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Strategic Restructuring

Findings from a Study of Integrations and Alliances
Among Nonprofit Social Service and Cultural
Organizations in the United States

Amelia Kohm,
David La Piana,
and Heather Gowdy

Summary

The nonprofit landscape is changing. Due to
avariety of forces, many nonprofit organiza-
tionsare looking at new waysto manage and
financetheir programs, including an approach
we call strategic restructuring. Strategic
restructuring occurs when two or more inde-
pendent organizations establish an ongoing
relationship to increase the administrative effi-
ciency and/or further the programmatic mis-
sion of one or more of the participating orge-
nizations through shared, transferred, or
combined services, resources, or programs.
Strategic restructuring ranges from jointly
managed programs and consolidated admin-
istrative functions to full-scale mergers.
Although thereisan emerging literature
on nonprofit alliances and partnerships of this
type, knowledge of the scope and character
of strategic restructuring in the United States
remains quite limited. Indeed, acommon ter-
minology has not yet emerged, and current
experts on the topic have called for further
research (McLaughlin 1996; LaPiana1997).
The response to this study’s call for
respondents may demonstrate increased
interest in the area. Although we received
192 responses to the survey, we received
many more requests for information on the
topic and referrals to organizations that had
gone through the strategic restructuring
process. Indeed, we became an unofficial
clearinghouse of information on the topic.
To learn more about strategic restructur-
ing, Chapin Hall Center for Children, apoli-
cy research center at the University of
Chicago, and Strategic Solutions, aCalifornia
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based project of the consulting firm LaPiana
Associates, Inc., surveyed 192 nonprofit socia
services and cultural organizations in the
United States that had experience with strate-
gic restructuring. Drawing on descriptive data
provided by respondents, we devised atypol-
ogy that includestwo primary types:

Alliance. An dlianceis a strategic re-
structuring that includes a commitment to
continue for the foreseeable future, shared or
transferred decision-making power, and some
type of formal agreement. However, it does
not involve any changeto the corporate struc-
ture of the participating organizations. The
aliance category includes administrative con-
solidation and joint programming partner-
ships. (See page 11 for definitions of these
subcategories.)

Integration. Anintegrationisastrate-
gic restructuring that includes changes to
corporate control and/or structure, including
the creation and/or dissolution of one or more
organizations. The integration category in-
cludes management service organizations
(MSOs), joint ventures, parent-subsidiary
structures, and mergers. (See pages 12-13
for definitions of these subcategories.)

Key findings from our analysis of sur-
vey responses include the following:

* Organizationsinvolved in integrations
were more likely than organizations
involved in aliances to be focused on
human services, to have large budgets,
to have active boards, and to be locat-
ed in urban communities.

e Organizationsinvolved in alliances
were more likely than organizations
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involved in integrations to be focused
on arts and culture, to have small bud-
gets, to have fairly inactive boards of
directors, and to be located in rural
communities.

Integrations usually involved fewer
organizations than alliances did.

Very young and old organizations
were less likely to be involved in any
type of strategic restructuring.

Competition is akey factor in strategic
restructuring. It appears that certain
industries or service areas are growing
crowded with nonprofits and, in some
cases, for-profits and governmental
organizations. Organizations are
attempting to temper competition by
cooperating or merging.

Respondents entered into a strategic
restructuring more often to improve
the quality or range of what they do
and the efficiency with which they do
it than because of any immediate
threats of closure or pressure from fun-
ders. In other words, they appear to be
approaching strategic restructuring as
aresult of forecasting and planning.

The most common benefits that
respondents reported from their
restructuring experiences were;

for the partnership. Additionaly, in
assessing alist of thirteen potential
problems, no more than 36 percent of
survey respondents identified any indi-
vidua problem as significant or very
significant.!

e The most common challenges, accord-
ing to respondents, were; conflicting
organizational cultures, the adjustment
of staff to new roles/positions, build-
ing trust among organizations, and
autonomy concerns. Integrations pre-
sented more challenges to respondent
organizations than did alliances.

*  Themost important success factors,
according to respondents, were: a staff
or board member who championed the
partnership, positive past experiences
with partnering with other organiza-
tions, board support encouragement,
and organizationd risk taking and/or
growth orientation.

Introduction

The nonprofit landscapeisin aperiod of trans-
formation. Many nonprofit organizations are
rethinking how they finance and managetheir
operations. Nonprofit journal or conference
programs are featuring discussions on such
topics as nonprofit enterprise and entrepre-
neurship, social and cause related marketing,
public/private and for-profit/nonprofit part-
nerships, outcomes measurement and ac-

R)I icy shifts, such as managed care policies,
and environmental changes, such asthe
increasing number of nonprofits, are affecting
the ways nonprofits compete for resources.

countability, strategic planning, board gover-
nance models, and nonprofit management
training. Surely, some of this interest grows
from pressure to emul ate the ways of for-prof-
it companies, prompting much discussion on
the similarities and differences between the

increased programmatic collaborations
with partner organizations, increased
services, increased administrative
capacity/quality, and increased market
share.

Respondents generally reported very
positive strategic restructuring experi-
ences without significant problems.
Most felt that they realized their goals

two sectors and on whether and how tenets
of management from one can be fitted to the
other. However, there are also policy shifts,
such as managed care policies, and environ-
mental changes, such asthe increasing num-
ber of nonprofits, that are affecting the ways
nonprofits compete for resources.

One approach that appears to be grow-
ing in popularity is what we call strategic
restructuring. Strategic restructuring occurs

1 Because the sample was entirely self-selected, it is likely that it represents more successful
strategic restructuring experiences than unsuccessful ones because those who have experienced
great difficulties or failures may be less likely to participate in these types of surveys.
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when two or more independent organiza-
tions establish an ongoing relationship to
increase the administrative efficiency and/or
further the programmatic mission of one or
more of the participating organizations
through shared, transferred, or combined ser-
vices, resources, or programs. Strategic
restructuring ranges from jointly managed
programs and consolidated administrative
functionsto full-scale mergers.

This type of restructuring requires the
formation of more substantial bonds between
organizations than do the collaborative activ-
ities in which many nonprofits, often in
responseto funder priorities, have engaged in
the last decade. In such collaborations—
which include information sharing, program
coordination, and joint planning—organiza-
tions do not make an ongoing commitment to
the partnership, and decision-making power
over key management and program functions
remains with the individual organizations.

Strategic restructuring appearsto arise
from both idealism and pragmatism. When
describing the goals of strategic restructur-
ing, those who have engaged in such part-
nerships often describe ideals of manageri-
al efficiency. They use the vocabulary of
“good management,” speaking, for exam-
ple, of eliminating service duplication and
of focusing resources on their core compe-
tencies. But they also speak of matters that
have immediate, often measurable, impact
on their operations, such as how, through
strategic restructuring, they can increase their
buying power, lower costs, and strengthen
their competitive edge.

The growth rate and scope of the strate-
gic restructuring trend is not clear. However,
there are indications of a recent surge of
interest in the area. There is a nascent liter-
ature on thetopic, and theissueis emerging
asastaple at conferences for nonprofit man-
agers. Several funders around the country
have also encouraged the consideration and
planning of strategic restructuring efforts
through special grants programs. Addition-
ally, the response to this study’s call for
respondents may demonstrate increased
interest in the area. Although we received
192 responses to the survey, we received
many more requests for information on the
topic and referrals to organizations that had
gone through the strategic restructuring
process. Indeed, we became an unofficial
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clearinghouse of information on the topic.
Those surveyed often told us that they were
not aware of partnerships similar to the one

The growth rate and scope of the strategic
restructuring trend is not clear. However, there
are indications of a recent surge of interest in

the area.

they had formed, leaving uswith theimpres-
sion that our sample may represent the van-
guard of anew trend.

Research Questions

To learn more about strategic restructuring,
Chapin Hall Center for Children (a policy
research institution at the University of
Chicago) and Strategic Solutions (a Calif-
ornia-based project promoting greater under-
standing of strategic restructuring) conduct-
ed astudy to address the following questions:

e What are the types of strategic restruc-
turing that nonprofit social service and
cultural organizations have devel oped
to decrease administrative expenses, to
increase management quality, to deliv-
er improved or more integrated ser-
vices, and/or to better position them-
selvesin the face of increased compe-
tition or for other strategic reasons?

*  What are the principa categories of
such restructurings? Can they be
expressed on a continuum or asa
matrix?

» Arecertain types of restructurings
more common among particular types
of organizations? Do factors such as
budget size; populations, congtituen-
cies, or members served; program
types; geographic location; community
characterigtics; or management struc-
ture tend to foster particular types of
restructurings?

Overview of the Report

The report beginswith areview of prior lit-
erature related to strategic restructuring. A
methodology section is followed by an
overview of the types of strategic restruc-
turing identified among the 192 organiza-
tionsthat responded to our 1999 survey. Next



isasummary of our findings. Thereport also
includes profiles of partnerships representing
each of the six types of strategic restructur-
ing. We conclude with a brief discussion of
the process of strategic restructuring and fur-
ther research questions that we feel warrant
examination. (Please contact Chapin Hall for
adirectory of survey respondents.)

Review of Related Literature

The literature on strategic restructuring is
limited and tends to focus on mergers rather
than other types of partnership. Bookson the
subject are primarily how-to manuals writ-
ten by consultants who have worked with
organizations going through strategic restruc-
turing. Below we provide an overview of the
research and other literature concerning or
related to strategic restructuring.

Several authors have identified strate-
gic restructuring (or whatever term they use
for the same activity) asanoticesbletrend in
the nonprofit sector during the last 10 to 15
years. Mogt rel ate the emergence of the strat-
egy to thetrend in corporate mergers, noting
that the goal of efficiency isthe primary force
behind the trendsin both sectors (Singer and
Y ankey 1991; Arsenault 1998; McLaughlin

Several writers describe how nonprofits
choose strategic restructuring as an alternative
to competition for scarce resources such as
grant funds and capable employees

1998; Egan, Cross et a;. Freidenrich 1999).
Some surveys of nonprofits appear to support
claims about theincrease in strategic restruc-
turing activity (McMurtry, Netting et al.
1991; Meyer and DeZutter 1997). For exam-
ple, the results of two surveys of members of
the Maryland Association of Nonprofit
Organizations showed that although 27 per-
cent were sharing such resources as facili-
ties and equipment with other agencies in
1995, 58 percent were doing so in 1998/99.
Much less common among survey respon-
dentswere mergers, although 7 percent indi-
cated in 1998/99 their intention to take this
step over the next 2 years (Salamon 1997).
Other studies have demonstrated less inter-
est among nonprofitsin strategic restructur-
ing. The results from a survey of 191 non-

profits with operating budgets of $5 to $50
millionin New Y ork City showed that part-
nering and alliances had avery low priority
interms of respondents’ plansfor the future
(Abzug and Green 1999). Although such
studies provide indications of the prevalence
of strategic restructuring in the nonprofit
world, our understanding of the scope and
character of the trend, both across the sector
and within certain categories of nonprofits
(such as those with large or small budgets)
clearly is quite limited. Indeed, a common
terminology has not yet emerged, and current
experts on the topic have called for further
research (McLaughlin 1996; La Piana 1997).

Like those who have studied the broad-
er area of organizational change, researchers
of strategic restructuring point to both inter-
nal and external forces that may giveriseto
the strategy, with an emphasis on maximiz-
ing resources. Golensky notesthat “nonprofit
merger seems to be some combination of
economic incentives and moral imperative,
with perhapsthe greater emphasis on thefor-
mer” (Golensky and DeRuiter 1999). In
1999, Golensky and DeRuiter looked at
whether such environmental factors as man-
aged care and its impact on services and
managerial decisionswere experienced and
reacted to in the same way in different orga-
nizational settings. They found evidence to
support a model that posits that the rela-
tionship between decision-making styles of
leaders and the internal resources of partic-
i pating organizations—especially those pos-
sessed by a dominant organization—will
determine the basic impetus for merging
(Golensky and DeRuiter 1999).

The most commonly cited external fac-
tor leading to mergers or other types of
strategic restructuring isfinancial necessity,
although the imminence of financial prob-
lems among those forming partnerships
ranges from immediate crises to anticipated
future challenges (Singer and Y ankey 1991).
Specifically, several writers describe how
nonprofits choose strategic restructuring as
an alternative to competition for scarce
resources such as grant funds and capable
employees (La Piana 1997; McCambridge
and Weis 1997; Bartling 1998; Harris, Harris
et al. 1999). Their descriptions reflect some
preliminary findings from a study of coop-
eration and competition between nonprofit
organizations that suggest that board inter-

Chapin Hall Center for Children | DISCUSSION PAPER



locking, alliances, and joint ventures occur
when organizations depend upon many of
the same resources (Galaskiewicz and
Bielefeld 1998). This perspective reflectsthe
exchange theory in the interorganizational
relations literature, which describes coordi-
nation as the result of voluntary action to
increase the resources of organizations
(Alexander 1995).

In addition to similarity of resources,
similarity of services among organizations
also prompts strategic restructuring, accord-
ing to some writers. Reduction of duplica
tion of services appearsto be acommon inter-
est among policymakers and funders (La
Piana 1997; Connor and Kadel-Taras 1999;
Harris, Harriset al. 1999). For example, due
to concerns about an increase in the number
of nonprofits involved in similar activities,
The Greater Milwaukee Committee, agroup
of major donors, issued areport in 1990 that
suggested some local charities should con-

duplication. And the appearance of duplica
tion can lead, rightly or wrongly, to calls for
rationalization of services through mergers
and other types of partnerships.

Indeed funders' interests, concerns, and
perspectives play animportant rolein various
types of organizational change, including
strategic restructuring. DiMaggio and Powell
discusshow ingtitutional gatekeepers, such as
funders, often regard the use of manageria
tactics (e.g., increasing efficiency, devising
strategic plans, aggressively marketing ser-
vices, and strategic restructuring) as indica-
tions of organizational accountability, relia-
bility, and trustworthiness (Galaskiewicz and
Bielefeld 1998). Similarly, in their study of
the causes of organizational change among
nonprofitsin the Minneapolis-St. Paul metro-
politan area, Galaskiewicz and Bidefeld found
that from 1980 to 1994 “€elites’ increasingly

Many nonprofits' survival isbased not on
demand among consumers for their services,
but instead on the decisions of funders and
policy makers based on an inevitably imperfect
knowledge of demand and on their own

sider merging to provide more coordinated
services and reduce administrative and
fundraising costs (Millar 1990). Giving
guidelines of funders around the country
reflect this concern about duplication.
Interestingly, “ efficiency,” when applied
to nonprofits, often takes on adifferent mean-

ing than when it isused in afor-profit context.
There appears to be a pervasive yearning
among many in the nonprofit sector for ratio-
nalization. Two or more organizations offer-
ing the same servicesto the same clienteleis
considered wasteful (Harris, Harris et al.
1999). Within certain sectors of the nonprof-
it “market,” contract failure (i.e., those receiv-
ing goods and services are not the same peo-
ple or institutions paying for them) can lead
to problems in the regulation of supply and
demand.? Many nonprofits survival isbased
not on demand among consumers for their
services, but instead on the decisions of fun-
dersand policy makers based on aninevitably
imperfect knowledge of demand and on their
own interests and concerns. Depending on the
circumstances, these dynamics of the non-
profit market lead, rightly or wrongly, to

Interests and concerns.

enforced the use of manageria tactics at the
organizations they supported (Galaskiewicz
and Bidlefeld 1998). Moreover, according to
Powell and Friedkin, “ Researchers have sug-
gested that organizational changewill be most
influenced by external institutional forces
when organizational technologies are poorly
understood; when organizations are not close-
ly evaluated or when they arelocated in afield
inwhich market tests of efficiency do not oper-
ate strongly; when goals are ambiguous or
highly politicized; and when organizations are
enmeshed in elaborate relationa networksand
their environment ishighly organized” (Powell
1987). Certainly, several of these criteria fit
many nonprofits.

21n her study of the financing of Chicago area nonprofit social service and community develop-
ment organizations, Kirsten Gragnbjerg found that only 5 percent of social service organizations
and 13 percent of community development organizations receive half or more of their revenues
from fees, sales, or dues. Most are dependent on foundations, government agencies, and indi-
vidual donors for their revenues (Granbjerg 1993). Thus the “payer” and the “receiver” of ser-

vices are different parties.

