








Exhibit 14

Desigh mockup for Nonprofit Knowledge Network,
an online portal that surveys stakeholders

Find out top-rated NGOs for an issue in which you are interested

Source: Business idea currently in development by several students at Stanford Graduate School of Business; http: www.nonprofitkn.org/

Facilitate information flows to a critical mass of users—go where the money is

One of the challenges facing nonprofits and the intermediaries that serve them is how to make
information easily accessible to the largest number of users in the most efficient way. It’s not
enough to update individual websites and hope that people will come and find it. Intermediaries
have to provide timely, accurate information where the potential donors are. In the spirit of
Willie Sutton’s reported response when asked why he robbed banks—“Because that’s where
the money is”—nonprofit intermediaries need to go where donors already are: at their financial
advisor’s office, on their bank’s online interface, or using Google.

Google, Yahoo, and a range of meta-search engines serve as the point of entry for millions to the
Web. They leverage complex algorithms to broker access to a range of specific and comparative
information about organizations and issues. As discussed earlier, affluent individuals already use
the Internet extensively for research and transactions across a range of industries. They should
be able to conduct the same kind of “one-stop shopping” for information about nonprofit
causes and organizations. The sector needs to either broker partnerships with these meta-search
engines to enable useful vertical searches (e.g., AIDS organizations in Africa) or partner with
new organizations to create those platforms. At least one online giving platform recognizes
the need to “go to where the traffic is.” According to its CEO, the organization “is never going
to become a destination site. People are spending time on sites like Google, LinkedIn, and

Facebook, so our strategy is to become linked to or an integral part of those platforms.”




Exhibit 15

Concentration of players in donor-advised fund market
Percent; $ Billions

100% = 24.3 13.5
° $ $ Goldman Sachs Philanthropy Fund

Greater Kansas City Community Foundation
National Philanthropic Trust
New York Community Trust

Remaining Jewish Communal Fund

93 players* Silicon Valley Community Foundation
National Christian Foundation
Vanguard Charitable Endowment Program
Schwab Charitable Fund

Top 10

players

Total DAF assets

Assets managed
by top 10 players

* Includes national and religious organizations
Source: Chronicle of Philanthropy, 2007

Fidelity Charitable Gift Fund

Top 10

hold 56%
of assets

Partnerships with financial institutions and large community
foundations offer additional avenues for going “wholesale” (i.e.,
where the money is) vs. retail. These institutions already have
huge captive audiences through their donor-advised funds.?” The
top 10 providers in the donor-advised fund market—including
Fidelity Charitable Gift Fund, Schwab Charitable Fund, and
Vanguard Charitable Endowment Program—hold more than
half of the assets (Exhibit 15), and they and others would
benefit from being able to offer their clients more value-added
information. GuideStar and others are already partnering with
several of these institutions, which is a good first step, but it
will be critical to that these partnerships rest on high-quality
information. In addition to the large firms, individuals such as
financial planners, estate attorneys, philanthropic advisors, and
accountants represent a key access point to their donor clients.

37 A donor-advised fund is a charitable giving vehicle that offers a tax advantage as
compared with establishing a foundation and provides flexibility for donors in the
timing of their grant-making.
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“There are three opportunities
to influence donor behavior
through information and
infrastructure. First, we can
enable existing behavior.

The donor just wants to give;
we need to make it easy.
Second, we can leverage
latent moments to give—for
example, when someone reads
a newspaper story on Yahoo
and wants to act. Third, we can
try and change behavior, e.g.,
when an individual arrives at

a donor website and doesn’t
know what to do.”

- Network for Good




Finally, the growing popularity of Facebook, MySpace, and other social networks is clearly a

force to be reckoned with. Nonprofits need to fuel these sites with good performance informa-

tion and not just let the “buzz” rule.

Offer innovative, value-adding products and services that leverage the expertise of
experienced funders

As described earlier, the world’s best foundations, individual donors, and federated giving orga-

nizations invest in building rich situation assessments, sound theories of change and strategies,

and insightful due diligence into potential grantees. Finding ways to disseminate these insights

to inform decision-making by “the rest of us” could help steer funds to the best nonprofits.

Here are some emerging ideas for making foundation funding decisions more accessible to and

replicable by other social investors:

The Foundation Center tracks and aggregates foundation grants. However, because
the center relies on tax returns and voluntary foundation transparency it often takes

a year or more to publish the grant information. A new effort, GrantsFire, aims to
address this problem by using RSS feeds to announce grants immediately—which
could then be aggregated or presented by anyone.** When Warren Buffett makes an
investment, other investors pay attention; donors deserve the same benefit when smart

philanthropists make big donations.

