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INTRODUCTION

The volunteers and staff who run Indiana nonprofits face
numerous challenges, most notably obtaining funding
and assessing and evaluating program activities. In this
report we rely on a large survey of all types of Indiana
nonprofits to explore how these and other management
challenges impact nonprofits across the state. We also
assess the extent to which they have key organizational
features in place to help them address the challenges.

These are complicated issues to examine since Indiana
nonprofits, like those located elsewhere in the U.S., per-
form several broad functions. They serve as vehicles for
civic and social engagement for groups that span an
enormous range of concerns and interests — from religion
to advocacy issues or recreation. They are also an inte-
gral part of a broad spectrum of service industries across
the state, most notably in the areas of health, human ser-
vices, education, or arts and culture, but also the envi-
ronment and community development. Moreover, they
vary in size, sources of revenue, and age, while the
communities in which they are located differ in needs
and available resources.

Consequently, we expect to find many differences in the
types and levels of management challenges faced by
Indiana nonprofits, as well as in the extent to which they
have organizational tools in place to address the chal-
lenges. If Indiana nonprofits are to continue to play a
key role in communities across the state, nonprofit lead-
ers and policy makers must have solid information about
the condition of the state’s nonprofit sector — informa-
tion not currently available.

This report on management challenges and capacities of
the Indiana nonprofit sector aims to address this gap by
providing new information on how the state’s nonprofit
organizations manage their financial, human, and other
resources. No other study has examined all types of non-
profits or done so in such detail. We hope our report will
be of use to a broad range of decision-makers.

Chapter I reviews the financial conditions of Indiana
nonprofits to provide a context for understanding the
challenges they face and the capacities they have to ad-
dress them. Chapter Il examines management challenges
and capacities related to financial operations. Chapter 111
explores the challenges Indiana nonprofits face in man-
aging staff, volunteers, and board members and whether

key structures are in place to address these challenges.
Chapter IV considers challenges and capacities related to
other important activities, such as planning and program
development. Two appendices contain supplemental in-
formation on nonprofit fields of activity (Adppendix A)
and regional variations in management challenges and
organizational capacities (Appendix B).

The analysis presented here builds on several previous
reports from the project on Indiana Nonprofits: Scope
and Community Dimensions. We have revised and up-
dated the data that served as the basis for our preliminary
report on The Indianapolis Nonprofit Sector: Manage-
ment Capacities and Challenges.' We have also ex-
panded the analysis to nonprofits statewide and gone be-
yond considerations of how challenges and capacities
vary by nonprofit service fields to include also variations
related to size, funding mix, age, and target population.

We also build on a second survey report, The Indiana
Nonprofit Sector: A Profile, which showed that Indiana
nonprofits pursue a broad array of missions and that
many target their services to particular groups, especially
based on geographic region and beneficiary’s age. The
analysis also revealed distinctive profiles for each of
eight major nonprofit fields of service and showed that
many Indiana nonprofits face increasing demands for
their services, are fairly young and small, encounter fi-
nancial challenges, and rely on donations and gifts or on
dues, fees, or sales for most of their funding. While the
state’s nonprofits provide extensive and accessible ser-
vices, they rely extensively on volunteers and find it dif-
ficult to secure staff, board members, and volunteers. Fi-
nally, we found some regional differences in the compo-
sition and characteristics of the nonprofit sector.

Our third report, Indiana Nonprofits: Community and
Policy Impact, showed that the extent to which nonprof-
its are aware of and impacted by changes in community
conditions depends on where they are located and on
their size or the type of groups they target. By contrast,
there are notable differences by field of service in the ex-
tent to which nonprofits report being impacted by public
policies and in whether they seek to influence public
policies through advocacy activities. Overall, relatively
few Indiana nonprofits undertake advocacy activities and
most of those that do devote only limited financial, vol-

" This and other project reports are available at
www.indiana.edu/~nonprof.




unteer, or staff resources. Many also lack key informa-
tion technology tools to undertake such activities. EXECUTIVE SUMMARY

Future reports will examine the extent to which Indiana 1. Financial Conditions: We asked Indiana nonprofits
nonprofits collaborate and compete with other organiza- to provide information about their revenues, ex-
tions; the characteristics and roles of congregations and penses, assets and liabilities, as well as how these
other faith-based nonprofits; and the characteristics and have changed over the past three years.

roles of membership associations.

