, it appears to nonprofits that have established programs ready for replicating and scaling up, and to nonprofits that have dollars in their pockets they can use to match.

Probably equally small in dollars but large in public image is the Promise Neighborhoods program, whose RFP was just announced this week.  This is modeled on the Harlem Children’s Zone program devised and run by Geoffrey Canada.  The Zone was and is a great program, but in part it had the advantage of Wall Street tycoons like hedge fund guy Stanley Druckenmiller writing personal checks adding up to seven and eight figure sums to keep them going.  The RFP is only for the $10 million in planning money toward the creation of some 20 Promise Neighborhoods sites, not the implementation money that will be in the Fiscal Year 2011 budget.  

Remember the Compassion Capital Fund of the Bush Administration?  It staggered along for a while under the Obama Administration and was even slated for a renewal in the stimulus bill.  But in stimulus decision-making, Compassion Capital died and was replaced by the Strengthening Communities Fund, which handed out roughly $100 million to intermediaries and public entities to build the capacities of nonprofits to help people in need in their communities.  Congress gave the Fund a stimulus year appropriation, but refused to reauthorize in FY2010 because the stimulus funding and results were yet to be recorded.  

What happened to faith-based programs?  President Obama appointed a faith-based director to do what the Bush era people were supposed to do, except that it lacks a crucial component.  The faith-based program is bereft of dollars.  The director tells nonprofits that rather than turning to the federal government, they should form partnerships with federal agencies around various program initiatives.  Some of the Compassion Capital money was mucked up pretty messily under the previous administration, some CCF money was used reasonably well by local and regional TA providers.  Part of the Compassion Capital Fund was not only grants to and through intermediary capacity-builders, but also grants to some of the local neighborhood recipients.  There is really like that now for faith-based groups as a subsector.  
The new faith-based program focused on partnerships and initiatives is emblematic of many current federal government initiatives.  There is funding for specific program initiatives, some through the regular federal budget process such as Promise Neighborhoods, the Choice Neighborhoods program at HUD, which is like Promise Neighborhoods but focused on public housing neighborhoods, some through the stimulus, such as weatherization, and some through both budget and stimulus, for example the foreclosure prevention initiatives in the Neighborhood Stabilization Program and community health care funding.  

There are some cross-cutting characteristics in these programs, whether denied or not, that I think show through:

· Whether it’s the social innovation fund or not, the nation’s approach is to hunt out and fund social entrepreneurs.  It is an odd dynamic in that social entrepreneurs that often get touted tend to be of relatively recent vintage as opposed to many older tried and true nonprofits.  Lots of old but effective nonprofits are not automatically considered broadly socially innovative because they’re involved in a lot of nitty gritty stuff.  Much of the innovativeness that’s favored seems to be focused on youth initiatives.  
· There seems to be a strong component of volunteer roles in the new programs, a sense that mobilizing volunteer efforts is good for the nonprofit sector and even good for the economy.  Former Bush Administration official, John Bridgeland of the Freedom Corps, has been promoting the idea of volunteers as an economic stimulus themselves.
· Third, foundations are built into this administration’s core vision of how to move issues, with roles as intermediaries or regrantmakers.  If a foundation “adopts” a nonprofit or incorporates it into a grants portfolio connected to current government themes, that nonprofit is sitting prettier than other nonprofits that might have been competitive but for the backing of a foundation regrantor.  Recognize that foundations are increasingly part of these programs as implementers and designers.
· Fourth, sometimes it feels like federal programs are being designed and implemented by sabermetrics-focused fantasy baseball plans, interested in batting averages and on-based percentages of players. Increasingly all of the programs are focused not only on what is called evidence-based decision-making, but making the capacity for extensive evaluations and data collection a core feature of successful—and fundable—nonprofits.  To qualify in both the Social innovation Fund and Promise Neighborhoods, nonprofit applicants have to be able to demonstrate a rather robust data collection and evaluation capacity.  The programs themselves aim to build or deepen that capacity.  Even the paltry $1 million Nonprofit Capacity Building Initiative has as its primary objective to train nonprofits in performance based management systems.  It’s good to know what impact you’re having with your programs, but this juggernaut in public policy—and I think it was induced in part by some big foundations that are attracted to metrics—this juggernaut is one that will have a significant impact on dividing fundable groups, those that have resources to pay for this capacity, and those that might be more focused on doing the work and not have the discretionary largesse to devote to large scale databases.  
As you know, a significant part of state and local budgets is funding distributed to them from federal programs such as Community Development Block Grants (CDBG) based on Census-based formulas, perhaps as high as two-thirds.  So revenue constraints at the federal level will reverberate through Memphis and the county.  
The state government budget struggles have had a downside for nonprofits beyond simply budget cuts.  You’ve all been reading for certain about the efforts of some states and localities to capture revenues from tax exempt nonprofits what are otherwise exempt from paying property taxes.  But the suddenly budget constrained states and localities are looking at nonprofits with a number of strategies to get nonprofit property owners to make Payments in lieu of taxes.  Here are some issues to consider regarding these PILOTs:

