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Introduction
Compared to other capacity building like strategic planning and fundraising, 
nonprofit risk management has received little attention. Recently, however, the 
focus has shifted. The Stanford Social Innovation Review and Nonprofit 
Quarterly both ran special issues relating to nonprofit risk management in the 
last year.  This may be nonprofit risk management’s “watershed moment.”1

2

Foundations are part of this change. Risk Alternatives 
interviewed personnel from more than 100 foundations 
around the United States.  Together, these foundations 
provide more than $7 billion in annual giving. As far as we 
know, this is the first research of its kind. 

Although we are finalizing the research, this PowerPoint 
provides a current summary. After Slides 3-8 provide 
background on nonprofit risk management, Slides 9-21 
summarize our findings and provide excerpts from 
interviews.

1. See Nonprofit Risk Management’s Watershed Moment (8/14/17) (citing 16 articles and reports published since July 2016).
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Background:
Why is risk management important for 

the nonprofit sector? 
“It takes 20 years to build a reputation and five 
minutes to ruin it. If you think about that, you’ll 
do things differently.” Warren Buffett

3
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Who wants to be a headline?
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Reports of Charter School Fraud 
Grow as Oversight Continues to Lag

Nonprofit Accountability and Ethics: 
Rotting from the Head Down

Nonprofit Organizations 
More Susceptible to Fraud 
for a Variety of Reasons Chicana Service Action Center 

executives charged in $8.5-million 
fraud case

Daughter, mother who ran Suffolk nonprofit, Send 
Thee Community Outreach, charged with fraud
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Independent Sector:
“The board members of a charitable organization are 
responsible for understanding the major risks to which the 
organization is exposed, reviewing those risks on a periodic 
basis, and ensuring that systems have been established to 
manage them.”2

2. Independent Sector Principles for Good, Principle 6 (and commentary) (2015). 5
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Standards for Excellence Institute:
“Organizations should make every effort to manage risk 
and periodically assess the need for insurance coverage 
in light of the organization’s activities and its financial 
capacity.”3

3.  Standards for Excellence®: An Ethics and Accountability Code for the Nonprofit Sector, Finance and Operations, Subsection E (Risk Management and 
Insurance) (2014). The Standards for Excellence have been adopted by numerous state nonprofit advancement organizations. 6
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Why nonprofits need risk 
management

• Live largely hand to mouth
• Volunteer boards
• (Often) volunteers for “staff”
• Needy service populations
• Risky service populations
• Understaffed, so blind spots
• Lower paid, so hard to recruit and retain staff

7
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Nonprofits say they want risk 
management

“Nonprofit leaders want support so that they 
can operationalize risk management. They 
don’t need to be convinced about its value. 
There was a uniform call for best practices, 
tools, networks, facilitation and consultants.”

Ahead of the Curve (2016)

8
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Interview Questions
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I. Are foundations worried about grantee 
risk management practices?

II. Do foundations and nonprofits have a 
common vocabulary for discussing risk 
management?

III. Are nonprofits fragile, financially or 
otherwise?

IV. How willing are grantees to propose non-
programmatic funding (including 
technical assistance and capacity 
funds)?

V. Do foundations want to create greater 
risk management awareness and 
capacity among grantees?

Our interviews focused on five areas:
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I. Funders Are Worried About Nonprofit Risk 
Management

Funders are worried about grantee risk management. 

85% of interviewees agree that nonprofits need risk management.

74% believe that nonprofits are unlikely to adopt risk management unless either 
funders make it a priority or the nonprofit faces a crisis.

10
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Quotes from Interviews:

“They have neither the time nor the money to learn about or apply risk 
management. If they are under $1 million [in budget], they are just scraping 
by. In larger organizations, it is a matter of nonprofits being under-resourced.”

“Nonprofits are very reactionary. If it's not a problem yet, they don't act. 
Many of them don't have the necessary tools, and most do not believe they 
have the necessary resources.” 

“The grant-making community is cognizant of the need for risk management, 
but grantees are not.”

“Many nonprofits probably know a little bit about risk management. As for 
adopting it, that tends to only be after a crisis. Board members tend to care 
about risk management only to the extent of director and officer insurance.”

11
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Interviewees repeatedly note that 
foundations don’t ask about risk 
management “as such” during due 
diligence.  NOTE: This stems from a lack of 
common vocabulary. 