The results presented here are based on a 2002 survey of
2,206 Indiana charities, congregations, advocacy, and
mutual benefit nonprofits, representing a response rate of
29 percent. Details of how the sample was developed
and the data collected are described in technical reports
available upon request. The survey was designed to al-
low for direct comparison with a study of Illinois non-
profits sponsored by Donors Forum of Chicago.”

Our analysis highlights differences that meet statistical
criteria of significance (5 percent or less chance that the
results occurred randomly). We focus primarily on dif-
ferences by field of activity (see Appendix A), but also
examine the impact of size, funding mix, and age on the
extent on how nonprofits manage financial resources,
staff resources, volunteer resources, and other organ-
izational resources. As appropriate, each of these key
dimensions is discussed in more detail in the body of the
report.

Methodological Note: We also examine how the inter-
action of these characteristics may be important by in-
cluding a brief multivariate analysis of each challenge
and organizational tool after exploring the bivariate re-
lationships between the challenge or tool and the non-
profit field of activity, size, funding mix, and age. This
analysis is used to highlight the organizational character-
istics that are most important in determining the likeli-
hood of an organization reporting that it faces a major
challenge or has the organizational tool being discussed.

The type of analysis we use requires us to create a “ref-
erence category” for each of our organizational features.
For field of activity, we chose human service nonprofits;

Most Indiana nonprofits have low revenues (half
have less than $40,000 in annual revenues), but
education and health nonprofits are quite large:
respectively 15 and 14 percent have revenues of
$10 million or more, compared to 3 percent
overall. More health nonprofits (37 percent)
have assets in excess of $1 million than those in
other nonprofit fields (20 percent overall).

Other than in the health field, a greater propor-
tion of nonprofits report at least a moderate in-
crease in expenses (65 percent) than report a
moderate increase in their revenues (57 percent),
indicating that a large number of Indiana non-
profits face a challenge in developing excess fi-
nancial resources to meet unforeseen organiza-
tional and community needs.

Larger nonprofits are more likely than smaller
ones to report changes in the level of revenues
they receive from government sources. Smaller
nonprofits are more likely than larger ones to re-
port changes in the level of revenues they re-
ceive from donations, dues/fees/sales, special
events, and other sources of income.

Nonprofits that depend upon a single type of
revenue are the most likely to report a change in
that revenue stream. Nonprofits that rely on a
mix of funding are the second most likely group
to report changes in each source of revenues, po-
tentially allowing them to off-set decreases in
one type of revenue with increases in a different
type of revenue.

for size, revenues of $25,000 — $99,999; for funding pro- 2. Financial Challenges and Tools: We asked Indiana
file, mixed revenues; and for age, established before nonprofits to report on the level of challenges they
1930. These reference groups provide interesting, but face in managing their finances and the management
conservative comparisons for the analyses. tools they have to address these challenges.

? Kirsten A. Grenbjerg & Curtis Child, Illinois Nonprofits: A e Many Indiana nonprofits face major challenges
Profile of Charities and Advocacy Organizations (Chicago, IL: in obtaining funding. Those in the health (78
Donors Forum of Chicago, December 2003).




percent) and the environment and animals (72
percent) fields are the most likely to say that ob-
taining funding is a major challenge.

e Larger nonprofits are more likely than smaller
ones to report facing financial management chal-
lenges. However, they are also more likely to
have organizational tools to address these chal-
lenges.

e Nonprofits that rely on government sources for
more than half of their revenues are more likely
to report financial management challenges than
nonprofits with other resource dependencies (83
percent say obtaining funding is a major chal-
lenge vs. 43 percent overall; 20 percent say
managing finances is a major challenge vs. 10
percent overall). At the same time, those that
rely on dues/fees/sales for more than half of
their resources appear to face the lowest level of
financial management challenges, but they are
also the least likely to report having financial
management tools.

tend to have a small number of paid staff mem-
bers (0.5 to 2 FTEs). However, we find no statis-
tically significant difference in the challenges re-
lated to managing human resources or recruit-
ing/retaining qualified staff or in the tools asso-
ciated with managing paid employees (written
personnel policies or written job descriptions) by
nonprofit field.

Nonprofits that rely on government sources for
more than half of their revenues have more em-
ployees (25 percent have over 50 FTEs), are
more likely to have basic organizational struc-
tures in place to manage employees, and are also
more likely to face challenges in managing em-
ployees than nonprofits with other funding pro-
files.

Larger nonprofits, most likely because they tend
to employ more employees, are more likely than
smaller ones to face challenges in managing em-
ployees, but also have the tools to manage their
staff.