· Obviously, they are voluntary because you’re all tax exempt—except that you’re able to decline without consequence.  When I was in public office in a mid-sized East Coast city, I used to call some of our policies the voluntary mandatory policies.  When a policy is voluntary but you know it’s mandatory, you know the consequences.  Take a nonprofit property owner who chooses not to make a payment in lieu of taxes.  The decision-makers will know and may have possible actions to take against the property owner when some future need arises, such as a building permit or whatever.  This isn’t going to go away, so it should be a priority issue for nonprofits and their networks to analyze, address, and confront pragmatically.  
· The money that these PILOTs and other fees raise are generally minimal for the local taxing districts, sometimes meant to play to the press and the public as opposed to really generating budget filling numbers.  But the PILOTs that are paid come at the cost, in some cases, of reduced services and resources available to nonprofits, or at times, costs that are passed on to clients and consumers, such as students in the form of fees, hospital patients in the form of extra charges, and consumers such as parents paying higher fees for day care provision for example.
· Sometimes the notion that the municipality or county is simply trying to get money from big property owners who happen to be wealthy like universities and hospitals doesn’t always work.  In some cases, some of those universities and hospitals are not Harvard and Stanford, but community colleges and small colleges,  And sometimes the principal of hitting colleges and universities with these fees gets passed on to other nonprofits, as we've discovered with homeless shelters and various service providers.
What this leads to—or is leading to—in a revival that I didn’t think we would see for some time, but a burgeoning resentment of nonprofits as nonprofits.  Just recently, we watched the Alabama Dental Association try to shut down a nonprofit dental clinic with palpable venom toward the nonprofitness of the clinic and its volunteer dentists and dental students.  Or in Worcester Massachusetts, a small pharmaceutical college bought a downtown hotel, long defaulted on its mortgage and probably paying as little in taxes as it had paid to the bank holding its mortgage.  It looked like a great revival of a downtown eyesore, adding activity in a small city where there was none, but the action was greeted in some circles by simple hostility to the notion of a nonprofit occupying space that could be occupied by a business.

My favorite is the attack launched against nonprofits by the new governor of New Jersey.  He condemned the creation of summer youth jobs in the nonprofit sector.  His spokesman questioned what possible benefit could there be to have young people working for nonprofits as recreation counselors and office employees compared to the experience they could have had as clerks or shelf stockers at a CVS or Walgreen’s. 

The nonprofit sector is under some serious strains.  The budget pressures of state and local governments have provided a boost to opposition to nonprofits or nonprofits and their clients and constituencies.  This is a serious problem emanating from the galloping recession that has hit governments in their revenue collection tills.  

Strategic escapes

I’m sure you all know that the patron saint of the nonprofit movement is Harry Houdini.  Most nonprofits I know are engaged in miraculous escapes from the depths of destruction due to tanking government funding and foundations missing in inaction.  So please take these ideas with a little of the intentional troublemaking that lies behind them.  

Network sniffing:  You’ve long been told about the importance of nonprofit networks, for mutual support, training, advocacy, and so forth.  I think that the networking dynamic has extended to the federal funding game.  If you look at the Promise Neighborhoods program, it’s not just that it is modeled on the Harlem Children’s Zone.  From the get-go, you could see organizations positioning themselves to be the quasi-official networks for access to these programs, access to the best and brightest thinkers, access to the funders committed to these programs.  Obvious ones were Policy Link, which became a big promoter of the Promise Neighborhoods program, and the Alliance for Children and United Neighborhood Centers of America, which has played a communications role on the program since the very beginning.  Same goes with the Social Innovation Fund at the Corporation for National and Community Service, the Choice Neighborhoods and Sustainable Communities programs at HUD.  
This is a competitive environment at the national level, national nonprofits and national networks jockeying for he inside track, even if the track is merely one of influence with decision makers.  Smart approaches to monitoring federal funding depend on being smart in watching which organizations and which networks are positioning themselves for power and influence.  

