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Human services nonprofit organizations are crucial partners to government and the pri-
vate sector in developing and maintaining healthy communities and families. They are
able to leverage multiple funding streams to create a greater capacity to deliver services
than any single funding source could achieve on its own. Because they often have strong
relationships with the people and neighborhoods where they work, nonprofits are well-
positioned to meet community needs. However, in the current economic climate, Wash-
ington-area human services nonprofits are being squeezed by rising demand, escalating
costs, and increasing administrative tasks, all accompanied by only sluggish revenue
growth. An analysis using survey results, tax documents, interviews, and local government
budget data finds that these organizations have coped with fiscal stress in a variety of
ways—many of which could lead to significant erosion in the quality and quantity of serv-
ices provided to the community. There are models, though, to bolster nonprofits which
should be considered by regional philanthropic organizations and government alike. But
overall, the public and private sectors need to work with the nonprofit sector to jointly
develop solutions that will meet the needs of community residents without overly burden-
ing the resources of any one sector.

. Introduction

onprofit organizations are crucial actors in delivering services and developing and
maintaining healthy communities. They play a vital role in developing and maintain-
ing the region’s quality of life, and are indispensable partners to local governments
as localities fulfill their responsibilities to the public.

Like other sectors of the economy, nonprofit organizations shared in the economic boom of
the mid-to-late 1990s. Rising contributions from private individuals and corporations, growing
foundation endowments, and increased spending by state and local governments contributed to
the health of the sector. However, like other sectors, nonprofit organizations have also been
affected by the economic retrenchment that began in the late 1990s, the effects of which are
still being felt throughout the region.
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« National data on charitable giving shows that private giving to nonprofit organizations
from private individuals, corporations, and foundations grew by just 1 percent in current
dollars between 2001 and 2002. When adjusted for inflation, this increase amounted to a
small drop in real giving of about 0.5 percent.?

« State and local governments continue to wrestle with significant revenue shortfalls.
According to the Aspen Institute, the “combined revenue shortfall of state general funds
grew from $10.1 billion in 2001 to $32.9 billion in 2002, to $34.6 billion—or more than
7 percent of revenue—in 2003.”® Economist James K. Galbraith noted that U.S. gover-
nors reported $50 billion in shortfalls in FY2002, and estimated that local government
shortfalls were equally as big that year.*

= As of 2004, the state fiscal outlook appears to be somewhat improved, although the
National Association of State Budget Officers took care to temper the good news, describ-
ing the outlook as shifting as from “exceedingly dismal” over the last three years to “cau-
tiously brighter at the end of fiscal 2004.™

Together, private giving and income from government contracts account for the lion’s share
of resources upon which nonprofits rely to meet the needs of their clients.® For this reason, the
combination of flat private giving and fiscally stressed state and local governments has led a
number of sector observers to worry that nonprofits may be caught in an untenable bind, in
which they must meet rising needs for their services with inadequate financial resources.
Another factor affecting the Washington region is the well-publicized management problems at
the local United Way, which caused a sharp drop in that chapter’s ability to raise funds.

This report examines how the financial climate facing nonprofits in the Washington DC area
has changed over the past few years, and how nonprofit organizations in the metropolitan area
have adapted to these changes. Although all nonprofits are likely to be affected by changes in
their environment, we have focused the analysis on human service nonprofits that serve low-
income people, the elderly, and youth. Nationwide these nonprofits account for over one-third
of all nonprofit organizations and are likely to be especially susceptible to changes in the state
and local fiscal environment.’

The report first provides findings based upon a survey of human services nonprofits in the
Greater Washington region and a review of IRS 990 forms of selected members of the Non-
profit Roundtable of Greater Washington. It then looks at the ways local governments provide
funds to nonprofit human services agencies, and the pressures and restrictions placed upon
this process. The subsequent section includes three case studies to provide a more in-depth
picture of how nonprofits are adapting to current economic times. Appendix A includes more
detailed budget and fiscal information on the six jurisdictions in the study, and Appendix B
contains the methodology section.