Older nonprofits are more likely to have reserves

dedicated to maintenance or capital needs than
younger ones.

Other Management Challenges and Capacities: We
asked Indiana nonprofits about other challenges they
face and the organizational tools they have to ad-
dress other challenges.

Staff, Volunteer, and Board Resources, Chal-
lenges, and Tools: We asked Indiana nonprofits
about how many volunteers and paid staff they have,
as well as the challenges they face in managing them
and the tools they have to address these challenges.

e Volunteers are vital to Indiana nonprofits. Al-
most three-fourths report using volunteers over
the past year. Of these, 74 percent report that
volunteers are essential or very important to
their organization. Volunteers tend to be more
important to older nonprofits than to younger
ones. However, few nonprofits have volunteer
recruitment (22 percent) or volunteer training
(27 percent) programs.

e Health (32 percent) and education (24 percent)
nonprofits tend to have a larger number of paid
staff members (greater than 50 Full Time
Equivalent (FTEs)) while mutual benefit (64
percent), public benefit (56 percent), and arts,
culture, and humanities (35 percent) nonprofits

Health nonprofits (70 percent vs. 30 percent on
average) are more likely than any other group to
report having a written conflict of interest pol-
icy, most likely reflecting special pressures as-
sociated with funding, accreditation, or profes-
sional licensing requirements.

Arts, culture, and humanities nonprofits (36 per-
cent) are more likely than human services non-
profits (17 percent) to say they face a major
challenge in evaluating their outcomes or im-

pacts.




KEY FINDINGS

Eight key findings stand out from our analysis:

1.

Most Indiana nonprofits have basic organizational
structures in place to manage financial resources.
Almost two-thirds have computerized financial re-
cords (60 percent) to assist in managing their fi-
nances or have had a financial audit within the past
two years (61 percent). About three-quarters of Indi-
ana nonprofit organizations have produced an annual
report within the past year (73 percent) in an effort
to present their organization and its activities to key
stakeholders and the general public.

Most also have basic management structures in
place to manage their human resources. About
three-fourths of the organizations with paid employ-
ees have written job descriptions (80 percent) or
written personnel policies (71 percent) to systema-
tize the relationships and expectations of both the
organization and the employee. However, most
could significantly increase their capacity to manage
volunteer resources. Only one-fourth of Indiana
nonprofits have a formal volunteer recruitment pro-
gram (23 percent) or a formal volunteer training
program (27 percent). Slightly more (30 percent)
have a written conflict of interest policy that estab-
lishes the ground rules of good trustee behavior by
separating the interests of the organization and the
individual members of the board of directors. En-
hancing these capacities could strengthen the vital
role that volunteers play in the management and
governance of Indiana nonprofit organizations.

Volunteers are important to nonprofit organiza-
tions: Three-quarters of Indiana nonprofits report
that volunteers are very important to their organiza-
tions. However, few nonprofits have formalized their
volunteer recruitment/retention and training pro-
grams.

Challenges and tools related to managing paid staff
are ubiquitous across nonprofit fields: We find no
statistically significant difference among nonprofit
fields in whether they face any challenges related to
managing human resources, recruiting and retaining
qualified staff, or the presence of written personnel
policies or written job descriptions.

However, major challenges are field and size de-
pendent: When restricting our analysis to only major
challenges, nonprofits in the arts, culture, and hu-
manities and mutual benefit fields are less likely
than those in human services to report facing major
challenges in managing their organizations. Larger
nonprofits are more likely than median sized non-
profits to report facing major management chal-
lenges. Larger nonprofits are more likely than
smaller ones to report having tools to assist in man-
aging their organizations.

Government funding is related to more formalized
structures: Nonprofits that rely on government
sources for more than half of their revenues employ
more employees and are more likely to have organ-
izational tools to manage these employees, but also
face the greatest levels of challenges associated with
managing employees.

Reserves for Maintenance and Capital Needs: We
find that larger nonprofits (those with $500,000 or
more in annual revenues) are more likely than
smaller ones to have financial reserves dedicated to
maintenance and equipment needs, thus providing
these nonprofits with a buffer to meet potentially un-
expected operational needs. Religion nonprofits are
the most likely to have reserves dedicated to capital
needs. Nonprofits founded prior to1930 are the most
likely to have financial reserves dedicated to main-
tenance or capital needs.

Size and age are related to the presence of organ-
izational tools: Older nonprofits are more likely than
younger ones to have financial management tools as
wells as reserves dedicated to maintenance and capi-
tal reserves.






