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Introducton — Appreciatng and Grieving for the Social Sector

Where government agencies and commercial organizatons cannot or will not get involved,
nonprofit organizatons create supports and opportunites for structurally marginalized groups
and otherwise disadvantaged individuals and families. These organizatons work trelessly to
improve the lives and life prospects of people young and old who are in crisis, poor, sick,
disabled, homeless, from broken homes, seeking help for domestc violence or child neglect and
abuse, uneducated or undereducated, unemployed or underemployed, displaced by
catastrophes, caught up in and ofen poorly provided for by public systems and programs. The
work to help people who have made bad choices, have been criminals, have abused substances,
are su ering from mental iliness, are profoundly lonely, and are trying to build decent lives for
which their experiences have done litle to prepare them. It is no exaggeraton to say that
nonprofit social services are not only a safety net for the least privileged and most
disadvantaged people in our society...but also a crucial bulwark against anomie, social unrest,
chaos and despair.*

Given this picture, it is an immense tragedy that the sector of nonprofit social services (which for
the sake of brevity we will refer to as the social sector) is chronically under-resourced. There are
many reasons for this — some of which we discuss farther on — but certainly one of them is the
fact that the revenues supportng this sector are fragmented, lack coherent ratonality in their
apportonment, and are more ofen than not transitory and unreliable. In short, the
government programs, foundatons, social investment funds, corporate funders, and individual
donors who collectvely support the social sector lack any shared standards for selectng the
nonprofit organizatons and programs they support, for the kinds of informaton they want from
the recipients of their funds, and even for deciding whether anything of value is being
accomplished with the resources they provide.

This Guide is intended to provide a means for bringing greater ratonality to the ways in which
nonprofits are selected to receive funds, and for clarifying how to think about the measurable
social value that they — and those who invest in them — can and should be held accountable for
creatng.’

Telling Tales

Here are a few true events (disguised to preserve confidentality) in which the authors
partcipated in one way or another. They all concern how social entrepreneurs, social investors,

! We recognize that some nonprofit organizatons — like trade organizatons or learning communites —
exist to address or promote the specific needs of members and do not necessarily seek to deliver social
value beyond that framework. This paper focuses on the vast number of nonprofit organizatons that exist
to advance some kind of wider social good, generally for the poor, the weak, the sick, the disabled, the
marginalized. Similarly, our investment ratng tool is designed only to apply to such organizatons.

2 Another caveat. We do not include in our consideratons those nonprofit organizatons such as private
universites, hospitals, and museums that have highly resourced public relatons, marketng, and revenue
raising operatons and rely mostly on brand value and appeal to the prestge donors acquire by
associatng themselves with them.
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and more traditonal funders approach the issue of whether they or the nonprofits they fund are
creatng measurable social value.

The Good Samaritan. Recently one of us had dinner with an old friend from high school. He
had recently sold his sofware company for a large sum and now, to complement his “new life”
of energetc recreaton, he had decided to “give back” — to use his wealth to do something for
people living in poverty. He wanted to be a Good Samaritan, and prospect filled him and his
wife with joy.

“We want to build a school in rural Guatemala,” he said.
“Really. How are you going about it?”

“Well, we’re trying to get some of my friends to go in on it with us, others who’ve recently made
it, then to get other funders to join us once they see we’re serious.”

The interlocutor persisted. “What | mean is...how you are going about it? Like...how did you
decide on Guatemala? How are you selectng where in Guatemala you want to build the school,
are you doing it through a local public school system, as an adjunct to such a system, as an
alternatve to whatever local schools there are, with or without the sponsorship of the
government? And then, will you do it in a place where other big investors in educaton are
already working or where there aren’t any at all? And will you want to employ local teachers or
bring in outsiders such as volunteers from the U.S.? What are the curricula you want to see
implemented? Do you know they will work with this populaton? And what is the school
intended to accomplish? Educate children who will grow up and build their lives locally, or
prepare students to move away...likely to urban centers...with skills that will help them enter the
compettve work force...and if so, in any partcular sector of the economy?

The Good Samaritan was stunned. “l hadn’t thought about most of those questons,” he
admited.

“But those are just a few questons that come to mind o the top of my head. There are lots —
lots! — more that you absolutely have to answer. And ..and | don’t want to be negatve...but
how can you already be looking for investors?”

“Well...I've already got people interested in giving money,” the Samaritan said sofly. Then,
afer arather long silence he sighed. “l guess it’s premature...”