STRATEGIC RESTRUCTURING



Reaction to or anticipation of policy shifts
that reduce funding or change the way in
which organizations receive grants and con-
tracts has also stimulated strategic re-
structuring according to some writers (Harris,
Harriset a. 1999). For example, some states
haveingtituted managed care policiesin their
funding of mental health and child welfare
services. Government contracts are moving
away from fee-for-service paymentsto fixed
paymentsthat aprovider can spend on arange
of services. This new system also uses vari-
ous types of performance-based contracting,
making for a more competitive marketplace.
In response, some nonprofits are forming part-
nerships and networksthat alow them to offer
a continuum of services in bidding for state
contracts (Wulczyn and Orlebeke 1998). Such
adaptation to achanging environment reflects
interorganizational theory—specifically con-
tingency theory and organizational ecology
theory (Alexander 1995).

To help grantees adjust to reductionsin
public funding, afew grantmakers have estab-
lished specia funding initiatives to encour-
age nonprofits to consider and plan strategic
restructurings (The Greater Kansas City Com-
munity Foundation 1999; Meier 1997; Robert
Sterling Clark Foundation 1995).

Kushner points to another external cir-
cumstance affecting organizational partner-
ships. He notes that “as capital and data
become more mobile, interorganizational
rel ationships which position operations where
they can be most efficiently handled and
where managers can take advantage of exper-
tise and resources in counterpart organiza-
tions, have become more common” (Kushner
1997). McLaughlin emphasizes how admin-
istrative service organizations (what we call
management service organizations) provide
services to multiple nonprofits and are often
physically separate from the organizations
they support (McLaughlin 1999).

Other writers emphasize the fact that
increasing overhead expenses—particularly
fixed costs like facilities and equipment—
combined with dwindling funding sources
to cover operating expenses can lead to
strategic restructuring. Many nonprofits have
relied on their public grants and contractsto
cover overhead costs. When these funding
streams level off or diminish, organizations
can be hard pressed to raise operating dollars
because private funders often favor sup-

porting discrete programs over operating
costs. Some nonprofits have found that they
can reduce overhead significantly by joint-
ly purchasing or leasing equipment and facil-
ities (Kushner 1997).

Factors inside organizations have aso
been identified as precursors of strategic
restructuring. Bartling and others believe that
alack of core competencies, often among
the administrative staff of a nonprofit, can
inspire organizationsto look for partner orga
nizations that possess the needed skills
(Bartling 1998). However, the current liter-
ature focuses more on external than on inter-
nal circumstances that lead to strategic
restructuring. Indeed, the organizational
change literature emphasizestherole of inter-
nal forces in hindering significant change
like strategic restructuring. Galaskiewicz and
Bielefeld found that due to internal forces,
most nonprofits did “more of the same” or
reduced operations, even in highly compet-
itive conditions, rather than make major
changes (Galaskiewicz and Bielefeld 1998).
Additionally, the desire of managers and
other stakeholders to maintain positions of
power within an organization can delay or
prevent change (Powell 1987).

Because strategic restructuring is a
nascent area of inquiry, current writers have
more to say about motivations than about
actual benefits. Moreover, most of theinfor-
mation about benefitsis based on anecdotal
experience. Some point to the tangible gains
derived from economies of scale including
improved facilities, more sophisticated tech-
nologies, higher-quality management ser-
vices, more comprehensive benefit plans
(Kohm 1998). Egan notesthat, in health and
human services, analysis and reporting now
require significant information and financial
systems, and that consolidated systems are
typically more able to handle these (Egan,
Crosset a. 1999). Writing on the challenges
facing arts organizations, Scheff stressesthat
“producing concerts, marketing, dealing with
boards, and raising money are similar chal-
lengesfor every organization. Consolidating
those functions across two or more organi-
zations can lead to better quality as well as
lower costs’” (Scheff and Kotler 1996). In a
rare attempt to quantify the benefits of strate-
gic restructuring, Meier —in his evaluation
of the Strategic Alliance Fund (SAF), acol-
laborative funding initiative managed by the
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United Way of New Y ork—reports a net
return of $750,000 on SAF' s investment of
$1 million. Savings, according to Meier,
resulted from expense side efficiencies and
new income leveraged by thirteen of the
grantees (Meier 1997).

Some writers have highlighted more
indirect outcomes, such asfurther collabora-
tion and restructuring with the same or new
partnersfollowing positive strategic restruc-
turing experiences (Vinokur-Kaplan and
McBeath 1999). Kohm describes public rela-
tionsand fundrai sing benefits of capitalizing
on the reputation and grantmaker connec-
tions of partner organizations (Kohm 1998).

A range of real or potential costs and
challenges of strategic restructuring also
appears in the literature—although, again
the sources are more anecdotal than research-
based. Cartwright and Cooper, in their book
on for-profit mergers, acquisitions and
strategic alliances, claim that “. . . research
evidence has repeatedly demonstrated that
mergers have had an unfavorable impact on
profitability. Instead of achieving the pro-
jected economies of scale, mergers have
become associated with lowered productiv-
ity, worse strike records, higher absenteeism,
and poorer accident ratesrather than greater
profitability. . . Similarly, studies of joint
venture failure here and in the USA suggest
that, despite the adequacy of the financia
backing they receive, they are highly unsta-
ble, with ventures involving research and
new product development, or partnerships
between organizations significantly differ-
ent in size, being particularly at risk” (Cart-
wright and Cooper 1992).

While it remains unclear whether
merged nonprofits are experiencing nega-
tive outcomes similar to those Cartwright
and Cooper describe, Egan maintains that
mergers can reduce the variety of organiza-
tions from which clientele can chose (Egan,
Crosset d. 1999). Miller addsthat large non-
profit organizations or partnershipsthat result
from strategic restructuring can lead to the
growth of bureaucracy and an attending
declinein community orientation and respon-
siveness (Sterne 1989; Millar 1990).
Moreover, size, according to Meler, does not
always lead to efficiency. He notes that “
despite increasing budgets, most of these
(large) agencies have virtually no fiscal
reserves, are over dependent on government
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funding, and are experiencing considerable
volatility in the programs and services they
offer” (Meier 1997).

Kushner warnsthat partnerships“make
an organization’s boundaries more perme-
able, potentially threatening its ownership
and control. By directing attention outward,
they can contribute to diminished organiza-
tional focus. A wider scope of management
responsibility can reverse efficiency bene-
fitswhich may have been gained” (Kushner
1997). LaPianaand Heath add that partner-
ships can threaten a sense of identity among
participating organizations and the individ-
uals associated with them. Such athreat, in
turn, can raise defenses against adaptation
to changing environments and weaken a
strategic restructuring (Heath and Mc-
Laughlin 1993; La Piana 1997). Moreover,
memories of failed partnerships may impede
consideration and formation of new ones
(Heath and McLaughlin 1993).

Lack of information on partnership
options can also undermine the strategic
restructuring process. High profile corporate
mergersthat involved large staff layoffs often
color organizationa leaders visonsof strate-
gic restructuring. Managers frequently lack
knowledge of strategic restructuring in the
nonprofit world, particularly non-merger type
partnerships (La Piana 1997; McCambridge
and Weis 1997; McLaughlin 1998).

Those who have written about appar-
ently successful strategic restructuring sug-
gest anumber of factors as critical to bene-
ficial partnerships. Somefeel that nonprofit
mergers succeed when they are not forced
by such outside players as funders (Cowin
and Moore 1996; Golensky and DeRuiter
1999). Others claim that partners are most
likely to work well together when they share
avision of what they want to accomplish
and recognize and val ue the different capac-
ities each organization brings to the part-
nership (Merchant 1989; Sterne 1989; Cowin
and Moore 1996; Harris, Harriset al. 1999).
Successful partnerships, according to some
writers, arise from established, trusting rela-
tionships among organi zations built through
such preexisting networks as advocacy coali-
tions, membership organizations, or shared
board members (Hammack and Y oung 1993;
Kanter 1994; Gulati and Gargiulo 1997).

Success a so rides heavily on individu-
alswho choose to champion the partnership.



Singer and Y ankey, among others, empha-
size the impact of individual personalities
on strategic restructuring (Singer and Y ankey
1991; Heath and McLaughlin 1993; Kushner
1997). A leader’s ability to model support
of the partnership and communicate the
scope, process, and implications of restruc-
turing to their staff can make the experience
more successful. La Piana and Singer and
Y ankey stress theimportance of dealing with
problemsimmediately in an open manner to
allay inevitable concerns of staff members
during and after the implementation of the
new structure (Singer and Y ankey 1991; La
Piana 2000).

With the findings, anecdotes, and pre-
dictions of the current literaturein mind, we
set out to collect information from organi-
zations around the country involved in strate-
gic restructuring.

Methodology

The research team administered a structured
survey by telephone or through an online
survey instrument to a convenience sample
of respondents whose organizations had
experience with strategic restructuring. Org-
anizations were limited to social servicesand
cultural organizationsin the nonprofit sector
in the United States that had been, were cur-
rently, or planned to beinvolved in the shar-
ing or merging of boards, space, equipment,
facilities, personnel, risk, and/or adminis-
trative systems with other organizations.®
Respondents were recruited in a number of
ways. The research team publicized the sur-
vey through announcementsin various pub-
lications, newdetters, websites, and listserves
focused on nonprofit issues, and requested
referrals from organizations that consult
with, fund, and manage associations of non-
profits. We also asked for referrals from
respondents to the survey. Respondents
(N=192) were individuals—primarily direc-
tors—who represented one of the organiza-

tions involved in a strategic restructuring.
Each completed a brief questionnaire.

The research team reviewed respon-
dents’ descriptions of their partnershipsand
identified two primary factors that distin-
guished strategic restructurings: level of inte-
gration and area of integration (program-
matic, administrative, or both). We devised
atypology that includes two primary types
and six subtypes of restructuring. (See
Partnership Matrix, page 10.) Several other
researchers reviewed the categories and the
definitions of each. We then assigned strate-
gic restructurings from the sampleto the cat-
egories. We tested the taxonomy by having
a researcher who was not involved in the
project assign a subsample of partnerships
to categories and compared her assignments
to that of the research team.

We then analyzed the two primary re-
structuring types with respect to organiza-
tional characteristics, restructuring charac-
teristics, and restructuring experiences.
Unfortunately the sample sizesfor subtypes
did not allow analysison thislevel. We also
visited partnerships representative of each
of the subtypes. Based on interviews with
staff, board members, funders, and others
stakeholdersinvolved in these partnerships,
we developed profiles of the partnerships,
each of which is a snapshot of a strategic
restructuring at the time of the interviews.
(see pages 24-52.)

Findings

Profile of Survey Respondents

Respondents (N=192). were asked to pro-
vide information on location, organization
type, age of organization, budget size, age
of primary constituency, and racial/ethnic
focusfor their own organization and for their
partner organizations. Percentages reported
below are based on the information respon-
dents provided about their own organiza-

3 For the purposes of the study, we defined social service and cultural organizations as organiza-
tions providing direct service, advocacy, or volunteer support on one or more of the following
issues/concerns, or as membership organizations for other organizations providing such ser-
vices, advocacy or volunteer support: Public Protection; Employment/Jobs; Food, Nutrition,
Agriculture; Housing/Shelter; Public Safety; Disaster Preparedness & Relief, Recreation,
Leisure, Sports, Athletics; Y outh Development; Human Services, Multipurpose & Other; Arts,
Culture, and Humanities; Mental Health, Crisis Intervention; Religion Related/Spiritual
Development. To be an eligible respondent, an organization had to fit this definition, but their
partner organization(s) could fall outside of this definition.
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tions. The 555 partner organizations had sm-
ilar characteristics to those of respondent
organizations. (Please contact Chapin Hall
for adirectory of survey respondents.)
Location (N=192). Respondent orga-
nizations and their partners were across the
U.S,, including 34 percent in the northeast,
11 percent in the south, 34 percent in the
Midwest, and 21 percent in the west.>
Organization type (N=190). The
majority of respondents defined as human
services (73 percent), 18 percent defined
themselves as arts and culture organizations,
and 9 percent defined themselves as“ other.”®
Age of organization (N=188). Almost
half of the organizations (46 percent) werein
the agerange of 11 to 60 years. Twenty-one
percent were very young organizations, 10
years or less. Thirty-three percent had been
in existence for over 60 years.
Budget size (N=190).

Less than $100,000 3 percent
$100,000 to $500,000 17 percent
$500,00 to $1 million 10 percent
$1 million to $5 million 36 percent
$5 million to $10 million 18 percent
More than $10 million 16 percent

Age of constituency (N=189). More
than half of respondents (58 percent) report-
ed that they served clients, audiences, or
members of all ages. Twenty-four percent
primarily served 0-18 year olds, 14 percent
primarily served 19-64 year olds, and 3 per-
cent served those aged 65 years or more.

Racial/ethnic focus (N=189). Thevast
majority of respondents (94 percent) report-
ed that their organization did not have an
organization-wide racial or ethnic focus.

Type of community (N=184). Fifty
percent of respondents reported that their
organization was located in an urban com-
munity, 23 percent in a suburban communi-
ty, 9 percent in arural community, and 19
percent were located in more than one type
of community.

Board involvement (N=186). When
asked to rate their board compared to others

with which they were familiar, respondents
generally described their boards of directors
asvery active and involved.

1 (least active and involved) 8 percent

2 6 percent
3 27 percent
4 36 percent
5 (most active

and involved) 23 percent

Restructuring type (N=192). Thesam-
ple was fairly evenly divided among orga-
nizations involved in alliances and integra-
tions. Administrative consolidations and
mergers were the most prevalent subtypes.

Alliances 45 percent
* Administrative

Consolidation (35 percent)
 Joint programming (10 percent)
Integrations 55 percent
* MSO (18 percent)
* Joint Venture (2 percent)
* Parent/Sub (3 percent)
* Merger (32 percent)

Stage of development (N=190). Seven-
teen percent of survey respondents reported
that the restructurings in which their organi-
zations were involved were being developed
or negotiated at thetime of the survey. Fifteen
percent were implemented less than a year
prior to the survey. Fifty-nine percent had been
functioning for at least a year, and 8 percent
had been completed or terminated. Of those
that were recently developed or currently func-
tioning, 81 percent had been formed in the
prior 5 years.

Typology of Strategic Restructuring

By reviewing respondents’ descriptions of
the strategic restructurings in which their
organizations were involved, we identified
two primary types of strategic restructuring
and six subtypes. The Partnership Matrix on
page 10 provides a visual representation of
thesetypes, illustrating that the primary dis-
tinguishing features among the different
types are: degree of integration (the X axis)
and the primary focus of consolidation:

5Northeast: ME, VY, NH, MA, RI, CT, NY, NJ, PA, WV, VA, MD, DE, DC
South: KY, TN, NC, SC, GA, AL, MS, FL, NM, TX, OK, AR, LA
Midwest: MN, WI, IL, MI, IN, OH, NE, KS, I1A, MO
West: MT, WY, UT, CO, SD, ND, AK, WA, OR, ID, HI, CA, NV, AZ
6 The organizations that defined themselves as “other” al appear to be human service organiza-
tions (given the names of the organizations) that fell outside of the categories of human services

that we presented in the survey.

STRATEGIC RESTRUCTURING



The Partnership Matrix

10

Primary Focus

Administration

Program

Administrative
Consolidation

Joint

Programming

Collaboration

Management
Service Org.

Parent-
Subsidiary

Joint
Venture

Greater Autonomy Greater Integration

H |nvolves a
commitment to
continue for the
foreseeable future

B No permanent
organizational
commitment

B Decision-making
power remains with | B Decision-making
the individual power is shared or
organizations transferred

B |nvolves changes to corporate control
and/or structure, including creation
and/or dissolution of one or more
organizations

B |s agreement-driven

Collaboration Alliance

Integration

Strategic Restructuring

administrative, programmatic, or some com-
bination of thetwo (the Y axis).”