Intermediaries:  The juggernaut for many current programs is one in which the federal government is offloading its decision-making and grantmaking approaches onto national and regional nonprofit intermediaries.  The Social Innovation Fund is probably the most visible model of a federal program soliciting potential regrantmakers to perform the fundamental governmental role of making grant decisions.  The quid pro quo for the intermediaries is that they have some skin in the game, usually by requiring some sort of funding mach.  

But what happens with working through intermediaries is a twofold challenge for local nonprofits:  First, by working through an intermediary regrantmaker, small nonprofits don’t have the opportunity for or perhaps even lose direct access to the federal grantmakers who have specific authority over the programs.  So it becomes critically important for nonprofit grant recipients to make their own advocacy and lobbying contacts with public officials that much more visible and substantive.  

Second, intermediaries with larger geographic scopes tend for the purposes of efficiency to fit everyone into a narrow pocket-sized window, often by leaving the nonprofits very little flexibility to do that they want to do compared to a strict very-few-sizes-fits-all approach.  You’re going to have to both work with and through intermediaries and try to push against the envelope of what works simplest for the intermediaries but not most accurately for the groups working on the ground.

Nonprofit-ready initiatives:  Near my home, they’ve dug up the street at 14h and Irving every weekend now for months.  I’m sure I smell a stimulus dollar there.  It’s the shovel-ready approach to the spending of federal moneys.   Even though the feds may not be able to show a comparable level of alacrity, they and their state partners are looking more than ever for projects that are ready to move.  Given the budget pressures on at all levels, there’s a greater propensity to fund projects that can move quickly – and a propensity to deprogram funds that aren’t spend by their recipients.  
So the advice to nonprofits is to partner up with groups that have track records of producing quickly—and with projects that look like they might move at a reasonable clip.  

Foundation/government relations:  The big news this past week was the decision of 12 national foundations to pledge $506 million in grants to fund some aspects of the innovations sought by the Department of Education.  That might have been the biggest such announcement, but it wasn’t the only and won’t be the last.  Some of the 69 applicants to the Social Innovation Fund rely on commitments from foundations for the matching dollars and ready-made grantee portfolios.  In my hometown of DC where foundations pledged money to pay for the raises in a union contract for teachers, but wrote contingencies in regarding the leadership of the school system; if changes were made, they could pull their money, implicitly the foundations telling the voters of DC who they could and should elect and put into power.  In education, remember the Gates Foundation chose to fund some states and not others to help them submit race to the top applications.  More recently, foundations pledged $4 million to supplement the Social Innovation Fund’s efforts to help foundations learn from and communicate their learnings about social innovation.
Some conservative thinkers seem to be nonplussed that this is liberal foundations getting a little too cozy with a liberal administration.  My concern is quite different.  The built-in foundation role in some of these programs gives foundations—unelected entities run by staff and trustees who often don‘t look much like the communities they serve—a lot of power over some governmental initiatives.  
So what is there to be done with foundations?  I’ve been wondering that for much of my professional career.  Here’s my suggestion:  Nonprofits have to be talking to foundations about how their capital investments in the form of grants and program related investments (which are loans and loan guarantees) can make some of these programs work in their localities.  It starts first with an inventory of what local funders are and are not doing and funding, where their money is going, and who is benefiting.  You can’t ask for a different funding and engagement mode from the foundation community without having a solid analysis of what funders are actually up to.  

Based on a solid assessment, nonprofit associations and MSOs can and should engage funders to think more creatively about their ability to work with nonprofits to take advantage of programs that might be available or to get in line for new ones.  

Building local capacity:  I can’t say whether the Alliance is swimming in federal dollars, but most management support organizations aren’t, and they aren’t being helped by government programs.  Just think of this one example.  In the Serve America Act, there was $25 million set aside for the Nonprofit Capacity Building Initiative.  The Obama Administration zeroed that out, but with advocacy from the National Council of Nonprofits and others, they got all of $1 million for the entire nation—for what looks like all of 1 to 4 grants, that’s it.  The Volunteer Generations project, meant to build the capacity volunteer networks, has a grand total of $4 million set aside for $75,000 grants.
There’s a message for funders, for local funders in particular, to begin pumping money into local capacity-building initiatives, peer-learning networks, local and regional nonprofit associations, and so forth.  Unless groups at the local levels have access to training and capacity building backstops, federal funding will become a game of social Darwinism, the survival of the fittest defined as those nonprofits with local networks of support and sustenance.  Functioning for the future means building and strengthening local networks and capacity-builders.  And that means funding nonprofits for their core infrastructure needs with flexible, general support grants.  That kind of capital is not going to come from government, and nonprofits without flexible, unrestricted funding are not going to be strong candidates for the new federal programs.  
Foundation sector agnosticism:  Ruth McCambridge got a famous foundation executive to admit that, in all candor, foundations as he saw them were becoming increasingly sector agnostic.  He meant that foundations would support entities with the best ideas, whether they were nonprofit or for-profit, that there should be no predisposition on the parts of nonprofits that they rather than other sectors could and should d have first dibs on foundation moneys.