“Side-by-side funds” would enable individual donors to mirror the funding strategies
of large foundations that have invested in strategic and due diligence resources. At the
same time, they would help foundations to raise awareness of their work and channel
more funds to good causes. Side-by-side funds could allow donors to mimic grant-
making in a specific foundation program area. For example, working in partnership
with an intermediary, a program officer at the Bill & Melinda Gates Foundation
might share information about Gates’ investments in malarial prevention programs
in Africa and why it has chosen to fund those particular programs. The intermediary
could invite donors that agreed with the logic to contribute to a portfolio that
mirrored the Gates malaria grants. Another possibility is to create focused investment
funds that would complement, rather than mimic, foundations’ strategies (e.g., invest
in malarial treatment to complement foundation investment in prevention).

One financial services interviewee told us, “Many in the sector would be shocked to hear this,

but T predict that we will actively partner with community foundations where they provide

advice, and get paid for it, and we manage donors’ funds.” The next era in intermediary devel-

opment should find these nontraditional partnerships the norm, rather than the exception.

38  See also earlier examples of supporting donor education, engagement, and networking in Chapter 2, including references to
Acumen and field-of-interest funds.

39  For more information, see http://www.mott.org/sitecore/content/Globals/Grants/2008/200800804_GrantsFire.aspx. and http://
www.solpath.org/.




“Make the call” on performance

Unlocking the power of judgments from nonprofit beneficiaries and other stakeholders repre-

sents another opportunity for intermediaries. Expert opinions and ratings have proved to be a

helpful source of guidance in other sectors, as evidenced by the success of Morningstar’s mutual

fund rankings, Consumer Reports’ product ratings, and US News & World Report’s rankings of

colleges and universities. For example, Morningstar reports that an initial five-star rating results

in an average six-month flow of $26 million, 53 percent above normal expected flow.** High-

impact peer-review examples include Rotten Tomatoes in cinema, Yelp and Zagat restaurant

reviews, and sellers’ ratings on eBay. Each of these mechanisms aggregates perspectives into

imperfect, but highly useful, results.

While none has yet reached critical mass, several—including GreatNonprofits, Keystone, and

One Economy—are beginning to collect and aggregate opinions from donors, volunteers,

beneficiaries, and other nonprofit stakeholders. For example:

GreatNonprofits posts reviews of nonprofit organizations written by volunteers,
donors, program beneficiaries, and others that have direct experience with these
organizations. It operates like other websites that feature travel, restaurant, and book
reviews and ratings contributed by consumers. Thanks to a new partnership, reviews
posted on GreatNonprofits.org will soon be available on GuideStar.org.

GiveWell is an independent, nonprofit charity evaluator that describes its goals as
directing as much funding as possible to the best charities, and to create a global,
public, open conversation about how best to help people. GiveWell’s review process
focuses on social impact as well as budgetary indicators of performance and begins
by inviting nonprofits working on a specific cause to apply for grants. The strongest
applications are studied in depth and rank ordered. GiveWell openly shares its

assessment—and the reasoning behind it—and invites feedback from the public.*!

In addition to these formal (and admittedly imperfect) mechanisms, the sector has the opportu-

nity, and some would say mandate, to increase and improve its dialogue on performance. Better

acknowledging and sharing what is working and what is not working is the first step to improving

performance. Foundation and donor partnership with nonprofits to address underperformance

and not leave a funding relationship when it occurs is a necessary reinforcing step.

40 Diane Del Guercio and Paula Tkac, “Star Power: The Effect of Morningstar Ratings on Mutual Funds Flows” (Federal
Reserve Bank of Atlanta, 2001).

41 GiveWell has also been controversial: see http://www.givewell.net/node/185.
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Chapter 4
Jump-starting change

The preceding chapters provided broad suggestions for action, organized by
supply, demand, and market intermediaries and interactions. By contrast, we
structured this chapter by stakeholders: nonprofit organizations, individual
donors, foundations and nonprofit and for profit intermediaries. This format
highlights some of the steps that each stakeholder can take to improve the
use of information and the effectiveness of the nonprofit market. By design,
it is repetitive with prior sections but seeks to provoke discussion around the
roles of market participants.*