Before presenting the definitions of the
types and subtypes, it might be helpful to
reiterate our definition of strategic restruc-
turing. Strategic restructuring occurs when
two or more independent organizations
establish an ongoing relationship to increase
the administrative efficiency and/or further

the programmatic mission of one or more of
the participating organizations through
shared, transferred, or combined services,
resources, or programs.

Alliance

An alliance is a strategic restructuring
that includes a commitment to continue for
the foreseeabl e future, shared or transferred

7 For the purposes of the study, we used the following definitions:
Programmatic pertains to the direct services that an organization provides to further its mission
(examples: job training, housing, recreation, counseling, legal support).
Administrative pertains to the back-office and management functions that support the operation
of the institution and its direct services (examples: insurance, training, facilities, equipment,

staff/consultants, and fundraising/marketing).
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decision-making power, and some type of
formal agreement. However, it does not
involve any change to the corporate struc-
ture of the participating organizations. There
are two types of alliances: administrative
consolidations and joint programming.

Administrative consolidation. An ad-
ministrative consolidation is an alliance that
includes the sharing, exchanging, or con-
tracting of administrative functionstoincrease
administrative efficiency of one or more of
the organizations. A profile of an adminis-
trative consolidation appears on page 24.

The most common administrative con-
solidations in our sample are ones in which
two or more organizations share resources
or services. Examplesinclude:

*  Thirty-two human service agenciesin
and around Buffalo, New Y ork formed
anonprofit worker’s self-insurance
trust.

*  Wayne County Alcoholism Services, a
substance abuse prevention and treat-
ment agency, and Every Woman's
House, a domestic violence program,
both in Wooster, Ohio, shared a capital
campaign, and the organizations now
co-own afacility with shared adminis-
trative staff.

e Threefamily service agenciesin San
Mateo County, California, partnered to
develop customized software systems.
They aso collaborate on information
technology training.

Less common in our sample are admin-
istrative consolidations that involve the con-
tracting or exchange of services or resources.
Examplesinclude:

»  Eisenhower Dance Ensemble, asmall
arts group in Detroit, Michigan, con-
tracts with Detroit Chamber Winds and
Strings for administrative services,
which includes their executive director.

*  South Alameda County Domestic
Violence Law Project, asmall lega
services organization contracts with
two domestic violence agenciesin the
San Francisco, California area, Shelter
Against Violent Environments and
Tri-Valey Haven, for assistance with
personnel, fundraising, and financial
management.

STRATEGIC RESTRUCTURING

» Raymond Wolfe Center, small non-
profit in West Virginia, provides free
office space to another small organiza-
tion, the Family Resources Network,
in exchange for use of their office
equipment including a copier and
computers.

e Junior Achievement of the Ohio
Valley, Inc. provides public relations
and fundraising servicesto The
Ashland Area Art Gallery in exchange
for office space on the gallery’ s vacant
second floor.

Joint programming. Joint programming
isarestructuring that includesthejoint launch-
ing and managing of one or more programs
to further the programmiatic mission of the par-
ticipating organizations. Profiles of joint pro-
grammings appear on pages 26 and 29. Ex-
amples of joint programming include:

* TheVictoria Theatre Association, a
presenting arts center in Dayton, Ohio,
partnered with The Human Race
Theatre Company to create a new
series of productions.

»  Lawrence Partnership for Children and
Youth, Inc., Big Brothers/Big Sisters
of Douglas County, and the Lawrence
public schools, all in Lawrence,
Kansas, each appointed one of their
staff members to the Y outhFriends
volunteer program. The staff share an
office, and al three agencies jointly
make administrative decisions.

»  Fifteen cultural organizationsreceive
grants from dedicated tax revenues
from asix-county district in the
Denver, Colorado, metropolitan area.
The organizations decided that rather
than each taking the full grant amount
assigned to them, they would reserve 5
percent of all grant funds (or about
$500,000) for joint projects.

Integration

Anintegration isastrategic restructuring
that includes changes to corporate control
and/or structure, including the creation and/or
dissolution of one or more organizations.
There are four types of integrations. man-
agement service organizations, joint ventures,
parent-subsidiary structures, and mergers.

11
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Management service organization
(MSO). An MSO is an integration that
includes the creation of a new organization
in order to integrate administrative functions
and thus increase the administrative effi-
ciency of participating organizations through
the creation of a new organization. Profiles
of MSOs appear on pages 31 and 34. Ex-
amples of MSOs include:

*  Four theatresin Charlotte, North
Caroling, all residents of the same per-
forming arts center, established anon-
profit advertising agency to serve their
organizations. Through the MSO, they
share marketing staff, abox office, and
marketing initiatives. Recently the
MSO has taken on some other clients
to increase income but the four found-
ing organizations remain the primary
partners.

*  Colorado Care Management (CCM) is
apartnership of five Colorado human
service agencies designed to respond to
anew state funding system based on
managed care policies. Through the
M SO, the separate organizations offer a
continuum of treatment services for
children and families and joint market-
ing to public agencies for managed care
contracts. The M SO aso dlows them
to centralize certain administrative
functions to gain economies of scale.

Joint venture. A joint venture is an
integration that includes the creation of a
new organization to further adistinct admin-
istrative or programmatic end of two or more
organizations. Partner organizations share
governance of the new organization. A pro-
file of ajoint venture appears on page 43.
Examples of joint venturesinclude:

»  Catholic Charities Housing formed a
joint venture corporation with
Humility of Mary Housing called
Caritas Communities. Both organiza-
tions are Catholic sponsored housing
corporations in Y oungstown, Ohio.
Through Caritas Communities, the
organizations took over a distressed
low-income housing property,
acquired a $5 million low-income tax
credit, and jointly manage the property
for low-income families.

* Louisville Visual Art Association, The
Speed Art Museum, and Kentucky Art
& Craft Foundation, all located in
Louisville, Kentucky, formed a limited
liability partnership to operate a gift
shop and gallery, the income from
which supports all three partners.

Parent-subsidiary. A parent-subsid-
iary structure is an integration that includes
theintegration of some administrative func-
tions and programmatic services. Thegoa is
to increase the administrative efficiency and
program quality of one or more organiza-
tions through the creation of a new or the
designation of an existing organization(s) to
oversee the administrative functions and pro-
grammatic services of other organization(s).
Although the visibility and identity of the
original organizations often remain intact in
aparent-subsidiary relationship, some orga-
nizations involved in such restructurings con-
solidate to the point where they look and
function much like a merged organization.
Profiles of parent-subsidiaries appear on
pages 37 and 40. Examples of parent-sub-
sidiariesinclude:

*  Metro Area Congregations (MAC)
was established by five religious asso-
ciationsin Chicago, lllinois, asaway
in which these community-based orga-
nizations could work together on met-
ropolitan issues. MAC isan umbrella
organization and each of its five mem-
ber groups is separately incorporated.
However, al member groups’ staff
work for and are trained and super-
vised by MAC.

* United Health Services (UHS) has six
member organizations, each of which
isasmall 501(c)(3) organization pro-
viding advocacy and training on dis-
ability issues. Through UHS, these
organizations share an executive dir-
ector. The parent agency oversees
their work, providing program evalua-
tion and management of grants and
contracts with funders.

Merger. A merger isan integration that
includes the integration of all programmat-
ic and administrative functions to increase
administrative efficiency and program qual-
ity of one or more organizations. Mergers
occur when one or more organizations dis-
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solve and become part of another organiza-
tion’ s structure. The surviving organization
may keep or changeits name. A merger also
occurs when two or more organizations dis-
solve and establish a new structure that
includes someor al of the resources and pro-
grams of the original organizations. Profiles
of mergers appear on pages 46 and 48.
Examples of mergersinclude:

*  The Community Resource Information
Service/Helpline, an organization in
Santa Barbara, dissolved and merged
into Family Service Agency of Santa
Barbara

e Two small human service organiza-
tionsin St. Paul, Minnesota, Capitol
Community Services and Good
Neighbor Services Foundation merged
when the corporate structure of one of
the organizations was dissolved, and
the surviving organization changed its
name to Neighbor to Neighbor.

defined their organizations as human service
agencies, 42 percent were involved in
alliances, whereas 71 percent of the organi-
zations that defined themselves as primari-
ly focused on arts and culture were involved
in aliances. 10

As reported above, very young and old
organizationswerelesslikely to bein any type
of strategic restructuring. Involvement in
restructuring partnershipswas over 50 percent
higher in organizations aged 11 to 26 years
than those aged 0 to 10 years. Similarly, orga-
nizations with very large (over $10 million)
or small annua budgets (less than $500,000)
were less likely to be involved in strategic
restructuring than those with mid-range bud-
gets. If the sample reflects the entire popula
tion of nonprofitsinvolved in strategic restruc-

... the distribution of organization ages and
budget sizes may suggest that smaller and/or

. Twowell-established human service ~ YOUNQEr organi zations often do not have the
agencies in Taunton, MA, VersaCare - cangcity (money, time, leadership, etc.) to
and ComCare, came together to form g . .

engage in strategic restructuring.

anew entity, Community Care

Services, Inc.

In our analysis of the survey data, we
focused on the rel ationship between the pri-
mary strategic restructuring types—alliances
and integrations—and three categories of
variables: organizational characteristics,
restructuring characteristics, and restructur-
ing experiences. Below wereview key find-
ings in these three areas.®

Organizational Characteristics®

Among survey respondents, those providing
human services tended to gravitate toward
corporate integrations, whereas arts and cul-
ture organizations were more often involved
in strategic aliances. Of the respondents who

turing, then the distribution of organization
ages and budget sizes may suggest that small-
er and/or younger organizations often do not
have the capacity (money, time, leadership,
etc.) to engage in strategic restructuring. The
distribution may also suggest thet larger and/or
older nonprofits may be strong enough (in
terms of funding base, leadership skills, pro-
gramrange, etc.) and therefore have lessmoti-
vation to engagein strategic restructuring. We
hope to test this hypothesisis Phase |1 of this
study. (See page 22 for more on Phase1.)
When the larger organizations in the
sample did engage in strategic restructuring,
they were morelikely to beinvolvedin inte-

8 Because the sample is not randomly selected, we did not use statistical significance as a guide-
line for generalizing beyond the sample. Because respondents sel ected themselves for participa-
tion in the study, their choice to participate might have a meaningful relationship to the answers
they provided, and thus they may not represent the larger population of nonprofit social service

and cultural organizations.

9 Findings in this section are based on information provided by respondents on their own organi-
zations. It does not include findings based on information provided on their partner organiza-
tions. However, there were similar patternsin the data about partner organizations.

10 We use the past tense because most respondents had aready implemented some type of restruc-
turing at the time of the survey. However, some respondents were still in the planning phases

when they responded to the survey.
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grations than in alliances. Organizationsin
integrations were twice as likely to be in
higher budget categories than organizations
involved in aliances. Only 26 percent of the
largest organizations (with budgets of $5
million or more) wereinvolved in alliances,
whereas 65 percent of the smallest organi-
zations, with budgets of $1 million or less,
engaged in alliances. Thisfinding may sug-
gest that integrations require a degree of
organizational capacity that smaller non-
profits lack. It may also suggest that small
organizations engage more often in aliances
to gain benefits of sharing resources while
maintaining their specific focus on a com-
munity and/or type of program. Conversely,
because large organizations often have a
widerange of servicesand clienteleto begin
with, integrations may belesslikely to jeop-
ardize their mission.

Although most respondents felt that
their boards were quite active, agreater per-
centage (74 percent) of those organizations
that reported the least active boards were
involved in alliances than in corporate re-
structuring. Again, this finding may reflect
that alliances require less organizational
capacity—such as strong governance—than
do integrations.

Organizations in urban communities
were more often involved in integrations (61
percent vs. 54 percent overall) and thosein

. . . It seems that respondents are more often
entering into strategic restructuring to improve
the quality or range of what they do and the
efficiency with which they do it than because
of any immediate threats of closure or pressure
from funders.

rural communities were more often involved
in alliances (68 percent vs. 46 percent over-
all). Thedistribution of strategic restructur-
ings in suburban communities reflected the
overall sample. If rural communitiestend to

have fewer and more geographically disperse
nonprofitsand if those organizationstend to
have fewer resources than urban ones, this
finding may suggest that alliances areamore
feasible option under such conditions, and
that proximity and resources may facilitate
integration in urban environments.

Patterns of Strategic Restructuring

Among survey respondents, integrations usu-
ally involved fewer organizations than did
alliances. Organizations involved in inte-
grations were half aslikely to bein restruc-
turings with two or more other organizations
than organizations involved in aliances.*!

Restructuring most often involved all
organizations of one type (human service,
arts and culture, or other). Only 26 percent
involved organizations of more than one
type. However, budget sizes and organiza-
tional ages within partnerships often varied.
Only 17 percent of partnerships involved
organizations of the same age category and
only 14 percent involved organizations of
the same budget category. (See category des-
ignations, page 13.)

Organizations involved in integrations
were more likely to draw on various types of
resourcesin planning their restructuring than
organizationsinvolved in aliances. For exam-
ple, organizations in integrations were three
times more likely to have used outside con-
sultants than organizations in alliances, and
twice as likely to have read articles, reports,
books, websites, or attended seminars on the
topic than organizationsinvolved in dliances.
Certainly, integrations are more complex and
risky ventures and thus may inspire more
research and planning. Additionally, those
contemplating merger, the most common inte-
gration type in the sample, may find more
helpful resources than those forming other
types of partnerships. Many respondents
involved in aliances felt that they were trail
blazing and did not know of any model to
emulate or resources to inform their plans.
Indeed, in our literature review we found
many more articlesand publications on merg-
ersthan on any other type of restructuring.

1 We aso looked to see if there was a relationship between the number of organizations involved
in arestructuring and the benefit and problem levels reported by respondents (derived by finding
each respondent’ s average score for al benefits or problems). We did not find adirect or inverse
relationship. We did the same analyses using the variables of restructuring age and resources
used in planning and also did not find any type of relationship with problems or benefits.
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Restructuring Experiences

Motivations

When asked to rank various possible
reasons for restructuring, respondents most
often cited interna decisionsto increase effi-
ciency/efficacy of their organization (83 per-
cent) and increased competition for funding
(60 percent) as the most important motiva-
tions.’2 The least important motivations for
restructuring were: pressure from funders
(30 percent) and reduction in private funding
(32 percent). (See Table 1.) Organizations
involved in integrations were twice as like-
ly to be motivated by reduction in public
funding, reduction in private funding, or in-
creased competition for clients/audiences/
members than those involved in aliances.
And they werethreetimes morelikely to be
motivated by competition for funding than
those involved in aliances.

Respondents were given the opportuni-
ty to list other motivations, not included in
the survey list. Many pointed to aleadership
vacuum—usually the retirement or resigna-
tion of an executive director—as an impe-
tusfor their considering strategic restructur-
ing. In acompetitive market for high-quality
managers, an administrative consolidation,
M SO, parent-subsidiary structure, or merg-
er provides ways to profit from leadership
at other organizations. Respondents also
mentioned that state funding agencies' delib-
eration and, in some cases, implementation
of managed care policies has spurred con-
sideration of strategic restructuring among
mental health and child welfare providers.
By forming administrative consolidations,
MSOs, and parent-subsidiary relationships,
organi zations gain a competitive advantage
in bidding for public contracts because they
can offer a continuum of services, sophisti-
cated tracking systems for reporting on client
outcomes (acquired through joint purchas-
ing or created together), and/or low over-
head gained through economies of scale.

Goals and Benefits

The most important goals for restruc-
turing, according to respondents, were: to
increase services (81 percent), to increase

programmatic collaborations with partner
organizations (79 percent), to increase mar-
ket share/ competitiveness (69 percent), to
increase funding (65 percent), and to increase
administrative capacity/quality (65 percent).
The least important goals for restructuring

It appears that certain industries or service
areas are growing crowded with nonprofits
and, in some cases, for-profits, and govern-

mental organizations, leading organizations to
temper competition by cooperating or merging.

were: to prevent their organization from clos-
ing (18 percent), to prevent reduction of size
or scope of their organization (22 percent),
and to appease funders (25 percent).

Looking at these findings, along with
those concerning motivations, it seems that
respondents are more often entering into
strategic restructuring to improve the quali-
ty or range of what they do and the efficien-
cy withwhich they do it than because of any
immediate threats of closure or pressure from
funders. In other words, they appear to be
approaching strategic restructuring as aresult
of forecasting and planning.

