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Hey, Bring it On



MEMORANDUM

To: Board Chair

	From: Executive Director

	Re: Acting Like a Business

I just returned from my 16th straight conference where the keynote speaker said we charities should act more like business. I never really understood what they were saying before, but I've just had an epiphany. There could be a lot of benefits if we did.

First thing we do is raise my salary. The median salary of the Fortune 100 CEO's is $13.2 million. The median salary for CEO's of the top charities surveyed by The Chronicle of Philanthropy is about $285,000. We have a lot of ground to make up.

I know that none of the charities is as big as the Fortune 100, and maybe we can't get so much on an absolute scale. But we can certainly raise the ratio of my salary to the average salary of our other employees. According to The Wall Street Journal, a lot of business CEO's in this country are making 400 times the average worker's salary. My ratio is four, maybe five, to one, tops. I can hardly wait to start acting more like business.

But don't think it's all about me.

We'll pay the Board of Directors too. The average fee for "independent" members of a Fortune 1000 Board is about $75,000 a year. We may not be able to do quite so well for you, but forget volunteerism.

You'll definitely notice the change. You guys have certainly worked as hard as they did at Enron, Worldcom and the New York Stock Exchange.

We won't have to worry whether any of this compensation is reasonable. Business doesn't have to worry about those pesky taxes on excessively generous salaries and benefits.

We also get to change the composition of our Board. I don't know why we need so many people from the community anyway. We can add more of my staff to reduce the chance of dissent. We can get more of my executive director buddies who understand why I should be paid more. And we can get rid of most of the women and minorities so we white guys can feel like it's a club again.

We won't have to worry about getting the right people elected. We'll act like a business. We'll give our members a proxy without any choice. All of these keynoters say we have to be more efficient. It's taken a while, but I think I now understand what they mean.

I've already taken action to improve our crisis intervention hot line so it will be more like customer service. I have a new tape for callers on hold, telling them every three minutes that their calls are important to us and please don't hang up because we take calls in the order they are received. We fill the dead time with appeals for contributions.

I've also installed timers on the phones to measure the average duration of each call. We want to be sure that our counselors don't spend too much time on any one crisis.

(By the way, I've begun to look offshore for people who can handle these calls. Our social workers are being paid an awful lot of money, and we could really save big time by going abroad.)

I think we'll just stop handling those domestic abuse complaints. Those people take far too much time.

And, of course, we'll stop serving anyone who can't pay.

We'll concentrate on more profitable services, too. We probably don't have to go as far as the tobacco companies.

Their products kill 1000 people a day. But they sure are profitable. And in business, profit is what

counts. If we really act like a business, we might even qualify for business subsidies. Guaranteed cost-plus contracts, maybe. Or grants to not provide our services, like the farmers get. Those horizons are almost endless.

This business stuff sounds more like fun every time I think of it.

There are still a couple of things that I don't fully understand about what these gurus are saying, however. Bill Bradley and those guys from McKinsey & Company who wrote that Harvard Business Review article in May say charities could save billions if we would just cut our fund-raising costs. They say it costs business only about 5 percent to raise capital, while it costs charities 18 percent to get our contributions.

But when business has a capital campaign (they call them public offerings over there), they dangle the prospect of unlimited profit in front of those who make a contribution and buy shares in the business. When we have a capital campaign, we promise them a thank-you letter, and maybe their name on a plaque in the lobby.

Somehow it seems easier to sell the prospect of infinite personal profit than the prospect of a thank-you letter from you or me, no matter how flowery we are. But if McKinsey says we can do it, I'm sure we can.

I also haven't figured out how businesses account for their fund-raising costs. Their fund raisers (they call them underwriters) recommend the price for each share of stock the business sells in its initial public offering.

The fund raisers then let their friends buy the first shares. Almost without fail, the public is willing to

pay more than the price the underwriters set, often 10, 20, or even 30 percent more. Sometimes a whole lot more than that. The friends flip the shares to the public at the higher prices and make out like bandits.

The gurus say it doesn't cost business much to raise these funds. They don't seem to include as a "cost" the

difference between what the company actually got and what the public was willing to pay. But who cares? It looks like a really efficient process, and the appearance of efficiency is good.

If we had a fund raiser like those underwriters, I'd hate to imagine the reaction we'd get from Lisa, who's always been the naysayer on the board. I can see her now, screaming that the fund raiser had breached some sort of fiduciary duty by getting us so much less when the public was willing to give us so much more. But you know Lisa. She just doesn't get this business stuff.

If business does it, it must be good.

One other thing I still need to figure out, though. You know, I started this charity 20 years ago with my own blood, sweat and tears. I hardly took a salary for the first five years. Now that I'm ready to retire, I'd love to sell it. Two or three times annual revenues might be a good price. I haven't figured out how to get that money for myself yet.

But if we continue to act like a business, I'm sure I'll find a way.

-Donald W. Kramer and Vicki W. Kramer

Donald W. Kramer is an attorney at Montgomery, McCracken, Walker & Rhoads, LLP in Philadelphia

and editor and publisher of Nonprofit Issues.

Vicki W. Kramer, a former co-executive director of a nonprofit organization, is a consultant on individual and organizational effectiveness in Philadelphia.
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Don Kramer will review and comment on your own current or proposed bylaws

Do your Bylaws reflect the way you actually operate? Do they protect the interests of those who should be protected? Do they spell out clearly how to deal with governance issues? Or do they create uncertainty for those who have to implement them?
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	Thanks again for your excellent and helpful website - it's a wonderful resource for the non-profit community! --Stephanie H.

Thank you for your informative and keen advice on nonprofit matters. I believe it's a unique and concise place to get answers to this often wispy area called nonprofit. --Richard T. 

    

  


  
              SAY THAT AGAIN?

                
    
      
March 19, 2024

We were walking in Center City Philadelphia on the Saturday night before St. Patrick’s Day.  We thought it was pretty nice that the police had closed off a full block of one of the major streets for a neighborhood St. Patrick’s Day party.  We really felt quite safe, until we saw that one of the squad cars parked on the sidewalk was from the city’s Counter Terrorism Unit.
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