12

II. Funders and Grantees Lack a Common 
Vocabulary for Discussing Risk Management
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Quotes from Interviews:

“Terminology is an issue here: people might do aspects of risk management 
and not know it.”

“Nonprofits are doing some risk management things now, although they 
probably don't call them that.”

“The discussion may be a matter of semantics. Nonprofits may be doing some 
pieces of risk management right now, but they probably don't call it that.”

“I think there’s a need for a common vocabulary, and many funders don’t 
know how to talk about [risk management] issues generally or ask about them 
during due diligence.”
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III. Nonprofits Are Financially Vulnerable

Grantees have limited financial resources. This financial 
vulnerability can turn small problems into potential crises. This 
makes risk management particularly vital for nonprofits.
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“Yes that's exactly right. In fact, nonprofits tend to be penalized for having 
significant reserves.”

“It is the unusual nonprofit that can move up a little bit from the day-to-day 
operations and realize the need for investment in business processes.”

“Nonprofits continue to appeal to donors on the notion of low overhead.”

“This is absolutely right on. I would attribute some of this fragility to funders not 
being focused on the right things. We don’t want to fund infrastructure 
spending, so nonprofits don’t want to emphasize it. They take great pride in 
claiming [low] overhead, for instance.”

15

Quotes from Interviews:
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IV. Nonprofits Remain Hesitant to Propose 
Non-Programmatic Funding

Grantees hesitate to propose spending on 
infrastructure or capacity building. 

Nonprofits focus on mission and chronically 
under-spend on infrastructure. They worry 
that getting a grant for infrastructure support 
will preclude programmatic support during 
the same funding cycle. 

Funders still prefer funding programmatic 
activities rather than what they perceive as 
“overhead.” 
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Quotes from Interviews:

“Funders still like to fund programmatic activities. I think the general 
experience is that nonprofits don't like to raise [capacity building] because 
they feel that they are vulnerable if they do.”

“Nonprofits have a caution that is born of years of being picked to death by 
ducks, so they are not thinking about the long term. They tend to roll their eyes 
about infrastructure investments. Quite often they run great programs but then 
something happens, and they may not even realize that it's an existential 
crisis.”

“Nonprofits have been trained by funders to say that low overhead equals a 
good product. I'm also amazed at the lack of sophistication of board 
members, who seem to take off their private-sector hats when they enter the 
nonprofit board room, and they emphasize lean infrastructure in ways that 
they never would in their own businesses.”
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V. Funders Want to Act in This Area

Funders strongly believe in developing nonprofit risk management 
capacity within the grantee community. 
More than 30% of interviewees expressed willingness to discuss funding an 
initiative to build nonprofit risk management awareness and capacity 
within their grantee communities if other funders are participating.
More than 40% of interviewees expressed willingness to discuss sponsoring 
a presentation to funders and nonprofits in their region.
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Quotes from Interviews:

“This discussion is really sparking the notion for me about what would happen if 
we had a category of OE grants for risk management. That would be very 
interesting. We’ve never done that before.”

“We have never surveyed our grantees to see whether they use risk 
management. It would be a very interesting thing to do.”

“Funders need to be part of the solution. When worrying about nonprofit 
sustainability, the first place funders have to look is in the mirror.”

“We don’t really ask about risk management. . . . I think the issue [about not 
asking about risk] may be explained in part because grants are made by 
programmatic people rather than finance people, and programmatic people 
are not as aware of risk management as finance people.”
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We see some limitations on this research. 

• Funders were not chosen by random. Instead, we identified potential 
participants by gathering data on large community foundations and 
foundations that had expressed potential interest in capacity building. 

• We approached 412 funders by email with a request for interview and 
conducted 107 phone interviews. We worked off of a script, but were not 
strictly tied to that script. Interviewees were encouraged to expand on their 
answers, rather than sticking to a strict Likert scale.

• This research focused on what foundation personnel think nonprofits are 
doing about risk management. Interviewees regularly noted that they ask few 
if any questions directly pertaining to whether their grantees and potential 
grantees have adopted formal risk management programs. Thus, foundation 
perspectives about nonprofit risk management may not reflect actual 
practices within nonprofits.

20

Qualifications on Findings
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Foundations worry about grantee risk management practices, 
and they want to do something about it.
Based on this data, we will be reaching out to select 
foundations with a proposal to build risk management 
awareness and capacity in the sector. 

21

Conclusions
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Contact Information
Phone:  703.652.5659

Email: tedbilich@risk-alternatives.com
Website:  risk-alternatives.com
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