Competition also emerges as akey fac-
tor in strategic restructuring. It appears that
certain industries or service areas are grow-
ing crowded with nonprofits and, in some
cases, for-profits, and governmental organi-
zations, leading organizations to temper
competition by cooperating or merging.
Interestingly, the issue of competition ap-
pearsto be a stronger motivator than reduc-
tion in public or private funding, possibly
suggesting an increase in demand for re-
sources rather than a decrease in supply. Jay
C. Bloom, president and CEO of Morrison
Center Child and Family Services in Port-
land, Oregon, reflected the comments of
other respondents when he told us, “One of
the most important challenges for any CEO
today is to sort out competitive from col-
laborative relationships. Thisis based ontwo
assumptions. Thefirst assumption isthat no

12 Percentages based on number of respondents who indicated that a certain motivator, goal, bene-
fit, problem, or success factor was “important” or “very important.”
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Table 1

Number of Respondents Who Listed Motivation as “Important” or “Very Important”

Internal decision to increase efficiency/efficacy

Increased competition for funding

Approached by other organization(s)

Increased competition for clientele

Increased overhead expenses

Reduction in public funding

Reduction in private funding

Pressure from funders

- Alliance
|:| Integration

organization today can go it alone. The sec-
ond assumption isthat you can’t compete or
collaborate with everybody. So you have to
sort out whom you collaborate with and at
what level and whom you compete against at
what level. This is a major challenge.”
Organizationsinvolved inintegrations were
fivetimesmorelikely to set agoa of increas-
ing their competitiveness than organizations
involved in aliances.

The most important benefits that re-
spondents reported from their restructuring
experiences were: increased programmatic
collaborations with partner organizations (74
percent), increased services (67 percent),
increased administrative capacity/quality (63
percent), and increased market share/com-
petitiveness (60 percent). The least impor-
tant benefits from restructuring were: pre-
vented organization from closing (14
percent), prevented reduction of size or scope
of organization (17 percent), and appeased
funders (27 percent). Organizationsinvolved
in integrations were three times more likely
to have reported increases in their competi-
tiveness and twice as likely to have report-
ed increases in administrative capacity than
organizations involved in alliances.

Respondents generally reported that
they derived important or very important
benefitsin the areaswhere they set their most
important goals. As Table 2 demonstrates,
over 80 percent of respondents who indicat-

80 100 120 140 160

ed that increasing programmatic collabora-
tions and administrative capacity/quality
were important goals felt that these were
important benefits of their restructuring expe-
rience. Fewer of those who reported that pre-
venting a reduction in size or scope of the
organization, increasing funding, and pre-
venting the organization from closing were
important or very important goals felt they
received important benefits in these areas.
When given the opportunity to indicate
other benefits not included in the survey list,
respondents mentioned two more often than
others. Among those involved in strategic
restructurings that were not full-scale merg-
ers, many pointed to preservation of autono-
my as an important benefit. A typical com-
ment came from G. Lynn Brown, President
and CEO of Planned Parenthood of Southern
New Jersey. Speaking of their administrative
consolidation with six other Planned Parent-
hood organizations, shetold us. “Itisavery
effective way to do work. What makes it
work so well isthat we are al autonomous.
Noneof usareworried about merging. We do
thingsjointly that do not affect our autonomy.
That’'swhy it hasworked so well.” Another
benefit mentioned was that various types of
strategic restructuring allowed organizations
to coordinate services with other organiza-
tions. Organizations altered location, sched-
ules, and other aspects of programs to
increase accessfor clienteleinvolved in part-
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Table 2

Percent of Respondents Who Reported an Important or Very Important Benefit Based on Number Who Reported the

Same Issue as an Important or Very Important Goal

Increase programmatic collaborations
Increase administrative capacity/quality
Increase market share/competitiveness

Reduce expenses

Increase services

Appease funders

Prevent a reduction in size or scope
Increase funding

Prevent organization from closing

ner organizations. In addition, strategic re-
structuring allowed organizationsto focus on
their core competencies and relinquish ser-
vice areas where partners were stronger.

Problems

Among alist of thirteen potential prob-
lems, no individual problem was considered
significant or very significant by more than
36 percent of respondents. The least signif-
icant problems were: staff layoffs (10 per-
cent), dealing with constituencies (10 per-
cent), dealing with funders (12 percent),
working out legal agreements (12 percent),
and competing goals of partner organiza-
tion(s) (14 percent).

Not surprisingly, integrations present-
ed more challenges to respondent organiza-
tions than did alliances. Organizations
involved in integrations were morelikely to
indicate that the following were significant
or very significant problems than organiza-
tionsinvolved in aliances:

o Staff layoffs, 11 times morelikely

»  Dealing with funders, 3 times more
likely

e Conflicting organizationa cultures,
3timesmorelikely

STRATEGIC RESTRUCTURING

Percent

»  Staff adjusting to new roles/positions,
3timesmore likely

e Conflicting administrative systems,
2 times more likely

»  Building trust among organizations,
2 times more likely

* Interpersonal conflicts, 2 times more
likely

e Communicating with various audi-
ences about new restructuring form,
2 times more likely

We asked respondents to specify the
types of problems they have encountered
with regard to leadership, funders, and clien-
tele. We review the most commons respons-
es below.

Leadership problems. Leaders' diffi-
culty sharing control and/or making deci-
sions based on personal ego issues arose as
a central leadership problem. In non-merg-
er restructurings, respondents spoke about
the difficulty of leading a partnership with
other directorswho are accustomed to being
in control. Others spoke of the challenge of
thinking not just of one’'s own agency, but of
the common good of all partnersand of deal-
ing with different |eadership styles. Anthony
Wagner, president of Pillsbury Neighbor-

90

100
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Table 3

Number of Respondents Who Listed Problem as “Significant” or “Very Significant”

Building trust among organizations
Staff adjusting to new roles/positions

Conflicting organizational cultures

Conflicting administrative systems
Communicating about alliance form

Competing goals of partner organizations

Autonomy concerns

Interpersonal conflicts

Dealing with funders
Working out legal agreements

Dealing with constituencies

Leadership

Staff layoffs

- Alliance
|:| Integration

0 10 20 30

hood Services in Minneapolis noted, “It is
difficult to lead a group of colleagues. You
have to lead while appearing to follow, and
leading without authority is difficult.” Tom
Vanden Berk, president and executive direc-
tor of Uhlich Children’s Home in Chicago,
explained, “Y ou can clearly identify amis-
sion, that’s not a problem. It sall about ego
and control. If weweren't willing to give up
control, none of this would happen.” (For
more on this strategic restructuring, see pro-
file page 43.)

Changes in leadership in the midst of
planning or implementing a strategic restruc-
turing also presented challenges to a num-
ber of respondents. Although turnover is a
genera problem across many nonprofits, it
can be particularly challenging when an
organization is forming a partnership. “We
had one of the executive directors who would
have transitioned into the new organization
leave aweek beforethe merger,” said Gerald
DeRuiter, president of Arbor Circlein Grand
Rapids, Michigan. “He was supposed to be
theclinica director. It not only created ahole
tofill, it left the organization he represented
wondering if they had done the right thing.”

Funder problems. Although very few
respondents indicated that funder issueswere

40 70

significant problems, several respondents
told us that funders did not appear to under-
stand the structure or value of non-merger
types of partnerships. Such respondentsfelt
that misperceptions about the strategic
restructuring in which they were involved
made it difficult for them to secure funding.
Moreover, some said that they faced diffi-
culties convincing their current supporters
to maintain their funding in light of their
strategic restructuring. For example, William
Krause, executive director of Opera Roanoke
in Roanoke, Virginia stressed, “We always
have to be sure that (funders) understand
what we get from Center in the Square (an
MSO), and they may think we are getting
more than we are. And sometimes they feel
they can just give to Center in the Square
and not to individual organizations.” Sim-
ilarly, Stuart Ferst, president of the Anixter
Center in Chicago, an organization that
merged with a smaller agency, told us,
“Some funders of the smaller organization
felt it was merging with a large one with
deep pockets, and thus they did not need to
support it any longer.”

A few problems concerning funders
were specific to mergers. For example, a
number of respondents felt that their merg-
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er sparked or exacerbated local funder con-
cerns about nonprofits gaining too much
power and/or limiting client choice. “We had
avery good response by al but one of our
funders, our largest funder,” recalls Gerald
DeRuiter, president of Arbor Circlein Grand
Rapids, Michigan, “We were the first non-
profit merger in the area, and they didn’t
know how to react to it. They said that they
were afraid that the merger would limit client
choice. But they were really concerned about
limiting their choice of which they choose
to fund. Three years later, after some other
mergers, they haven't reacted as strongly to
them. We were just the one breaking the
wave.” Some respondents who had gone
through mergers described the challenges of
overcoming the negative reputation among
funders of one of the original organizations.

Client problems. Client problemswere
even less prevalent than funder problems
among respondents. In many of the strategic
restructurings, particularly those that only
involved consolidation of administrative
functions, the partnership was invisible to
clients, members, or audiences. However, a
few problems emerged several timesin the
survey responses. Some respondents report-
ed that a non-merger restructuring was con-
fusing to their clientele. For example, Moses
Goldberg, producing director of Stage One,
achildren’stheatrein Louisville, Kentucky,
said that the administrative consolidation with
the Kentucky Center for the Arts has created
someidentity confusion among patrons. (For
more on this strategic restructuring, see pro-
file page 24.)

Whereas strategic restructuring that
involved co-location of partners often eased
access to multiple services and programs for
clients, sometimes the clientele from one
agency did not mix well with that of another.
“We have a very diverse population. Even
though mogt partners are providing human ser-
vices,” said Allan Thomas, executive director
of Family Service, Inc. in Poughkeepsie, New
Y ork. “For example we have ahomeless pro-
gram, and sometimes there are issues about
them wandering around the building . . .
Initially we had homeless clients stripping and
washing at the public sinks. Soweinstaled a
private shower and washer and dryer.”

Of the different strategic restructuring
types, mergers appear to have the most sig-
nificant impact on clientele. Some respon-
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dents said that their mergers caused anxiety
among clients who feared that their rela-
tionship with the organization and its pro-
grams would change. Others worried that
accessing the organization would be more
difficult (when mergers resulted in location
changes), and that they would have to deal
with alarger bureaucracy. Mergersthat result
in changing organization names also create
confusion among clients, according to some
respondents.

Other problems. When asked to in-
dicate other problems not included in the
survey list, many spoke about the time and
effort required to pull off a successful re-
structuring and about keeping up momen-
tum throughout the process. Virginia Purcell,
executive director of United Cerebral Palsy
of Western New York in Buffalo, New Y ork
told us, “Everything seems like afailure in
the middle. You've got to keep at it until it
takes hold.”

Several respondentsinvolved in admin-
istrative consolidations or M SOs spoke of
the difficulty in planning their partnerships
because they were not able to find model s of
similar endeavors or literature on the topic.
Someinvolved in mergers said that they felt
that they had enough information and sup-
port during the planning and implementation
stages, but needed more help and assistance
after the consolidation on such lingering
issues as cultural and systems integrations.

Another problem mentioned was the
challenge of attracting partners who were
worried about preserving their individual
identity and protecting assets. For example,
Ray Shanahan, an employment coordinator
at Orion Communities Inc. in Phoenixville,
Pennsylvaniareported initially having prob-
lems finding organizations to participate in
afundraising collaborative. Potentia part-
ners were reticent to share fundraising ef-
forts, fearing that they would lose their vis-
ibility and identity among donors and that
their share of revenues might not measure
up to revenues from solo efforts.

Success Factors

The most important success factors,
according to respondents, were the following:
astaff or board member who championed the
aliance (80 percent), positive past experiences
with partnering with other organizations in
genera (74 percent), board support/encour-
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Table 4

agement (73 percent), organizationa risk tak-
ing and/or growth orientation (70 percent),
and positive board/executive relations (64 per-
cent). The least important factor was: foun-
dation funding to pursue or plan restructuring
(32 percent). Organizationsinvolved in inte-
grations were twice as likely to indicate that
positive past experiences with partnering with
other organizations and that board support and
encouragement were significant or very sig-
nificant success factors than organizations
involved in aliances. (See Table 4.)

When asked to indicate other successfac-
tors not included in the survey list, many
spoke about having or establishing ahigh level
of trust among partners and of focusing on a
common mission. VirginiaPurcell, of United
Cerebra Pasy of Western New Y ork, warned,
“Y ou have to be very congruent in what you
say and what you believe and what you're
real intent is, otherwise the effort becomes
derailed. Thelarger alianceinitstruest form
becomes derailed if someoneinitisoperating
with atakeover agenda, for example.” Others
stressed that their strategic restructuring would
not have worked had not each partner gained
something from participation.

Some combination of careful planning
and flexibility in the face of unforeseen prob-
lems also appearsto be a key factor accord-
ing to many respondents. “The planning is
what made it successful,” said Linda Hogan,
executive director of East End Children’s
Workshop in Portland, Maine. “It was 2

years of meeting and co-designing mission,
philosophy, and space. So when we moved
in everyone' s expectations were met.”

Raobert J. Miller, president and CEO of
HelpSourcein Ann Arbor, Michigan described
the painful consequences of inadequate plan-
ning: “We made a serious mistake with ahome
nursing program by not having the Feds audit
the past records of the other organization. This
ended up with a $1.2 million fine after we
merged. If we had known thisbefore, we may
have reconsidered the merger. . . We inherit-
ed multiple sites, and we probably should have
had a more formal plan of consolidation of
facilities. My staff thought | was crazy to do
this. The staff from the other organization felt
that it was ahostile takeover. We should have
involved more of the upper management of
the other organization in the planning earlier
to have them buy in.”

Because even best laid plans cannot
anticipate every issue that arises, Jay C.
Bloom, president and CEO of the Morrison
Center Child and Family Servicesin Portland,
Oregon, insists “Y ou must have a high tol-
erance for ambiguity and flexibility. Thisis
messy, hard work. There are no formulas.”

Communication appears to be another
key ingredient in fostering trust among part-
ner organizations, as noted by Virginia
Purcell above, and also among staff within
organizations. Silence or limited information
from leaders about a potential or upcoming
strategic restructuring seems to breed more

Positive past relations with other organizations
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Number of Respondents Who Listed Factor as “Important” or “Very Important”

Staff/board member championed the alliance

Positive past experiences with collaboration

Risk-taking and/or growth orientation

Positive board-executive relations

Foundation funding to pursue/plan an alliance

Board support/encouragement

- Alliance

|:| Integration
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fear, distrust, and misinformation among
employees. Bloom adds* Thereal success of
any collaboration will be based on the qual-
ity of relationships as demonstrated by high
communication, commitment, trust, and by
all means a sense of humor.”

Finally, some respondents emphasized
theimportance of strong and clear leadership.
Strategic restructuring experiences can lead
to confusion about who is really in charge.
Because decisonswill affect thelives of many
stakeholders associated with each partner orga:
nization, itisimportant that al involved under-
stand who is making the decisions on which
issues. “It's a lot of work,” notes Thomas
Fisher, president and CEO of Community Care
Services, Inc. in Taunton, Massachusetts, “and
demands constant attention of the organiza-
tion’s leaders to continually promote good-
will and thelong range vision.”

Discussion and Conclusions

The language of courtship and marriage
often colored the survey responses and inter-
view comments. Organizational structure
and alliances may seem the least romantic
of topics, but the impetus and process by
which two people—sometimes gradually,
sometimes suddenly—Iink their fatestogeth-
er indeed provide a useful analogy for de-
scribing why and how organizations form
long-term partnerships. Trust, common
goals, compatibility, flexibility, sacrifice,
and, ultimately, a leap of faith move both
people and organizations toward various
types of union.