You can only imagine my reaction to that dismissal of the nonprofit sector’s fundamental role in American democracy, in grassroots democracy, in giving voice to neighborhoods, communities, and interests that shouldn’t be commodified as simply the same thing delivered by business or government, except clad in a graphic t-shirt that says 501(c)(3). 
The challenge now for nonprofits in this political era is to meld their best thinking with their strongest statement of their overarching value to their communities as nonprofits, as community institutions.  That’s certainly the challenge for MSOs like the Alliance.  How do you support organizations with the best possible solutions to social problems, the kinds of things that hopefully Sonal Shah saw on her tour, and nonprofits in their crucial role as community organizations that are different from other sectors.  
Super-voluntarism:  If you were to ask me what the signature nonprofit program of the Obama administration is, beyond the stimulus-related support for community health clinics, community development financial institutions, groups tackling foreclosed properties, and weatherization programs, all specific to particular kinds of projects or groups, I’d say the signature program is the tripling of the size of AmeriCorps.  
It’s great to have lots of stipended volunteers out there, and there are plenty of ways of finding good opportunities for great work experiences in AmeriCorps if the positions are well structured and managed, but there is a catch.  AmeriCorps participants earn $800 to say $1,100 a month for their work.  There’s a danger in public policy right now that views 501(c)(3) organizations as the “voluntary sector” rather than the nonprofit sector.  

Tripling the size of AmeriCorps is harder than you might think.  The 250,000 AmeriCorps-participant target, if it is ever reached, is targeted to happen in the year 2017.  This coming year, the Corporation for National and Community Service hopes to increase AmeriCorps and other national community service programs to about 105,000 participants—for some years it has been around 75,000, and surprisingly, we learned last year that half of AmeriCorps participants had been only part-timers.  The challenge for the Obama Administration is not just to make AmeriCorps a numbers game, but to use AmeriCorps to create good jobs.  The focus should be on quality, not numbers.  And local nonprofits and nonprofit networks can be important venues for thinking about quality.  
It may be necessary for the purposes of competitiveness to build in a good chunk of volunteers or stipended volunteers.  But make sure government officials, the local press, and the public at large knows that nonprofit jobs are real jobs, as real as any other jobs you might think of.  Nonprofit staff cannot be replaced by regular round-ups of young people who can spend a year or two as minimum wage volunteers, and then when they split, you round up more of them, and their effectiveness is not because of their training and technical skills, but because of they care.  

Let’s remember that the nonprofit sector—all 1.8 million tax exempt organizations, all 1.2 million 501(c)(3) public charities—is quite diverse.  There are many organizations that are really representative of the voluntary sector, existing primarily as volunteer-run organizations.  But there are also 560,000 nonprofits that are employers of 15 million people.  For many of these nonprofits, staff have to be trained, maintained, and if they’re going to stay reasonably long enough on their jobs, they have to be paid decently.  
Public policy is increasingly leading to a casualization of nonprofit jobs.  When the past stimulus – or actually the next stimulus which will come this summer, though perhaps not named stimulus—tries to create jobs in the shovel ready private or public sectors, they’re real jobs generally beyond living wage standards.  For nonprofits, public policy expects and treats nonprofits differently, without parity to the other sectors.  
Just think about the health care reform bill, which initially omitted nonprofits as small employers needing as much help in paying for employee benefits as small businesses.  Even when the Administration was compelled to remember that the bulk of 560,000 nonprofit employers are small businesses, the subsidy provided to them was less than the subsidy provided to for-profits.  There are lots of rationalizations that were voiced, but the implication is clear:  Nonprofits don’t need all that much in the way of staffing because there are 63,000,000 volunteers out there available to work, and even when you fund nonprofits, you don’t have to pay them wages that are comparable and competitive on occupational classification with the private and government sectors.

Work on the volunteer side, but structure it in your projects so that volunteers—or stipended volunteers—get to see and work toward careers in the nonprofit sector.  Otherwise, there will be a churning of people and organizations that doesn’t do anyone much good.  
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