Nonprofits—drive performance and share information

Nonprofits can lead the way by adopting a performance-driven mindset and
building the capabilities to support that mindset. They can collect and share
social impact data and organizational performance information. Given
capability and capacity constraints, nonprofits will need significant support
from foundations, donors, and intermediaries. In addition, the market needs
to reward nonprofits for sharing failures and lessons learned as well as
successes. Specifically, nonprofits can:

e Set goals and use performance metrics and tools to plan, execute,
and reflect. Setting clear social impact and organizational
performance targets and managing against them is critical
to measuring success and refining strategies. Performance
measurement need not require costly state-of-the-art technologies.
Nonprofits can use simple tools to track activities, outputs,

42 As noted in the introduction, this paper does not address the role that government can play
in improving the efficiency and effectiveness of the nonprofit market. Many of the foundation
strategies outlined in this chapter could apply to government funding agencies as well. Further,
the paper does not explicitly address the role of the media. We welcome feedback on how these
institutions can help strengthen the nonprofit marketplace.
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and outcomes. It is critical to integrate performance management into day-to-day
activities—and to keep it affordable, feasible, and meaningful.

e Educate donors about how to assess nonprofit performance. Nonprofits can better
engage donors as partners and educate them on what they are trying to achieve and
why it is important. They can better communicate why the simplistic measurement
of administrative costs is not a good proxy for effectiveness and share not only their
goals and activities with donors, but let them know how they measure themselves.
As the information gap starts to close, nonprofits need to be ready to answer more
questions about how they are doing, welcome these inquiries, and have a system
for responding.

e Share information about social impact and organizational performance. By sharing
their theory of change (or impact model) and outcomes with the field, nonprofits
can create a richer, more honest dialogue around performance. In the absence of
outcomes data, information on activities and outputs, as well as beneficiary and staff
feedback—however imperfect, incomplete, or negative—can be represent a big step in
the right direction.

Individual donors—demand and act on information

Incentives for improving information will be insufficient until individual donors start demand-
ing more informative data and acting based on what they learn. Donors can start by accessing
available data, highlighting gaps in terms of quality and helpfulness, and making charitable
decisions based on better information. Specifically, we would urge donors to

e Adopt more of an investment mindset. This can start with a simple shift in language:
from “giving to charity” to “investing in high-performing nonprofits.” But a
true investment mindset goes beyond semantics: it implies a move toward active
engagement and high expectations.

e Seek information and education. Donors have the opportunity to leverage research on
social issues and nonprofit strategies through online platforms such as Guidestar and
GreatNonprofits. They can join communities such as the Global Philanthropy Forum
or The Philanthropy Workshop West that invest to educate their partner members.
Donors should still follow their passions, but do so with more information.

e Make donation decisions based on performance and impact information. No other
step will have as much power as simply making donation decisions based on results.
This requires asking sophisticated questions around nonprofit impact and clearly
communicating (in person, on websites, through advisors) that performance data and

transparency will affect donations.




Foundations—fund and facilitate change

Foundations contribute more than $35 billion a year to philanthropic causes. Their funds are
a lifeline for nonprofits, and their thought leadership frames key debates. Following are some
steps foundations can take to help advance information flow and effectiveness:*

e Share research on “what works” in addressing social issues, communicate the theory
of change underpinning foundation strategies, and increase transparency around
grant-making criteria and rationale. Better sharing of these insights would help
educate donors and strengthen the effectiveness of the sector. Donors would learn
how well-resourced organizations think about grant-making, and nonprofits would
better understand what makes an effective proposal. Placing due diligence criteria and
grant information on an open database with RSS feeds would make the process much

more transparent.

e Fund efforts to improve the effectiveness of the overall marketplace. Foundations can
advance the sector by underwriting efforts to build key intermediaries and market
infrastructure, develop nonprofit and donor capabilities, and conduct research to
better understand donor behavior. For example, foundations can fund organizations
that help nonprofits build their performance management capabilities, develop
and disseminate strategic planning and performance management tools, and create
instructional guides on effective giving for donors. Perhaps most importantly, funders
should support their grantees’ efforts to collect and share performance information

and build performance management capabilities.

e Create or support the development of side-by-side funds. As described in Chapter 3,
foundations could support the creation of side-by-side funds and enable donors to
piggyback on foundations’ capabilities and capacity. Donors would capitalize on the
research, foundations would be able to attract additional support for their strategies,
and donor support would provide a valuable “market test” of whether strategies seem

sound and inspiring to independent donors.

e Align application and reporting systems across foundations. The common online
application that most colleges and universities use is a good example. Nonprofits
would need to craft targeted proposals in many cases (just as students craft “extra
essays”), but the administrative burden on nonprofits would be greatly reduced,
allowing them to devote more attention to goal-setting, strategic planning, and
performance management. Foundations could also agree on a common set of
performance metrics (e.g., such as those developed by the Urban Institute) and use
those with their respective grantees.