The study focuses on human services nonprofits in 6 jurisdictions in the Washington metro-
politan region:

e Washington, DC

e Prince George's County, MD
= Montgomery County, MD

« Arlington County, VA

e Fairfax County, VA

e Alexandria, VA

Understanding how non-profits have fared in the Washington area in challenging economic
times is a difficult task. Information is fragmented and must be pieced together from a variety
of sources. Even though all political jurisdictions in the metropolitan area have had to make
budget adjustments in response to faltering revenues, individual jurisdictions in the region take
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Figure 1. Funding Streams and Nonprofit Resources
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different approaches to funding and partnering with human services nonprofits, reflecting their
own fiscal capacity and management/administrative structure. As a result there is no clear or
easy way to identify and catalog all of the local, state, and federal funds flowing to human serv-
ices nonprofits. While this is a challenge to researchers, it is also a challenge to organizations
who must navigate complex funding patterns to seek available funds.

Figure 1 provides a schematic view of the overall funding environment in which nonprofits
operate and how changes in this environment ultimately affect their clients. The diagram illus-
trates how nonprofit organizations bundle funding from multiple sources to support their pro-
grams. As discussed in more detail in the next section, we have sought to “trace the arrows”
and “fill-in” the boxes in Figure 1 for Washington-area nonprofits through a variety of means,
in order to learn how local nonprofits have fared in a changing economic environment.

I1. How Are Nonprofits Faring?

Nonprofits are experiencing increasing demand and costs, accompanied by sluggish
revenue growth
The picture described by nonprofit executives in the surveys and interviews is one character-
ized by rising demand for services, rising costs, and only sluggish growth in resources. Analyses
of IRS 990 forms corroborate this: in a group of 30 nonprofits, 60 percent saw revenues grow
slower than expenses between 2000 and 2002. (Please see the Methodology section for more
information about the survey sample and 990 forms.)

Survey results show that many nonprofits are clearly in a bind:

« Sixty percent of responding organizations reported an increase in the number of clients
served during the last three fiscal years (Figure 2).
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Figure 2. Percent of Organizations Reporting a Change in the
Number of Clients and Program Participants Served,
FY2001-FY2003 (N=120)
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Source: Mail and telephone survey of human services nonprofit organizations

« Seventy-eight percent of responding organizations reported higher costs of delivering serv-
ices over the same time period (Figure 3).

= About half of all organizations reported minimal or no change in federal, state, or local
government funding. Sixteen percent reported declines in federal funding, 29 percent in
state funding, and 21 percent in local funding. Thus, the majority of organizations
reported minimal change or declines in government funding. Flat funding in the context
of rising need and rising costs is not budget-neutral; an organization in that situation is
losing ground (Figure 4).

< Among non-governmental sources of funding, more than half of organizations reported
declines in United Way dollars, which is not a surprise given the financial mismanage-
ment in the local chapter that came to light in the past few years. Private giving from
foundations and individual and corporate givers was the funding stream most likely to
increase: 40 percent of nonprofits surveyed reported increased private contributions.
However, 25 percent of nonprofits still reported declines in giving from private donors
(Figure 4).

As articulated by a number of executive directors, a fundamental problem is that nonprofits
cannot count on their revenue streams—whether public or philanthropic—to cover the full
costs of delivering services. Consequently, many nonprofits feel they are constantly in “catch-
up” mode, and are hindered in their ability to invest in themselves in terms of staff, training,
facilities, and technology to improve their programs and services. This consistent undercapital-
ization is a damper on the growth and effectiveness of nonprofits. It would be difficult to find
a more concise statement of the problem than this provided by Mario Morino and Bill Shore in
a recent publication: “. . . the way we fund nonprofits often prevents them from achieving

Brookings Greater Washington Research Program « The Brookings Institution ¢ August 2004



Figure 3. Percent of Organizations Reporting a Change
in the Costs of Delivering Services,
FY2001-FY2003 (N=101)
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