Through astudy of 192 nonprofit social
services and cultural organizations in the
United States, we identified two primary
types (alliances and integrations) and six sub-
types of strategic restructuring (see page 1 for
overview of the typology.) We found that,
within our sample, organizations involved
in integrations tended to be focused on
human services, to have large budgets, to
have active boards, and to belocated in urban
communities. Conversely, organizations
involved in alliances tended to be focused
on arts and culture, to have small budgets,
to have fairly inactive boards of directors,
and to be located in rural communities. We
also found that very young and old organi-
zationswerelesslikely to beinvolved in any
type of strategic restructuring. Respondents

STRATEGIC RESTRUCTURING

appear to be approaching strategic restruc-
turing as aresult of forecasting and planning
rather than because of any immediate threats
of closure or pressure from funders. They
report that competition with other nonprof-
itsaswell aswith government and for-prof-
it organizationsis an important impetus for
strategic restructuring. Conflicting cultures,
the adjustment of staff members, building
trust among partners, and autonomy con-

Organizational structure and alliances may
seem the least romantic of topics, but the
impetus and process by which two people—
sometimes gradually, sometimes suddenly—
link their fates together indeed provide a
useful analogy for describing why and how
organizations form long-term partner ships.

cernswere significant challenges of strategic
restructuring according to respondents. They
also felt that strong leadership from staff and
the board as well as experience with risk tak-
ing in general and partnering in specific were
key factorsin the success of such ventures.

Looking closely at the reflections of
study participants, it seemsthat most of their
strategic restructurings began because of at
least two out of three factors:

* A sudden interruption in the status
guo—such asthe departure of a
director, afisca crisis, or asignificant
funding opportunity—that requires or
propels an organization to make asig-
nificant change.

»  Forward-thinking individuals (usually
executive directors) who shepherd a
strategic restructuring idea through
opposition, sometimes working to pro-
mote and sometimes working against
their own self-interest.

» A climate—either real, perceived, or
predicted—that calls for a different
way of doing business, such as reduc-
tionsin public grants or contracts or
the implementation of managed care
policies.
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Because most respondents had no more
than 5 years of experience with strategic
restructuring, they cannot be characterized as
expertson what hel ps partnershipsto endure.
However many had thoughts on the subject
and pointed to the following factors as pro-
moting successful strategic restructuring:

*  Leadership that believes strongly in
the partnership and demonstrates this
belief, often by acting selflesdy to
maintain it.

e Multiple forms of communication to
keep all stakeholders—staff, board
members, funders, clients, and oth-

| n general, survey respondents emphasi zed
how to be more than what to do. Rather

than specifying the types of agreeements,
consultants, or planning processes to adopt,
they stressed the importance of being forth-
right, flexible, and focused on the big picture.
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ers—up to date about plans, problems,
and benefits concerning the partner-
ship.

»  Face-to-face communications with
partner organizationsin the form of
meetings, trainings, parties, and other
forums to build trust and understand-
ing among staff
members.

*  Flexibility, even in the best-planned
partnerships—an expectation that
unforeseen issues will arise, that mis-
takes will be made, and that aternative
paths will be identified.

» Early evidence of benefit to assure
everyone that they are on the right
track—what one respondent called
“low-hanging fruit”—such as better or
less expensive employee benefits or
improved facilities.

In general, survey respondents empha-
sized how to be more than what to do. Rather
than specifying thetypes of agreeements, con-

sultants, or planning processesto adopt, they
stressed the importance of being forthright,
flexible, and focused on the big picture.

The primary hurdles in the strategic
restructuring process seem to be organiza-
tional or individual ego issues. Although
strategic restructuring certainly does not call
for absolute selflessness, sacrifices in the
pursuit of common goal s appear to be criti-
cal. Here the marriage analogy applies quite
well. Asthe saying goes, “Marriageiswhen
two people become as one; the troubl e starts
when they try to decide which one.” 13

Recommendations for
Future Research

This study constitutes the first phase in a
two-part project. Phase Il will involve: (1)
in-depth case studies of representatives of
each of the strategic restructuring categories
identified in Phase I; (2) a survey to deter-
mine the prevalence of strategic restructur-
ings within certain geographical areas; and
(3) interviews with national |eaders and deci-
sion makers in the nonprofit and social ser-
vice sectors to explore the potential impact
of these types of partnerships on these sec-
torsin the future. Phase Il will culminatein
the development of amanuscript for a book
based on the findings of Phases| and I1.

Although we hope this project advances
understanding about strategic restructuring,
we believe there is still much work to be
done and recommend examination of thefol-
lowing questions:

*  What aretypica life cycles of strategic
restructuring partnerships? Do organi-
zations tend to begin with moreinfor-
mal collaborations before considering
increasingly formal arrangements?
What factors tend to move organiza-
tions from one type of partnership to
another?

*  How do federated organizations struc-
ture their relationships with their affili-
ates? How do the benefits of these
relationships compare to those of
strategic restructuring?

e What are the motivations, costs, bene-
fits, challenges, etc. of various types of

13 Source unknown.
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alliances? (This study, dueto sample
size and composition, can only begin
to answer these questions.)

e What isthe measurable impact (in
terms of dollars gained or saved, pro-

grams offered, clients served, etc.) of
strategic restructuring on organizations?

*  How are cross-sector partnerships sim-
ilar to and different from nonprofit-
nonprofit partnerships?

STRATEGIC RESTRUCTURING

How do organizations that choose to
do strategic restructuring differ from
those that do not?

How do failed strategic restructuring
experiences compare to those that
have persisted and thrived?
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Stage One and Kentucky
Center for the Arts,
Administrative
Consolidation Profile

Stage One
Location:
Louisville, Kentucky
Type:
Children’s Theatre
Company
Budget:
$1.4 million (1999)
Founding Year:
1946

Kentucky Center for
the Arts
Location:

Louisville, Kentucky
Type:

Performing Arts Center
Budget:

$7.8 million (1999)
Founding Year:

1983
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Strategic Restructuring
Profiles

Stage One and Kentucky
Center for the Arts,
Administrative
Consolidation Profile

A financid crisisthat threatened the survival
of Stage One was the spark that eventually
led to an administrative consolidation with
the Kentucky Center for the Arts (KCA), a
larger organization that could provide Stage
One with administrative support and over-
sight. KCA is a center that books traveling
companies and provides theatre space for
five resident performing groups, among them
Stage One. Responding to the Stage One cri-
sis, anumber of leadersinthelocal arts com-
munity thought crestively about how to coor-
dinate existing resources to save the theatre
group. The experience of these two organi-
zations also illustrates how partnerships
evolve as the needs and plans of the organi-
zations change.

Background

“You might say that from the very
beginning of KCA, there was a projection
of an alliance,” says Moses Goldberg, pro-
ducing director of Stage One. The theatre
group has been aresident company at KCA
since itsinception, and it was this relation-
ship that formed the foundation on which
the administrative consolidation grew.

Financial problems have plagued the
children’s theatre on and off throughout its
lifetime. “ The average disposable income of
our typical audience member is a dollar a
week,” explains Goldberg, “so we can't real-
ly go to our audiences for financial support
the way the opera, orchestra, or ballet do.”
Although they have had few problems sell-
ing their programming to school groups,
marketing to public audiences has been an
uphill battle. The situation became critical
in 1995, when Stage One conducted a nation-
al tour, which was an artistic success but a
financial failure, leaving the organization
$180,000 in debt. Goldberg went to local
corporations, banks, and individual donorsto
solicit funds or loans, but most of them
lacked confidence in the organization’ s abil-
ity to pay back aloan or to prevent another
financial crisisin the future.

Emergence of Administrative
Consolidation Idea

No one remembers exactly who called
the meeting, but the players at the table were:
Marlow Burt, then president of KCA, Allan
Cowen, president and CEO of the Fund for
the Arts, Sandy Spear, administrative direc-
tor for the Actors' Theatre of Louisville, and
Moses Goldberg. The Fund provides 20 per-
cent of Stage One’s budget and wields sig-
nificant influence as one of the major fun-
ders of artsand culture in Louisville.

Everyone at the meeting quickly agreed
that the community greatly benefited from
children’s theatre, so the question turned to
how to maintain it in one form or another.
Cowen recalls that they considered three
options: 1) KCA would start producing shows
for young audiences, possibly through a
merger with Stage One; 2) KCA would
import shows from outside the city; or 3)
KCA would provide the administrative infra:
structure and Stage One would continue to
produce the product. Goldberg notesthat they
took caution from an experience in Atlanta
where the children’ s theatre merged with an
adult theatre and in the process, in Goldberg's
opinion, became only a shadow of what it
used to be. Similarly, Michael Hardy, cur-
rent President of KCA, maintains that KCA
could not do children’ sthestre nearly aswell
as Stage One, which had over 50 years of
experience producing showsfor young audi-
ences. Burt proposed the administrative con-
solidation strategy as a way to maintain the
artistic quality and scope of programming
while boosting its administrative foundation.

Implementation of Administrative
Consolidation

Stage One exchanged control for re-
sources. Under the terms of a management
agreement, Stage One essentially received
an administrative makeover. Stage One paid
KCA amanagement fee, which KCA, inturn,
used to hire Goldberg, then artistic director,
and Chris Boyer, former managing director.
In thisway, KCA gained oversight authori-
ty. Stage One aso gave KCA the $25,000 it
had been spending on marketing staff to gain
aportion of one of KCA’s marketing staff’s
time along with the resources of their whole
marketing department, including use of a
graphic artist. Additionaly, KCA began over-
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seeing Stage One' sfinancial systems, sublet
office spaceto Stage One that was better and
less costly than the theatre’ s prior office, and
provided maintenance and security to Stage
One at no cost. KCA also let Stage One use
itsaccounting and phone systems and offered
awide range of technical assistance includ-
ing computer support and human resources
advice. Finally, Goldberg and Boyer joined
the KCA’ s management team.

With the assurance of KCA’s backing
and oversight, funders lent their support to
Stage One. Goldberg and his board initially
felt uncomfortable with the degree of control
that they had ceded, particularly KCA'’ s power
under the management agreement to fire Stage
One s director, but this was an aspect of the
agreement upon which funders insisted.
Goldberg took comfort in his close relation-
ship with Burt and ultimately felt satisfied
with the arrangement that, he felt, provided
fiscal oversight but no “program invasion.”

Both Hardy and Goldberg described how
KCA gained agood deal of credibility from
the partnership. To fulfill their mission of
serving al Kentuckians, KCA needed to serve
children. Without Stage One, Hardy fedlsthey
would have a hard time maintaining high-
quality programsfor young audiences. “ And
the school buses parked outside the facility
onweekdaysisgreat PR for us—it showsthat
we are using the facility to its maximum ben-
efit, not only during evening hours.”

Like Goldberg, therest of the Stage One
staff had trepidations about the partnership.
Beth Conn, general manager for Stage One,
recalls that the staff at first was scared of
what the consolidation would mean to its
independence. Many fears, she feels, were
guelled when employees of both organiza-
tions met and voiced hopes and concerns
about the partnership.

Administrative Consolidation
in Action

The partnership alowed, in Goldberg’s
words, “breathing space” for Stage One to
get back onitsfeet, andin 1 year they raised
enough fundsto erase their debt. Some came
from the KCA endowment, some from banks
that agreed to forgive debt, and some from
private donations.

The greatest challenge has been in the
area of marketing. It is a problem that pre-
ceded the partnership and has persisted since
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its inception. Cowen maintains that Stage
One, like many arts organizations, places
artistic concerns above market demands.
Severa of those involved in the consolida-
tion, including Hardy, however, feel the pri-
mary problem has been the weakness of
KCA’s marketing department, which was
experiencing agreat deal of turnover and not
doing as high-quality work asit might have.
Several Stage One staff members also point
to the dark side of outsourcing: “You just
don’t get the same type of attention you
would from someone who is in house,”
explains Conn.

In addition to marketing challenges,
Goldberg was also concerned that the suc-
cess of the partnership relied on the person-
alities of the leaders of the two organiza-
tions. “My biggest fear was Marlow leaving.
Would some Pharaoh rise up who didn’t
know Joseph?’” When Burt did leavein 1997,
Goldberg wasrelieved to find that the inter-
im director and then Hardy, who was hired
ayear later, both saw the importance of the
partnership, and it largely maintained the
same character asit had under Burt.

The only bump in the road came when
Hardy, soon after hearrived at KCA, hired a
consultant to serve as acting managing direc-
tor of Stage One and to make recommenda-
tions about the future direction of the orga-
nization. Whereas Gol dberg feelsthat Hardy
hired the consultant because he did not have
timeto get up to speed on Stage One, Hardy
recalls that he took that course because of
concerns others had voiced about the current
and future leadership of Stage One. Connand
Goldberg both felt the presence of the con-
sultant was bad for staff morale, but that his
advice lent credibility to Stage One’'s own
perspective on leadership issues. The con-
tract was terminated ahead of schedule
because issues of concern were resolved.

Following the consultant’ s advice and
Stage One’s preference, an oligarchy was
formed in 1999 to manage the organization,
with Goldberg as the producing director,
Conn as general manager, and J. Daniel
Herring as associate producing director.
Although Goldberg continues to be the pri-
mary leader, the plan is that Conn and
Herring will have enough experience to run
Stage One when Goldberg retires.

Goldberg also continuesto beon KCA'’s
payroll, but the two organizations have begun
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Interviewed:

Beth Blakely
Former Marketing Associate
Kentucky Center for the Arts

Beth Conn
General Manager
Stage One

Allan Cowen
President and CEO
Fund for the Arts

Moses Goldberg
Producing Director
Stage One

Michael Hardy
President
Kentucky Center for the Arts

Raobert Kemnitz

Marketing/PR Coordinator
Stage One
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to negotiate an affiliation agreement rather
than amanagement agreement. And because
funders no longer seem to need the assurance
of KCA’soversight, Goldberg and Hardy see
the relationship moving toward onelimited to
Stage One contracting with KCA for various
types of administrative support.

In 1999, the Stage One marketing func-
tion was moved back in house. Kemnitz now
coordinates marketing activitieswith the help
of aconsultant and some pro-bono assistance
from alocal marketing firm.

The partnership has also inspired other
alliancesin thelocal artscommunity. Severa
performing arts groupsare planning a“ Family
Series’ in which they jointly market perfor-
mancesthat appeal to familiesat their respec-
tive organizations. Hardy also feels that the
partnership provides a good model of how
they could react if another resident group faces
similar problemsin the future.

Future

How the relationship will evolve remains
unclear. Hardy wonders whether the part-
nership will diminish as Stage One needsless
support, or whether it will persist as a way
to maintain its healthy functioning. Goldberg
thinksthat the infrastructure support is criti-
cal to Stage One's survival and should con-
tinue. “There’ sno way we could replace the
technical assistance, equipment, or space at
the same cost. We benefit from the economies
of scale of alarger organization.” The next
test of the relationship will be when Goldberg
retires in the next several years. Goldberg
worriesthat if heand Hardy leave around the
same time, “It could be a disaster.” In the
near future, Stage One plans to take advan-
tage of its current security and stable finan-
cial situation by working to build a cash
reserve equal to 25 percent of the annual bud-
get, and then an endowment to insulate them
from funders’ concerns and actual crises.

Lessons

* Financial crisis. “Either crisisor for-
ward thinking prompts an aliance like
thisone, and inthiscase it was crisis,”
reflects Cowen.

*  Sdflessness. Goldberg maintains that
arts organizations find ways to work
together in aresource-poor environ-

ment. 1t worked because Marlow and
| wanted it to work,” maintains
Goldberg, “It'slike amarriage, you
have to give up some things to get
some things.”

e Good match. Goldberg pointsto the
compatibility of the two organization’s
missions and their history of sharing
theatre facilities as key factorsin the
successes of the consolidation.

» Team spirit. Conn feelsthat it was
critical that the entire staff “from the
top down” was committed to making
the partnership work. “It has been
important to not blame others and to
promote the sense that we are all in
this together.”

Open Arms Domestic Violence
Shelter and Rape Crisis Services
and Century Health,

Joint Programming Profile

Open Arms and Century Health chose to
form adomestic violence offenders program
together rather than operate separate pro-
grams. “Hancock County isjust large enough
to support one of each type of human ser-
vice organization,” explains Rebecca Noack
of the United Way of Hancock County. So,
when Century Health began to form acom-
peting program for domestic violence offend-
ers, Beth Meeks, Executive Director of Open
Arms, knew that they were facing a crisis.
“We just didn’t have the resources to com-
pete,” admits Meeks. Although this threat
drove the partnership, those involved point
to the positive relationship between the exec-
utive directors of the two agencies, the coor-
dinating role of the local United Way, and
the culture of the community as important
influences on the form the partnership took.