43 These actions might also be taken by federated giving organizations such as the United Way and by government funding
agencies.
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Intermediaries—facilitate connection, conversation, and collaboration

In a fragmented marketplace, intermediaries can be catalysts for transformation, by facilitat-
ing connections and collaboration among market participants. For intermediaries to thrive,
they need to justify their existence by providing value-added services, reducing costs and other
sources of friction in the market, and eliciting increased “willingness to pay” for their services.

We suggest the following priorities for intermediaries:

e Aggregate information about nonprofit performance and impact, and share it through
“wholesale” channels. Donors will be most likely to use performance information
if they can access it easily through their preferred bank, financial advisor, social
networking site, or search engine. Information must be well organized and presented
in a way that is flexible and usable, so donors can easily find and sort data relevant
to them.

e Provide tools to track and analyze performance. Intermediaries are well placed to help
nonprofits develop performance metrics, targets and dashboards provide templates,
software, lessons learned, and frameworks to advance the effectiveness of donors,
foundations and nonprofits.

e Cooperate to establish sector-wide “meta-data” standards for information about
nonprofits. Many institutions—the IRS, banks, researchers, foundations, and
nonprofits themselves—are collecting data, but there is no easy way to share it in
order to facilitate research on a particular organization. Sector-wide standards for
“meta-data” could improve communication across intermediaries, donors, and
nonprofits (see sidebar).

e Facilitate conversations about performance. Intermediaries can facilitate these
conversations by providing online and offline forums (e.g., donor education programs,
social networking sites dedicated to addressing targeted social issues) that support
constructive, honest dialogue among donors, nonprofits, and other stakeholders.

e Educate broader constituencies on the role of performance information.
Intermediaries such as Independent Sector can take on the task of educating broader
constituencies like lawmakers, civic opinion leaders, and the public at large on the

importance and use of performance information.

e Create business models that cover the costs of providing products and services.
Intermediaries need to be forthright about their financial needs and creative in
building sustainable revenue streams. Donors, foundations, banks, and financial
advisors need to be prepared to pay a fair share of these costs.




Nonprofit /for-profit partnerships—build scale and
leverage expertise

Partnerships with for-profit companies may offer something that

is now lacking in the nonprofit information marketplace: scale.

Large banks, search engines, and social networking sites operate

with millions of people and billions of dollars. In addition, they

have know-how, technology, brand loyalty, and funding that

could prove crucial to the next stage of the market’s growth. The

essential mission-driven character of the nonprofit sector must

be preserved, yet targeted partnerships with the private sector

should be able to enhance that mission, not distract from it.

Mass-market banks can provide better information
about philanthropy, social issues, and individual
nonprofits to their customers. Ideally, they would
integrate this data and service into existing platforms
and familiar interfaces. The first banks to provide
these features will differentiate themselves from

their competitors in an area with rapidly increasing
consumer demand.

Private banks, wealth managers, estate attorneys, and
accountants can provide customized philanthropic
advisory services to their clients, recognizing that
these added services may be a source of competitive
advantage. In addition, these advisors need to be
willing to pay the costs of gathering and organizing
this information.

Search engines can aggregate information about
nonprofit performance more effectively. When a
searcher looks up a nonprofit or an issue, the results
could include tailored links to relevant data.

E-commerce platforms can use their expertise and
systems to improve online giving, facilitate better
communication in the marketplace, and improve
access to and use of performance information.

Social networking sites can offer improved
mechanisms for their community members to discuss
nonprofit performance—and can then make that
information available to donors, nonprofits,

and intermediaries.
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BASIC INFORMATION
TECHNOLOGY TOOLS CAN
HELP CREATE A BETTER
INFORMED MARKETPLACE

Assign unique identifiers for
each nonprofit to standardize
information. The nonprofit's
employer identification number
(EIN) is the logical choice as it
is already public and commonly
used. If each piece of nonprofit
information had the EIN
attached to it, data collection
and synthesis would be

much easier.

Employ real-time distribution
mechanisms make new data
immediately available. For
instance, GrantsFire uses
RSS feeds to announce donor
decisions as soon as they
are made.