The Considerate, Strategic and Accountable Foundaton. Several years ago one of us was
invited to meet with the Board of Directors of a small foundaton that wanted, in the words of
its president, to “become more strategic and accountable in our grantmaking.” The agenda of
the meetng focused on e orts to revise the grant applicaton process in order to further that
objectve.

At the heart of the proposed new applicaton process was a standardized protocol that all

applicants would be expected to complete. One queston was of partcular interest to the
consultant.
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“In your applicaton you ask the applicant to discuss what you call the ‘root causes’ of the
problem they want to address,” he noted.

“Yes,” the president responded. “We’re proud of that. We don’t want just to address social
symptoms. We want to address what causes them.”

“l see. But you leave space for at most 100 words. How good an analysis of the ‘root cause’ of
any social problem can you expect in 100 words or less?”

“Well, we don’t want to burden the applicants.”

“Fair enough,” the advisor conceded. “But don’t you think you are burdening them by making
them answer a profound queston in a way that they are bound to regard as
trivializing...something they have to do to comply with your demand, rather than as an
intrinsically important piece of analysis?”

“But...root causes are important! We want to hold ourselves and our grantees accountable for
strategically meaningful results.”

There was a long moment of silence. The visitor took a deep breath. “Let me come at this from
another directon. How big are your grants?”

“Well, we give away anywhere from $1,000.00 to $5,000.00 per grant. And they can re-apply up
to three tmes.”

“l see. So for a maximum of $15,000.00 over three years...you expect them to go beyond
addressing social symptoms and atack the ‘root causes’ of social problems? And hold them
accountable for doing so? And on top of all this, require them to apply three separate tmes?”

“We”...”

“And this eases the burden on your grantees...how? And you are confident that your grants are
going to address ‘root causes’ meaningfully...why?”

“I guess,” the president acknowledged, “we really haven’t thought this through very well.”

A Most Generous Board Member. Last year, an organizaton that works with low income adults
celebrated its biggest fundraising success ever. A gala had produced donatons of over $4
million, and the next night the Board of Directors’ meetng was celebratory.

There was one dissentng voice, that of a relatvely new member who had been asking, since
joining the board, what data the organizaton was collectng to understand whether indeed it
was producing good results for its clients.

“It really is amazing,” he observed, “those success stories that were presented really fired up the

guests...and nobody ever asked about how representatve they are. This is fortunate, because
as far as | know we don’t have any data about our outcomes.”
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He paused and looked around the room. Not receiving an answer he added, “And then they
shelled out their dough big-tme!”

“Well hell. We know we’re good and they know we’re good. That’s the way it’s done,” the
executve director answered.

“Obviously it is the way it’s done...but...”

“Damned right,” another board member declared. “I’'m so psyched by our success, right here
and how I’'m writng a check for another million dollars. Right this second!”

The check was writen and accepted, and the donor was acknowledged for the record as A Most
Generous Board Member.

“We’'ll be giving you a framed certficate commemoratng that vote,” the executve director
announced to a round of applause, though the newest member sat on his hands.

The Embodiment of Charity Done Well. Recently one of us was asked to help a foundaton
assess what its grants were accomplishing. Afer reviewing the grant portolio the consultant
suggested to the board of directors that there was no discernable strategy to their giving, that
they seemed to be spreading money around to as many local nonprofit agencies as possible.

“Sure,” the board chair acknowledged. “That’s what charity is all about.”
“Okay...but then why bother evaluatng your grants?”

“Well that’s what people expect nowadays,” the chair answered, drawing nods from other
board members.

“Well,” the questoner persisted, “it’s hard for me to understand what good evaluatng charity
does...by its nature, charity is all about giving with no noton that one expects anything in return.
So why evaluate what your grants are achieving?”

“As | said,” the president said more than a bit impatently, “that’s what's expected of
foundatons these days.”

“Sure,” the consultant persisted. “But foundatons that evaluate the results of their grants
generally have strategies for their grantmaking, strategies that give their grants a certain focus.
And the best performing ones also have carefully developed theories of change that spell out
how their grantmaking will create some kind of social value. They have prety rigorous grantee
selecton criteria and processes, outcomes that they are investng against, systems for
monitoring grantee progress toward achieving these outcomes, and some metrics they track
across their grants to provide a basis for evaluatng them. As you've acknowledged, this
foundaton doesn’t have any of this.”

The president smiled. “All those things require a big professional sta , databases, and other
things that add up to big administratve costs. We're lean and mean. We take pride in making
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