Background

Both organizationsinvolved in thejoint
program had had some experience with part-
nership and consolidation before they entered
their alliance with each other. Century Health
istheresult of 21998 merger among afam-
ily service organization, a substance abuse
agency, and acommunity mental health cen-
ter. That merger came about largely because
of concerns at each agency that they had nei-
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ther the range of services nor the adminis-
trative infrastructure to survive in amanaged
care environment.

At the request of the local United Way,
Open Arms considered a merger with a
homeless shelter in 1998. However, after
many conversationswith the staff at the other
organization, both groups concluded that their
programs did not mesh well due to the dif-
ferent needs of their respective clienteles.
Moreover, they believed that a consolidated
organization would cost moreto operate than
the cost of their separate operations combined
due to necessary increases in salaries and
insurance expenses as well as potential loss
of support from certain funders.

Open Arms consideration of and Cen-
tury Health's implementation of a merger
helped to orient them to the idea of a part-
nership, asdid thefact that both organizations
were United Way agencies. The executive
directors knew each other from United Way
forums in which organizations were educat-
ed about and encouraged to collaborate.

By late 1997, Open Arms domestic vio-
lence offenders program wasintrouble. It was
losing money, and the court system, which
required that offenders participatein the group
counseling program or do jail time, had
expressed concernsthat the psychologist facil-
itating the group was not confrontational
enough with participants. Because Open Arms
shared these concerns, it began to research
best practicesin the area of offender services
asafirst step in revamping the program.

At the same time, according to Meeks
and Sue Smith of Open Arms, thefirst CEO
of the newly merged Century Health was
looking for ways to increase revenues by
adding services that qualify for reimburse-
ment through insurance companies and pub-
lic agencies.'* Meeks says she learned
through the grapevine that the Century
Health CEO had approached alocal funder
about supporting an offenders program.
Meeks was unhappy with the origination
process. “You can’'t have two United Way
agencies running the same program and com-
peting against each other in a community

thissize. Century’ s staff was not specifical-
ly trained to handle domestic violence issues.
Open Arms is the only agency in the com-
munity that specializesin domestic violence.
| felt that he tried to ignore and circumvent
us.” Some believe that the Century CEO was
ultimately interested in amerger with Open
Arms and was trying to force the issue by
forming a competing offenders program.

Emergence of the Joint
Programming Idea

Meeks confronted the Century CEO
about her concerns, but did not present her
agency as arival. She felt that Open Arms
could not successfully contend with Century.
Not only did they lack the resourcesto com-
pete, they had come to realize that to run a
program that incorporated the best practices
in the field, they actually needed additional
resources. “ There wasn’t any other choice
but to work with them,” concedes Meeks.

It was around thistime that the Century
Health CEO took another job in a different
community and Philip Atkins, the former
director of one of the original organizations
in the Century merger, assumed |eadership.
It was also at thistime that another commu-
nity need was emerging. A group of local
leaders concerned about domestic violence
decided that Findlay should have a visita-
tion center where offenders could have
supervised visits with their children. Dueto
their expertise in the area, Open Arms was
the most likely organization to run such a
center, but Meeks felt that they lacked the
necessary resources, particularly space, to
operate it by themselves.

“Simply put, they had the costumes, and
we had the barn, so the show went on,”
relates Atkins. To operate an effective
offenders program, Century needed Open
Arms’ expertise with domestic violence
issues, and because 80 percent of offenders
have substance abuse problems, Open Arms
could benefit from Century’ s understanding
of these issues. Additionally, Open Arms
required additional resourcesto operate both
programs, resources that Century had.

14 Meeks and Smith both noted that because participation in the Open Arms' offenders program is
mandatory and not psychologically based (i.e., domestic violence is not labeled as a disease),
the program is not eligible for reimbursement. They believe, however, that the then CEO of
Century Health mistakenly thought that he could increase revenues through reimbursement.

STRATEGIC RESTRUCTURING

Open Arms Domestic
Violence Shelter and

Rape Crisis Servicesand
Century Health,

Joint Programming Profile

Open Arms Domestic
Violence Shelter and
Rape Crisis Services
Location:

Findlay, Ohio
Type:

Domestic Violence Shelter

and Rape Crisis Services
Budget:

$280,000 (1999)
Founding Year:

1981

Century Health
Location:

Findlay, Ohio
Type:

Multi-Service Mental

Health Center
Budget:

$3.4 million (1999)
Founding Year:

1998 (as aresult

of amerger)
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Interviewed:

Philip Atkins
Chief Executive Officer
Century Health

Beth Meeks
Executive Director
Open Arms

Rebecca Noack
Chief Professional Officer
United Way of Hancock County

Sue Smith

Program Assistant
Open Arms
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Implementation of Joint
Programming

Meeks and Atkins began to work on a for-
mal agreement to jointly manage and operate
thetwo programsfor offenders. Atkins' board
of directors accepted the agreement without
too many concerns. The Open Arms board,
however, had the recent Century Health
merger in mind and wanted assurances that
their organization’ s autonomy would be pro-
tected. They feared that the joint program-
ming might put them on a slippery slope
toward merger. Their interest in maintaining
an organization solely focused on domestic
abuse grew from two primary concerns. The
domestic violencefield hasless certification
standards than many mental health areas, and
the Open Arms board did not want to become
more regul ated and bureaucratic asaresult of
a consolidation with Century. Additionally,
there was concern that the domestic violence
work would, in Meeks words, “get watered
down” within the context of alarger agency.
In the end, the Open Arms board followed
Meeks' lead, deciding that the written agree-
ment would help to maintain their indepen-
dence and that victims of domestic violence
would be in greater danger if they left the
offenders program to an organization with
less proficiency inthe area.

Joint Programming in Action

A new offenders program, co-facilitated
by Meeks and Atkins, started in September
1999. Under the agreement, the agenciesaso
began joint training sessions to share the
expertise of their respective staffs. Century
serves asthefiscd agent for Harmony House,
the visitation center, and Open Armsis the
fiscal agent for the offenders program. Atkins
and Meeksjointly supervise the manager of
Harmony House, who is technically on the
staff of Century. Century aso provides the
facility for Harmony House, and Open Arms
contributes some staff support to the manag-
er, who is the only person who works full
time with Harmony House. No funds are
exchanged between the two agencies.

Future Plans

Currently thejoint programs are heavi-
ly reliant on Meeks and Atkins. The execu-

tive directors both hope to spread the respon-
sibilities among their staffs in the future.
Atkinsisalso interested in establishing sep-
arate budgets for the programs to facilitate
fundraising for them and to track their
expenses.

Lessons

» Personal relationships. Meeksand
Atkins stress the importance of their
relationship with each other. They fedl
that their personalities work well
together and that they were both will-
ing to be open-minded, to listen to one
another, and to respect each other’s
expertise.

* Funder encouragement. Thetwo
executive directors aswell as Rebecca
Noack of the United Way of Hancock
County spoke of the United Way's
role in orienting the directors toward
partnership building. Noack empha-
sized that the United Way encourages
grantees to share training, equipment,
space, and staff.

e Community culture. The United
Way’ s focus on collaboration grew out
of the larger community’ s concern
about being philanthropic and careful
not to waste money. Noack notes that
no one wants to see a new nonprofit in
town, with afull array of overhead
needs, if ajob can be done by existing
institutions. The small size of the com-
munity also appeared to nurture collab-
oration. The leaders of the public and
private agencies often run into each
other at Rotary Club meetings and var-
ious board meetings, and they inten-
tionally recruit each other for commu-
nity task force collaboratives.

e Competition. Meeks stressed that for
all of the sunny talk about collabora-
tion, it was competition that first
spurred their joint programming with
Century. “It had benefits for both orga-
nizations,” says Meeks, “but it didn’t
arise out of abenign care for each
other or even for our clients.”
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Suicide Homicide
Audit Committee,
Joint Programming Profile

The Suicide Homicide Audit Committee
(SHAC), apartnership among awide range of
public and private agencies, aimsto prevent
future youth deaths through a retrospective,
violent death casereview process. The SHAC
uses what it learns in this review process to
propose and advocate for improved preven-
tion and intervention strategies, policies, and
legislation. The Children’s Initiative, San
Diego County Health and Human Services
Agency, and the San Diego Police Depart-
ment jointly coordinate the joint program.

Background

When Dr. Robert Ross came to San
Diego in 1993 to serve as County Director of
the Health and Human Services Agency
(HHSA) two committees immediately cap-
tured his interest: the San Diego Medical
Audit Committee and the San Diego Child-
hood Fatality Review Team. Both commit-
tees, created as aresult of local ordinances
and run by the County of San Diego, review
traumadeaths to determineif acceptable and
appropriate acute care was provided by
emergency services and hospital staff. Dr.
Ross hoped to expand these review efforts by
creating anew committee that would involve
a partnership from a wide spectrum of pub-
lic and private agencies and departments that
serve youth and families. This committee
would review the suicide and homicide
deaths of youth. The difference between
Ross's vision and the two existing commit-
tees was that the new group would focus on
an untargeted population, youth between the
ages of 8o 24. The group also would review
cases to determine whether a broad range of
public and/or private agencies and depart-
ments, not just health care organizations, had
followed appropriate policies and provided
appropriate services and care. It would then
advocate for program, policy and/or legida
tive changes based on its findings.

Emergence of the Joint

Programming Idea

In 1995, Ross approached Sandra Mc-
Brayer, executive director of The Children's
Initiative, about his idea for the Suicide
Homicide Audit Committee (SHAC). The
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Children’s Initiative is a child advocacy
agency that acts as a neutral convener for
local coalitions and collaborations. The
Children’s Initiative brings together agen-
cies, departments, and organizations that
have not worked together, yet have common
goals. Ross, asamember of The Children’s
Initiative' s board, felt that it was the idea
organization to convene a diverse group of
partnersfor the SHAC. Additionally, because
the Children’ sInitiative isaprivate nonprofit
agency, Rossfelt that it could provide alevel
of flexibility and creativity that, according
McBrayer, is not typically found in large
governmental bureaucracies.

McBrayer and Ross brainstormed about
potential partners. They both realized that
the formation of SHAC would require a
broad-based mobilization of private and pub-
lic entities that had potentially touched the
lives of deceased youth at some point
between the initial identification of a prob-
lem and a fatality. They knew that no one
organization had all of the dataand contacts
needed to make sense of why and how a
youth fatality had occurred. The scope of the
challenge was particularly appealing to Mc-
Brayer, as it would test The Children's
Initiative s ability to assemble different gov-
ernment agencies that, in the past, had not
often shared information with each other, let
alonewith private organizations. McBrayer
saw it as an opportunity to demonstrate that
cross agency collaboration and information
and data sharing would greatly benefit the
well-being of youth and their familiesin San
Diego’s communities.

Implementation of Joint
Programming

With The Children’s Initiative and
HHSA’s commitment of time, energy, and
staff, Ross and McBrayer invited represen-
tatives of awide range of agenciestojoina
planning group. Initially, many inviteeswere
skeptica and reluctant to take part in the pro-
ject. Rossand McBrayer explained to poten-
tial partners there was not a review process
in place to analyze violent deaths of young
peoplein their community. Some were wary
of Rossand McBrayer’' s objective. “I had to
convince people—even colleagues—that
violence is a preventable disease,” recalls
Ross. Others agreed with its goal but were

Suicide Homicide
Audit Committee,
Joint Programming Profi

The Children’sInitiative
Location:
San Diego, CA
Type:
Child Advocacy
Organization
Budget:
$350,000 (1999)
Founding Year:
1991

The San Diego County
Health and Human
Services Agency
Location:
San Diego, CA
Type:
Public Health Services
Department
Budget:
$1.2 billion (1997-98)

le
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Other partners:

County of San Diego
Sheriff’s Department

County of San Diego
Juvenile Probation

Office of the District Attorney
EY E Counseling and
Crisis Services
Juvenile Court
Medical Examiner’s Office
Mental Health Services, Health
and Human Service Agency

Scripps Mercy Hospital,
Trauma Research and
Education Foundation

United States Naval Medical
Center, Department of

Psychiatry
U.S. Marine Corps,
Family Service Center

United States Naval Military
Family Advocacy Services
United States Naval
Criminal Investigative
Services
Y outh Service Network
Oceanside Police Department

Palomar Community College,
Counseling Services

San Diego Unified
School District

San Diego Y outh and
Community Services

San Diego Police Department

San Diego Southern Baptist
Association

UCSD Medical Center

Wellness Foundation Violence
Prevention Fellowship
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less sure about how they could work to
address the issue. Twenty-six entities were
invited, and after many rounds of phone
calls, meetings, lunches and pointed invita-
tionsto explain, convince or cgole, all twen-
ty-six showed up at the first meeting.

The group met over afour-month peri-
od to plan the review process and negotiate
the roles and responsibilities of all of the
partners. “Keeping everyone at the table and
openly sharing proved more challenging than
bringing them together in the first place,”
according to McBrayer. Some of the origi-
nal members were apprehensive about shar-
ing sensitive information and datawith other
agencies. They did not always understand
the connection between the SHAC' sreview
and their agencies focus. Many were famil-
iar with focusing on a specific program or
service rather than on its connection to the
mission of their agency, or its larger rela-
tionship to the well-being of the youth. Some
memberswere fearful if they shared all they
knew at the SHAC meetings, their depart-
ment or agency would be blamed for fatali-
ties. Only after much discussion about how
working together and honestly sharing could
ultimately save young peoples’ lives did
many changetheir perceptions of the SHAC
and embrace the program’s mission.

Several months prior to the planning
process for the SHAC, HHSA launched a
county-sponsored department called Vio-
lence Injury Prevention (VIP). One of the
many responsibilities of VIPwasto staff and
coordinate the SHAC meetings and its
research. The county’s VIP department is
co-located at the offices of The Children’s
Initiative, another example of a public/pri-
vate partnership. Four VIP staff are respon-
siblefor the research, meeting planning, min-
utes, and staff support for the SHAC. Linda
Wong Kerberg, the current manager of the
VIP office, notes, “As a county employee,
itisgreat to be an invited guest working side
by side and housed with local community
organizations. It is a true example of part-
nering. Though the cultures are very differ-
ent, we all come together in our mission to
better serve our young people.” Initially
McBrayer contributed 25 percent of her time
to the effort, Ross 10 percent of histime, and
VIP staff 30 percent of their time.

Joint Programming in Action

The SHAC reviews all youth suicide
and homicide cases in San Diego County.
The twenty-six SHAC partners share perti-
nent information for each case their agency
had contact with, identify risk factors for
each case, and determine the level of inter-
vention that should or could have taken
place. The SHAC committee then formu-
lates specific recommendations for each case
regarding procedural, programmatic, or pol-
icy changes. All SHAC partners sign acon-
fidentiality agreement, which preventsthem
from discussing outside of the SHAC any
case review information covered in the
SHAC mestings.

Occasionally, the SHAC agencies advo-
cate program implementation or policy
changes before the County Board of Super-
visors. In 1996 the SHAC presented the
Board of Supervisors with their first year-
end report and recommendations. The pre-
sentation was made by Ross and McBrayer,
with the help of more then 30 at-risk youth.
The youth presented a shoe to represent to
the Supervisors each of the 118 youth deaths
for that year. The presentation highlighted
the SHAC' sassertion that it wasin the after-
school hoursthat youth, specifically middle
school youth, were in the most danger for
suicide and homicide. The Board of
Supervisors, based on recommendations
from McBrayer, Ross, and the SHAC, fund-
ed and implemented more than 30 after-
school programs for middle school youth
countywide.