Use mechanisms that add new
data automatically and enable
others to “remix” data so they
can use it more effectively.

For example, a sociologist
researching nonprofits could
automatically upload her findings
to a database where others
could access them. Individuals
could then extract and present
the information differently,
combining it with other data
when appropriate. For instance,
GlobalGiving experimented with
an application programming
interface (API) that let the public
access its entire

project database.

Tag nonprofit websites with
keywords that search engines
understand. Better tagging (e.g.,
using XML “microformats”)
would lead to better search
engine results, allowing
nonprofits to reach prospective
donors more effectively.




All stakeholders—collaborate to increase impact and scale

Collaboration in the form of formal partnerships, information sharing, and performance dialogue is
critical to improving the nonprofit marketplace. Beyond what each type of stakeholder needs to do on
its own, we see huge opportunities for collaboration within and across each of these groups. Specifically,
all stakeholders can:

e Try to use the same language when discussing data and performance

e Agree on basic standards and ways of measuring performance

e Open up their databases and file cabinets and share relevant information
e Share back-office systems and reporting mechanisms where relevant

e Play to each other’s strengths (e.g., leverage private-sector access to donors and community
foundations’ local knowledge)

e Collaborate in funding and in addressing social issues (consider co-funding as well as nonprofit
mergers or joint ventures)

e Share successes and failures as well as lessons learned.

A NOTE ON UNINTENDED CONSEQUENCES

We are confident that the suggestions outlined in this paper will lead to a more efficient market that better
serves nonprofits and donors, and addresses the social issues they care about. We recognize, however, that
any sort of significant change brings with it the chance of unintended consequences.

Here are some consequences we should strive to avoid:

Large, established nonprofits with significant marketing resources choose to “game the system” rather
than honestly measure and learn from their performance.

New nonprofits are unable to demonstrate a history of impact and are shut out of funding opportunities.

Nonprofits that operate on long time horizons (e.g., preventative medicine) or with indirect theories of
change (e.g., libraries) are unable to show proof of impact and lose funding.

The easy availability of imperfect “proxy” data removes the incentive to gather outcome or social
impact data.

The introduction of an open conversation about performance degenerates into unproductive arguments
and leads to ad hominem attacks.

Partnerships with actors like banks lead to a “capture” of the nonprofit sector by the private sector and
weaken the mission-driven culture of the nonprofit community.

We believe that the sector can mitigate or avoid these unintended consequences through:
A sector-wide commitment to learning, where publication of suboptimal performance and lessons

learned, coupled with a commitment to improve, is rewarded and not punished.

The development of metrics and targets that are relevant for segments of nonprofits (e.g., by issue
area, by size) and provide the basis for relevant evaluation and comparison.

The rapid introduction of stakeholder feedback on the both the effectiveness of nonprofits and donors.
Ongoing dialogue on the effectiveness of the nonprofit marketplace and how innovation and the
introduction of more and better information is advancing or harming the sector.

The development of a culture that defaults to transparency. Although there are times when it is
appropriate to maintain confidentiality, the standard in the sector should be openness.




Closing thoughts

The social challenges of our time—climate change, poverty, the educational
achievement gap—are too big and complex for us to rely on ad hoc giving.
Strong nonprofits deserve to be rewarded for performance; donors deserve
to have high expectations met; and, most importantly, the people and causes
served by nonprofits deserve smart, thoughtful giving.

The nonprofit marketplace is already making strides toward becoming more
efficient and effective. But market participants must close remaining infor-
mation gaps if they want to solidify and sustain this progress. Performance
information needs to be more accurate, more accessible, and easier to use if it
is going to accelerate donors’ transformation from givers to investors. Once
a wider range of facts and insights are available, donors, intermediaries, and
nonprofits will become more sharply focused on performance and impact.

The strategies outlined in this paper can make this vision a reality. As
nonprofits improve the supply of information, they will not only make better
decisions themselves but whet donors’ hunger for more insights. Armed with
better information, donors will have a more holistic picture of a nonprofit’s
impact—and be able to make better decisions that yield greater social impact.
Intermediaries will go beyond serving as information providers and start
facilitating performance-based dialogues among stakeholders.

We hope that this paper serves as a starting point for transforming the
nonprofit information marketplace, laying out possible avenues that donors,
nonprofits, foundations, and intermediaries can build upon. Each market
participant—including interested for-profits—faces important opportuni-
ties. By working together, donors, nonprofits, foundations, intermediaries,
and others can increase their social impact dramatically and create a more
effective, efficient sector.
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