The Financial Health of Erie County Nonprofits
A 2009 Update

Introduction and Context


Three years ago when the Center on Nonprofits and Philanthropy at the Urban Institute released its study of Erie County nonprofits, it was received with much interest because it permitted us to see the local nonprofit landscape in a larger context and answer key questions – how does our status and performance compare to that of nonprofits across the state and nationally?  The study also introduced some bedrock touchpoints that have found their way into many presentations and need statements about Erie County nonprofits over the past three years:
· We are home to many nonprofits. Erie County has 362 registered nonprofits that are required to file a Form 990 annual return with the IRS annually.  The density of 12.8 nonprofits per 10,000 residents is the second highest county rate in the state and is almost 30% higher than the national rate.
· The nonprofit sector is a force in Erie County.  With annual revenues of $1.2 billion, the nonprofit economy is equivalent to that of the wholesale trade economy and the manufacturing economy in the county.

· Nonprofits in Erie County are not doing well financially.  In 2003, 44% of local nonprofits showed annual deficits – their expenses were greater than their revenues.

So how have nonprofits fared in the three intervening years?  In the summer of 2009, The Nonprofit Partnership examined the publicly available financial data on Erie County nonprofit IRS 990 returns and compared the results to those found by the Urban Institute in 2006.  While the results are both interesting and hopeful, it is important to note that the data collected was in almost all cases for the fiscal year ending June 30, 2008 (2007 returns) and therefore sheds no light on any impact from the financial crisis and the 2009 state budget impasse which in all likelihood will change both the fortunes of local nonprofits and our collective view of their general health and welfare.
The Anonymous Friend Fund


In late 2007, an anonymous philanthropist created a fund of $100,000,000, much of which was to be distributed to 46 Erie-based charities over a period of three years.  Many of these organizations received gifts of $1 million or $2 million.  Accounting rules require that such gifts be recognized in full as revenues on an organization’s financial statements at the time the gift was made.  Accordingly, there were many Erie County nonprofits whose financials looked better in this particular year than they ordinarily would have had this extraordinary event not occurred.

How did we treat this in our analysis?  In order to make useful comparisons between years, we have removed the AFF recipient organizations from calculations involving average margin (difference between revenues and expenses), but they have been included in most other aspects of the analysis.  The following is what the data analysis yields:

Findings

1. A sharply higher percentage of Erie County nonprofits are profitable.  The percentage of nonprofits posting annual operating deficits in 2007 has declined to 20% from 44% in the Urban Institute study three years earlier.  Even if we remove the Anonymous Friend Fund recipients from the calculation, the number posting deficits only sinks to 25%, a clear gain by either measure over the three year period.
2. But they are barely profitable.  The average margin of revenues over expenses declined from 1.18% in the 2004 Urban Institute study to 1.11% in our 2007 update.

3. Our nonprofits are still relatively efficient.  But administrative and fundraising expenses have risen slightly in the three years as a percentage of the total.  Whereas the Urban Institute found an average of 84% program expenses and 16% administrative expenses in 2004, we found the split to be 81% program and 19% administrative in 2007.  Health care organizations had risen over the three years to become the most efficient, decreasing administrative expenses from 16% to 10% over that period, while arts and cultural organizations were less efficient by a factor of 26 to 31%.  Human services organizations showed the biggest changes in the direction of inefficiency.  Variations by service type are as follows:
	Type of Service
	Program / Admin Costs 2004
	Program / Admin Costs

2007
	Change:
Program / Admin Costs

	Arts and Culture
	74/26
	69/31
	-5/+5

	Education
	82/18
	80/20
	-2/+2

	Health
	84/16
	90/10
	-6/+6

	Human Services
	87/13
	76/24
	-11/+11

	Environmental / Other
	86/14
	79/21
	-7/+7

	TOTAL
	84/16
	81/19
	-3/+3



Not surprisingly, larger organizations were more efficient.  In 2007, the average program expense for organizations with budgets under $1 million annually was 77% while among those with budgets over $1 million annually, it was 85%.

4. Smaller organizations and human services organizations are faring worst.  Our 2007 data indicates that 43% of those organizations posting deficits were human services organizations.  All other categories contributed between 10 and 20% of the total:
· Environmental and other: 10%

· Health: 14%

· Arts and Culture: 14%

· Education: 19%

            Sixty-two percent of the deficit-showing organizations had budgets under $1 million while 38% had budgets over $1 million.  Since data was not analyzed in the same way in the Urban Institute study, a clear comparison between years is not possible.  The Urban Institute looked at margins by service type however. By this comparison, health providers had the least favorable margins in 2004, while education providers had the best.  In 2007, human services providers had the least favorable margins, while education and environmental/other service providers had the best.
Conclusions


In summary, we can draw the following conclusions from our comparative work:

· Erie County nonprofits are becoming more profitable.  A significantly higher percentage of nonprofits are posting annual surpluses.  However, because the margins are tiny, not much is being added to organizational assets, except for the Anonymous Friend Fund recipients.
· Health organizations made the greatest leaps as a sub-industry, vastly improving efficiency and reducing the red ink.  Human services providers showed the greatest negative changes, posting more deficits and dropping significantly in efficiency.

· Overall, however, Erie County organizations are still reasonably efficient with under 20% of expenses in total devoted to administration and fundraising.   Arts and culture organizations still struggle the most with respect to efficiency due to their small size and labor-intensive revenue mix.
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