Ross also feels that the SHAC' s rec-
ommendations have successfully promoted
the importance of drug treatment programs
for young people and their parents, and
points to the 300 percent increasein the num-
ber of such programs as a result of the
SHAC's advocacy. According to Ross, the
SHAC has aso helped to bring about “ser-
viceson demand” programs offered through
the family court. When ajuvenile or family
court judge requests adrug or acohol treat-
ment program or service, the human services
community is now mandated to respond and
provide the recommended service. Such pro-
grams have helped parents to more quickly
overcome their addiction problems and be
reunited with their children.
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Additionally, the SHAC has educated
public agencies, especially inthe area of law
enforcement, about services availableto indi-
viduals and families in nonprofit organiza-
tions. Indeed, according to Brad Wiscons, a
SHAC member representing the EYE
Counseling and Crisis Services, “Everyone
involved in SHAC has learned about poli-
cies and programs previously unfamiliar to
them.” Another important benefit of SHAC,
according to Kristin Shea, Task Force and
Youth Liaison for Children’s Initiative, is
that “ SHAC has enhanced collaborations and
developed an informal network of commu-
nication among agencies serving children
and youth.” For example, the San Diego
Police Department, the San Diego Unified
School District, and the Probation Depart-
ment are now working to merge portions of
their databases to better track young people
involved in or at risk of becoming involved
in high risk behaviors.

Future

The SHAC partners continue to look for
joint opportunitieslocally, and many of the
lead partners are helping organizations in
other communities to implement the SHAC
model of review and partner collaboration.

Lessons

» Patience when working with public
partners. The SHAC participants
found that a public/nonprofit partner-
ship can take time to establish. Even
with four months of initial planning,
participants continue to have meetings
and negotiations about roles and
responsibilities of each partner.

e Strength in numbers. Educating and
communicating with the community is
acontinuing critical part of the
process. The number of organizations
involved in the project strengthened
the efforts to implement the recom-
mendations.

o Careful recruiting. Bringing all
potential partnersto the table at once
may not be the best way to initiate a
partnership of thistype, according to
McBrayer. There may be some who
are not fully interested in or committed
to partnering, and it can be hard to un-
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invite these entities |ater in the
process. Meeting individually with
organizations that might be interested
at the beginning of the process offers
an opportunity for weeding out those
organizations that might not be com-
mitted, and that might otherwise come
to the table just to avoid being left out.

West Suburban Management,
MSO Profile

West Suburban Management, amanagement
service organization (MSO), began with a
sudden leadership vacuum. This, combined
with prevailing concerns about emerging
managed care policies, led the Fillmore
Center for Human Services and Community
Family Service & Mental Health Center
(CFS) to embark on anove partnership. The
two mental health centers, located in adja
cent suburbs of Chicago, formed an MSO
that demonstratesthe critical roles of astrong
executive team and aforward-thinking board.

Background

In 1995, the executive director of Fill-
more died suddenly, leaving the staff with
no heir apparent. Clinical director, Judy
Faigen, becametheinterim director, but was
not interested in the position long term. The
board thus began a national search.

At the same time, the CFS board was
closely watching the managed care trendsin
the mental health field. They were worried
that alarger organization better equipped for
the managed care market, like a hospital,
might begin providing outpatient mental
health services, making it difficult for asmall-
er, community-based provider like CFS to
compete. “ The new market mediates against
small providers,” maintains Joe Drago of the
CFS board. “And we felt that trend would
require more networks.” Indeed, even without
the demands of managed care, they were out-
growing their administrative infrastructure,

Mary Stecher, the long-time Executive
Director of CFS, began to research aliance
options through forums sponsored by asso-
ciations of mental health organizations and
articles on the topic. She and the board also
formed a committee to consider various
types of partnership arrangements and to
look for potential partners, including hospi-
tals and mental health agencies.

Interviewed:

LindaWong Kerberg
Assistant Director
Community Initiative
Health and Human Services
Agency

Sandy McBrayer
Executive Director
Children’ s Initiative

Robert Ross, M.D.

Director

Health and Human Services
Agency

Kristin Shea
Task Force & Youth Liaison
Children’ s Initiative

Brad Wiscons

Director of Youth and
Community Empowerment
Services

EYE Counseling and Crisis
Services

West Suburban
Management, M SO Profile

Fillmore Center for
Human Services

Location:

Berwyn, lllinois
Type:

Multi-Service Menta

Health Center
Budget:

$3.8 million (1998)
Founding Year:
1928

Community Family Service
& Mental Health Center
Location:

Western Springs, Illinois
Type:

Multi-Service Mental

Health Center
Budget:

$5.1 million (1998)
Founding Year:

1956

31



Emergence of the MSO Idea

Theball got rolling with aphonecall. A
Fillmore board member contacted Stecher
with what he called “an off-the-wall idea.”
He was thinking about how Fillmore might
ally with another organization rather than
hire a new executive director, and he was
particularly interested in her reputation asa
strong leader. Intrigued with the idea, given
CFS'sinterest in partnerships, Stecher dis-
cussed the ideawith her board, which agreed
that it was worth exploring. Stecher and
Faigen alerted their staffs about the com-
mittee’ s existence and kept them up to date
on the discussions. This created some wor-
ries about job security, but it also seemed to
breed confidence that the directors would
make sure they were informed.

A committee composed of several mem-
bers of each board, Ann Schreiner of CFS,
Stecher, and Faigen met during the next 6
months to discuss possible partnership ar-
rangements. Much of the talk centered on
identity and autonomy issues. CFSwasin a
stronger financial position which raised ques-
tions as to how to deal with assets. Mr.
Fillmore, for whom the Fillmore Center was
named, was concerned that the name not be
altered. In addition, CFSwas unionized, and
Fillmore was not. For these reasons as well
as othersthe committee ruled out afull-scale
merger. The committee finally settled on an
M SO structure. Their plan, unlike any other
partnership they knew of, allowed each orga
nization to maintain its identity and a great
deal of autonomy by creating a new organi-
zation that would provide management sup-
port but would be essentially invisibleto the
outside observer.

Implementation of MSO

The next step was to begin a process of
duediligence. An outside consulting firm was
engaged to develop abusiness plan. Drago of
the CFS board along with the committee
revised the plan adding greater specificity.
Knowing thet the restructuring could raise con-
cerns with funders and community leaders if
they were not apprised of it, Stecher met with
many stakeholders to build support for the
M SO, including thelocal United Way (which
funds both agencies), the local menta health
boards, and the mayors, adermen, and state
representatives from their communities.

West Suburban Management Services
was incorporated and became operational in
July 1997 when both organizations signed a
3 year agreement to use its services. A
“bridge board,” which includes two mem-
bersfrom both boards plus one outside mem-
ber, overseesthe M SO. The two boards also
have formed somejoint committeesin areas
wherethey feel that combined resources and
expertise will be mutually beneficial, includ-
ing the resource devel opment committee and
the board development committee.

The M SO technically has no employees
because it is difficult to purchase benefits at
areasonable cost for only seven employees.
It functions by contracting with Fillmore and
CFSfor several administrative employees,
including the controller, the director of man-
agement information services, the director of
revenue development, the director of man-
aged care, and dl other financial staff. Stecher
serves as president of the MSO and CEO of
each of the affiliates, and each of the organi-
zations has a separate director of operations.
The clinical staffs continue to operate large-
ly independently. As new staff members are
added to the M SO, they have the opportuni-
ty to chose between the affiliates in terms of
benefit packages. The restructuring preserved
existing staff positions.

MSO in Action

Stecher and several CFS staff moved
into anewly rehabbed administrative office
at Fillmore in December, 1998. Stecher and
others speak of theimportant psychological
effect of her move to this office. Aslong as
sheremained at CFS, it was difficult on both
her and Schreiner, the new director of oper-
ations, to establish their respective new roles.
Schreiner needed to establish her leadership,
and Stecher needed to become more knowl-
edgeable about Fillmore.

The adjustment has not been easy for
the administrative staff. Prior to the MSO,
each organization had a bookkeeper who
managed the finances. After the restructur-
ing, the MSO hired Gail Vijuk as controller,
anew position, to overseethefinancia staff
and to integrate and improve the quality of
their financia systems. Some felt anew per-
son was essential to lead the restructuring—
someone who would neither in actuality nor
in appearance favor one of the agencies.
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At first, administrative staff continued to
do their old jobsfor their own organizations
working side by side with their counterparts
at the other organization. Over time, Vijuk
has restructured jobs along functional lines
rather than organizational lines, helping to
increase the efficiency and cohesion of the
staff. However, challengesremain. “It'sdif-
ficult to have people working in the same
office who have different benefit plans and
holidays,” notes Vijuk. Stecher hopes to
eventually increase the size of the adminis-
trative staff, making it possible to have a sep-
arate M SO staff with its own benefit plan.

“We wouldn’'t have made it without big
changes,” maintains Faigen, and Stecher
agrees that the MSO has helped both orga-
nizations to survive in a changing environ-
ment. Each organization has brought impor-
tant strengths to the table. Fillmore had
experience with managed care services. CFS
had strong leadership and was well-regard-
ed by funders.

Many of the benefits of the MSO have
resulted from economies of scale. For exam-
ple, at the time they came together, both
organizationswerein need of stronger finan-
cial oversight, but neither had the funds to
secure it. “To hire the type of people we
needed, we would have had to divert money
from the program,” notes Stecher. Com-
bining resources has also allowed them to
purchase management information systems
and financia systems that more efficiently
serve the organizations.

Although the emergence of managed
care policies has not been as imminent as
predicted, “it’ s still there under the surface,”
says Stecher, “and we' Il beready if and when
they dominate the mental health field.” In
general, she feels that they are in stronger
position to weather the next economic down-
turn and to respond to funders' ever-increas-
ing demand for the type of outcome data that
their new information systems track.

Perhapsthe greatest challenge has been
establishing the new businessinfrastructure.
The CFS systems were, in general, more
developed, and at times the Fillmore staff
felt invaded and overwhelmed by CFS.
Moreover, due to the differencesin salaries
and benefits, it has been difficult to merge the
staffs into a team.

Stecher also reports that the change in
leadership at CFS created anumber of chal-
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lenges. Having one person in the executive
director position for so many yearswho was
so identified with the organization, it was
hard to create anew identity and set of rela-
tionships. Due to the creation of the new
reporting structure, the lines of authority
between the CEO and directors of operations
at the two organizations were at times con-
fusing. The organizations have devel oped
clearer position descriptions, but there con-
tinuesto be areas where there is confusion.

Future

Thereis some concern among staff that
the MSO represents the first step toward a
merger. And athough Stecher, Vijuk, the
two directors of operations, and Drago all
feel that it is an idea worth considering,
Stecher believes that there are a number of
important issues that they must consider
before the a merger can be properly ad-
dressed.

As they near the end of their 3-year
agreement, Fillmore and CFS have engaged
aconsultant to help them plan for the future
of the partnership through a meeting of the
leadership of both boards and interviewswith
internal and external stakeholders about their
concerns and hopes for the future of both
organizations. Whether or not the next step
is a merger, many see the relationship be-
coming a closer one, with further consoli-
dations affecting both the clinical and admin-
istrative work of the agencies.

Lessons

*  Strong executive and board team.
Vijuk, Stecher, Schreiner, and Faigen
speak adamantly about the importance
of astrong executive team that works
well together in addressing the myriad
issues that arise in forming and main-
taining an MSO. Stecher also stresses
that, even with effective executive
leadership, thistype of significant
change cannot occur without strong
board support.

e Mutual respect. Commonalities
of mission and mutual respect
have been other key factors. The staff
members interviewed for the study
expressed neutral to strong respect for
the work of the other organization.

Interviewed:

Joseph Drago

Board Member
Community Family Service
and Mental Health Center

Judith Faigen

Director of Operations
Fillmore Center for Human
Services

Christine Levy

Program Director

Fillmore Center for Human
Services

Ann Schreiner

Director of Operations
Community Family Service
and Mental Health Center

Ms. Mary Stecher

Chief Executive Officer
West Suburban Management
Services

Lynn Turovetz

Coordinator, Crisis Services
Community Family Service
and Mental Health Center

Gail Vijuk

Controller

West Suburban Management
Services

Mr. Gilbert Zych
Executive Director
Lyons Township Mental
Health Commission
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Partnersfor Community,
M SO Profile

Corporation for Public
M anagement
Location:

Springfield, Massachusetts
Type:

Multipurpose Human

Service Agency
Budget:

$9,920,553 (1999)
Founding Year:

1980

New England Farm
Worker’s Council
Location:

Springfield, Massachusetts
Type:

Multipurpose Human

Service Agency
Budget:

$29,001,290 (1999)
Founding Year:

1971

Brightwood Development
Corporation
Location:
Springfield, Massachusetts
Type:
Business, housing, and
job development
Budget:
$341,000 (1999)
Founding Year:
1977

Career Point
Location:

Springfield, Massachusetts
Type:

Career development and

employment services
Budget:

$1,700,000 (1999)
Founding Year:

1996

International Language
Institute of M assachusetts
Location:

Springfield, Massachusetts
Type:

Language school
Budget:

$650,000 (1999)
Founding Year:

1984
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e Gradual change. Although the future
of the partnership is not clear, some
hope and others fear that it will lead to
afull-scale merger. Those in the for-
mer group seem to feel that agradual
consolidation is preferable to an abrupt
one because it puts less stress on the
staff and allows them to consolidate
functions where and when they make
sense.

e Communication. Whiletherewas
consistent communication among those
immediately affected by the affiliation,
the communication to the two adminis-
trative teams of each affiliate was not as
effective. Meetings are now occurring
that involve administratorsin the strate-
gic planning for the next three-year
plan.

* Neutral leadership. The presence of
anew, neutral party to shepherd the
organizations toward the new MSO
structure has also been helpful. “It
would have been extremely difficult to
doif | had been attached to one of the
organizations,” notes Vijuk, controller
of the MSO.

Partners for Community,
MSO Profile

Forward thinking, rather than an immediate
crisis, set the stage for Partners for Com-
munity (PfC), a management service orga-
nization (M SO) with two founding partners
and three affiliate organizations. Like West
Suburban Management (see page 31), PfC
arose in response to changing funding con-
ditions and leadership that was looking for
new solutions to administrative problems.

Background

Corporation for Public Management
(CPM) isasocial service agency providing
adult and juvenile community corrections,
day vocational and residential mental retar-
dation programming, and welfare to work
services in Massachusetts and Connecticut.
Jerome Weiner, chief executive officer of
CPM since 1985, reports that by 1993 CPM
was struggling to cover its overhead costs.
Because their government grants and con-
tracts were growing more slowly than the

cost of living, the CPM board began to dis-
cuss how to increase revenues and decrease
expenses.

Around the same time, the New England
Farm Workers Council (NEFWC), another
large human service agency dependent on
public funds, was facing similar challenges.
NEFWC serves low-income families, many
of whom are Latino, by distributing public
assistance for day care and home heating
expenses and providing adult and family
homel ess services, farm worker services, and
youth employment programming. NEFWC's
long-time |eader, Heriberto Flores, has suc-
cessfully used hispolitical acumen and influ-
ence to build the organization. Many of
NEFWC's government grants are “pass
through,” providing little or no provision for
overhead expenses associated with admin-
istrating such programs. Additionally, be-
cause NEFWC was rapidly expanding,
Flores needed a larger management team.

Emergence of MSO Idea

Concerns such as these, as well as his
longtime professional friendship with
Weiner, led Floresto call Weiner oneday in
1996 to discuss the possibility of a merger.
When asked if the notion frightened him,
Weiner responds, “No, | wished | had
thought of it. It was scarier to think of what
the future of CPM might be without some
significant changes.” The two directors
began to brainstorm about possible partner-
shipsor consolidations. They ruled out afull-
scale merger because they learned that dis-
solving their organizations and establishing
a new one would jeopardize some of their
government contracts. Additionally, neither
organization wanted to lose the good repu-
tation associated with its name. Weiner pro-
posed the MSO structure after researching
its use in the health care field. The MSO
structure was appealing not only because it
allowed both organizationsto maintain their
identities and a fair amount of autonomy,
but also because it seemed | ess complex and
safer than amerger. “It’s something you can
walk away from,” notes Weiner. The MSO
form also provided arelatively easy way for
other organizations to join them, thus in-
creasing the human and financial resources
available to all of the partners.
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Implementation of MSO ldea

Weiner was concerned about how the
two boards might react to the idea, knowing
that ego issues among board members can
kill merger and affiliation talks. He was sur-
prised and reassured at ajoint meeting of the
boards when several CPM board members
knew NEFWC members. Moreover, no one
seemed to fed threatened by the idea because
the MSO would leave both boards intact.

Many meetings with funders, policy
makers, and other stakeholders followed.
Most of them agreed the MSO was the way
to go. Jim Asselin of the Hampden County
Employment and Training Consortium
admits that the amount of their grants that
they allow granteesto use for administration
(3 to 5 percent) is “obscenely small,” and
thinksthat the M SO isagood way for orga-
nizationsto stretch their administrative dol-
lars. He also hopes that the MSO can help
maintain administrative quality and man-
agement stability for the organizations
involved, some of which have experienced a
great deal of turnover, especially among
finance staff.

Weiner and Flores easily determined
their respective roles in the MSO. Because
Flores had strong political credentialsin the
community, he became the chairman of PfC
and focuses on public relations work. Due
to his interests and strengths in operations,
Weiner serves as President and Chief Exec-
utive. Although a staffing chart would show
Weiner reporting to Flores, they essentially
work as partners.

To announce the new structure to their
staffs, Weiner and Floresrented three rooms
inahotd. First the staffs met separately with
their own directors and were given time to
ask questions. Then both staffsmet in alarge
ballroom along with a consultant with exper-
tise in nonprofit mergers and alliances.
Reactions were mixed. Some were relieved
that the plan was to grow rather than con-
tract, but others expressed fears of a future
merger and loss of jobs and influence with-
inthe M SO structure—especially middlie and
senior management whose jobs were most
vulnerable to economies-of-scale measures.

Weiner and Flores followed the big
announcement with a series of meetings and
one-on-one discussions to answer questions
about how the changes would affect particu-
lar positions. “Wewanted to make certain that
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individuals felt a stake in the MSO,” recalls
Flores. At the beginning, Weiner and Flores
vowed that there would be no layoffs and
struggled to keep the promise by helping some
staff to adjust to new positions needed for the
new structure. Some had trouble with the tran-
sition and left their jobs. And after 2 years,
they let go of avice president and fiscal offi-
cer because their positions were made obso-
lete by the M SO, and the leadership could not
find away to keep them on staff.

The planisto separately incorporate the
MSO as a nonprofit organization, but PfC
has had trouble securing the 501(c)(3) tax
status. The Internal Revenue Serviceiscon-
cerned that the MSO serves organizations
with different missions and may unfairly
compete with for-profit MSOs. So, although
the administrative staff function as a PfC
staff, it istechnically composed of CPM and
NEFWC employees. PfC’s board includes
members from each of the founding organi-
zations' boards.

The first savings came when CPM
moved into the same building with NEFWC
in November 1996. The physical proximity
of staff also has helped to solidify the staff
operationally and psychologically. In 1998,
they purchased an adjacent building where
the programming of several other MSO
member organizationsis located.

Another action they took early on wasto
hire Jeff Greim as the Chief Operating
Officer for PfC. He has overseen the trans-
fer of al of thefinancia information to one
accounting program and has reorganized the
flow of work so that the financia staff work
according to function rather than agency.
Thelarger perspective and impartiality of an
outside person was critical to theintegration
process, according to Jane Malone, PfC’'s
Vice President for Administration. Greim
admits that he wrestles with how much he
should push staff to adapt to new roles. “It's
abalance between gutting what you havein
order to make room for something new or
allowing what you have to evolve into what
you want it to become,” says Greim.

MSO in Action

In 1997, the International Language
Institute, alanguage education center, joined
PfC, and in 1998 Brightwood Development
Corporation, a small community develop-
ment corporation, became an affiliate. The
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Interviewed:

James Asselin

Executive Director
Hampden County
Employment and Training
Consortium

Heriberto Flores
Chairman
Partners for Community

Jeffrey Greim
Chief Operating Officer
Partners for Community

Jane Maone

Vice President for
Administration
Partners for Community

Senator Linda J. Melconian
Senate Majority Leader
The Commonwealth of
Massachusetts

Benjamin Ramos

Board Member
Brightwood Development
Corporation

Eric Thomas

Vice President for DD/MR
Vocational,

Rehabilitative, and
Residential Services
Corporation for Public
Management

Jerome Weiner
President and Chief
Executive

Partners for Community
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most recent affiliate is Career Point, an
employment training center. To become an
affiliate, an organization must be incorpo-
rated as a nonprofit under section 501(c)(3)
of thetax code, sign aconfidentiality agree-
ment, and cooperate with a due diligence
process focused on fiscal issues. The next
step is to sign an affiliation agreement that
enumerates the responsibilities of the affili-
ate and of PfC.

Currently, all of CPM and NEFWC'’s
administrative funds go to PfC, and the other
affiliates pay flat fees based on a percentage
of their overall budget. Greim predicts that
eventually they will have atwo-tiered system
inwhich one group of affiliatesuse al of the
services of the M SO and pay a percentage of
their budget while others use select services
for aflat fee. The administrative functions of
PfC include; fiscal services, human resource
sarvices, information and technology services,
program space and procurement services, and
organizational development.

As planned, all of the affiliates have
gained from being part of alarger entity.
“Improving our information technology was
reason enough for us to come together,”
claims Weiner. “To develop and maintain
the computer systems needed for financial
management and program tracking, you
either have to make a large capital invest-
ment or enter into along-term lease, and both
sap resources. Economies of scale really
make sense in this area.”

The MSO also provides a way to
respond to two primary, seemingly contra-
dictory, concerns of public funders. On the
one hand, government agenciesfind it easi-
er to provide a few major grants to large
organizations rather than oversee many
smaller grantsto grassroots agencies. On the
other hand, they are interested in communi-
ty-based approaches to human service needs.
PfC can address both concerns.

Another key benefit, according to
Weiner, has been his partnership with Flores.
“An executive director often gets filtered
information from his or her staff. Now | have
someone to bounce idess off of, someoneto
challengeme. . .. A partner isabetter thing
to have than a competitor.” Cultura differ-
ences have been a challenge in the MSO.
Malone describes NEFWC as a top-down
type organization, while CPM has alooser,
decentralized management structure. Al-

though they have yet to find a perfect way to
marry the cultures, Malone notes that “For
PfC, we aretrying to find amiddle ground.”
The MSO has confused some in the
broader community. Although a front page
articlein thelocal paper helped to clarify the
structure, many continue to view it as a
merger. PfC hasworked to explain itsfunc-
tion through newd etters, awebsite, and face-
to-face communications. However, even
those who understand PfC do not necessar-
ily loveit. Weiner and Asselin notethat ina
city of 150,000, the five affiliates working
together make a tough competitor for other
human services organizations. Thereisaso
some concern in the state government about
the growing power and influence of PfC.

Future

PfC’s services have generated interest
in the human services community. They con-
tinue to consider new affiliates, and funders
are referring some of their grantees to PfC.
Plansfor the futureincludeinstituting acen-
tral intake processfor clients of all affiliates.
To continue and strengthen their work, PfC
also islooking for other MSOsin the human
service sector with which they can compare
their progress.

Lessons

» Leadership. ReflectsWeiner, “I
think we [Flores and he] were old
enough and mature enough to say that
it wasn't about us anymore. We were
considering things that transcended
€go issues. . . Too often mergers and
affiliations start out with ‘What does
it mean to me? We were able to move
beyond that very quickly.”

» Takingit dowly. Maoneand Greim
both spoke of the wisdom of aslow
approach that allows staff to gradually
adjust their skills and outlook to the
new structure.

* Client-based solutions. “We make all
decisions on the basis of what it would
mean for the participants,” says
Weiner, “because if we save money
but don’t provide a better service, then
we shouldn’t do it.” Toward thisend,
they have recently begun to measure
participant satisfaction with interviews
and surveys.
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Talbert House and
Core Behavioral Health Centers,
Parent-Subsidiary Profile

How can an organization ensure that it rides
the next wave of policy changes and funding
reductionsinstead of being overtaken by it?
This question appears to have been on the
mind of board and staff at Talbert House and
Core Behavioral Health Centers in 1997
when they began to discuss forming some
kind of partnership. Similar in mission but
not in size, the organizations both had expe-
rience with mergersbut were interested in a
more flexible relationship that would leave
the two organizations intact. They eventu-
ally formed a parent-subsidiary relationship
that continues to evolve.

Background

With multiple service sites located
throughout Greater Cincinnati, Talbert
House provides servicesin the areas of men-
tal health, community corrections, and sub-
stance abuse. Inits 35 year history, Talbert's
budget and range of services have grown
dramatically, making it one of the major
social service agenciesin the city. Although
increasing government grants and contracts
are behind most of the growth, the merger
with a small agency providing services in
the area of sexual abuse in 1994 also con-
tributed to Talbert’ s expansion.

A strategic planning processin 1995 led
the Talbert board to conclude that, in order
to attract the talent required to continue to
win government contracts and to keep costs
down, it should further expand. Thusthe pur-
suit of mergers, collaborations, and alliances
became part of Talbert’s long-term plan.
Toward thisend, Talbert helped form a series
of nonprofit coditionsin the Cincinnati area
designed to benefit member agenciesin a
variety of ways, including the achievement
of cost savings through group purchasing.
Core Behavioral Health Centersled thefor-
mation of one of these coalitions, Gateway
Behavioral Healthcare Network.

Mental Heslth ServicesWest and Mental
Health Services Northwest were established
in 1973 in response to the federal communi-
ty mental health center initiative. Facing
financia difficulties, the two organizations
merged in 1993 to form alarger, morefinan-
cially sound organization called West by
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Northwest, Inc. In 1998 this merged organi-
zation changed its name to Core Behavioral
Health Centers. Core offers arange of men-
tal health services with a special focus on
adults and familiesliving in the western part
of the county and on those with severe men-
tal disabilities who have recently been dis-
charged from inpatient programs.

By the mid-1990s, several Core board
members believed that the next round of
mergers would occur in the human services
field. “We wanted to ally with the strongest
organization and do it next to be ahead of the
pack, so that we werein aposition to choose
our partner,” recalls Stuart Schloss of the
Coreboard. Additionaly, Paul Guggenheim,
Core' s executive director, was concerned that
the agency wastoo reliant on afew funders,
and thought some sort of partnership could
help to diversify the revenue base.

Emergence of Parent-
Subsidiary Idea

One day in the fall, 1996, Neil Tilow,
president of Talbert, set up alunch date with
Guggenheim, whom he had come to know
through the Gateway Behavioral Healthcare
Network, to discuss sharing a building on
the west side of town. Although the deal fell
through, the lunch was the first of severa
conversations about the potential benefits of
working together to cut costs and improve
services. In January 1997, a board member
from each agency met to discuss possible
partnership arrangements and ended by sign-
ing an agreement to explore a partnership.
A joint committee comprised of manage-
ment staff and two board membersfrom each
organization was formed, and its meetings
were kept somewhat confidential.

Most of the concerns about a partner-
ship came from the Core side. They worried
that Talbert would swallow them up, and
they would lose both their identity and their
focus on the West-Side community. Talbert's
main concern was the potential strain on
Tilow and the other management staff.
Talbert had grown more than three-fold in
less than a decade, and athough the board
wanted to continue to stretch the leaders, it
did not to want to break them.

Early in the discussions, the group
devel oped amission statement for the poten-
tial partnership: “To create a behavioral

Talbert House and Core

Behavioral Health Centers,
Parent-Subsidiary Profile

Talbert House
Location:

Cincinnati, OH
Type:

Multipurpose mental

health agency
Budget:

$24.7 million (1999)
Founding Year:

1965

Core Behavioral
Health Centers
Location:

Cincinnati, OH
Type:

Multipurpose mental

health agency
Budget:

$5.2 million (1999)
Founding Year:

1973
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health entity for Hamilton County/Greater
Cincinnati that would reduce cost and
increase quality for all our clients, especial-
ly those on the west side of Hamlin County.”
Whenever they hit arough spot or apparent
impasse, they returned to the mission. “It got
us through about ten tough decisions, and
we didn’t need a consultant,” notes Tilow.

After considering and rejecting a full
merger—because of concerns about losing
Core’s community orientation and its rela
tionship with funders—Schloss and Julie
Shifman, a member of Talbert's board,
developed and proposed a parent-subsidiary
structure. Under such a structure, Core was
established as a membership organization
with Talbert asits only member. Asits mem-
ber, Talbert board appointed the Core board
with the understanding that for the first 5
years, current members would occupy a
majority of board seats. In addition, three
Core board membersjoined Talbert’s board.
Shifman stresses that, under the agreement,
the Talbert board does not oversee any of
Core’s operations. “That’s their board's
responsibility.”

Determining the structure and gover-
nance was easy, according to Shifman; the
hard part was hammering out a management
agreement. After much discussion, they
determined that Core’s executive director
and five executive managers would work for
Talbert and be contracted in part or in full
back to Core. The current contract amounts
to 10 percent of Core’ s budget, although the
amount and percentages of staff time are
negotiated on an annual basis. Under the
agreement, Guggenheim reportsto Tilow but
only the Core board has the authority to fire
him. A key aspect of the agreement was its
duration. “We established a 5-year honey-
moon to quell fears,” says Schloss. “We
wanted to be sure that it wasn’t too easy to
pull away but also alow for an exit strategy,”
adds Shifman.

Although the agreement spelled out the
broad structure, there were, and continue to
be, many details to work out. For example,
the Core board did not want to cede control
over their personnel policy to Talbert. After
much negotiation, Tilow says he put hisfoot
down: “1 didn’t think it could succeed if peo-
ple were working side by side with differ-
ent vacations, tuition reimbursement, etc.

Such things represent the basic culture of an
organization.”

Implementation of Parent-
Subsidiary

Tilow and Guggenheim met with both
boards and staffs to explain the nature and
limits of the partnership. When Tilow went
to the county commissioners and represen-
tatives of Talbert and Core's major payer
sources to tell them about the impending
affiliation, he saysthat they almost applaud-
ed. Many of them, according to Tilow, felt
that they were paying too many nonprofits
too much for overhead expenses and bright-
ened at the prospect of a partnership that
might help the organi zations to economize.

A series of memos explaining the affil-
iation and a couple of meetingswith all of the
employees of each organization followed an
initial announcement to staff. Tilow and
Guggenheim promised no layoffs and made
it clear that their goal was not to reduce
expenditures, but instead to increase the buy-
ing power of both agencies. “I wasn't sur-
prised by the announcement,” recalls Dottie
Croshy, a supervisor for Core. “With com-
petition and managed care, we needed to do
it to stay alive and be more marketable.”

After the affiliation became officia in
January 1998, it became clear that the orga-
nizations needed to integrate their financial
systems under one financial director. Thus
several Core administrative staff moved to
Talbert in July 1999. Although this transi-
tion appears to have gone fairly well, con-
solidation on the program side has been
much more difficult.

The leadership of the organizationsfelt
that together they could offer programs more
efficiently in the areas of adult mental health
and case management services. They thus
decided to integrate Talbert's Substance
Abuse/Mental 1lIness (SA/MI) serviceswith
Core' s Partiad Hospitaization, Case Manage-
ment, and Respite Care programs. A small
group of case management supervisors from
both organizations met every other week to
integrate policies and procedures and con-
solidate supervision. These meetings were
very contentious at first, according to
Croshy. “There was tremendous resistance
among SA/MI staff. They felt likethey were
being dismantled and didn’t feel that Core
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brought anything to the table. It was hard
not to get defensive.” Crosby saysthat it was
through sheer persistence that they gradual-
ly worked out one issue at atime. The con-
solidation of the programs resulted in the
appointment of the Core clinical director
(now aTalbert House employee) to oversee
the integrated program. Some staff moved
to new locations with new supervisors and,
in some cases, staff from one organization
is supervised by staff from the other.

Early on, the two organizations also
looked at where all of their clientslived and
found that their services overlapped in only
one part of the city. In this neighborhood,
they have created a “one-stop shop” where
services of both organizations arelocated in
the same building, making access to pro-
grams easier for clients and reducing over-
head expenses. “We are also marketing a
couple of our programs together, but main-
ly the partnership isinvisibleto our clients,”
says Guggenheim, “Whilewe awaysinclude
in our materials that we are an affiliate of
Talbert House, we want to keep Core a sep-
arate marketable entity.”

Several economies of scale have been
realized since the inception of the parent-
subsidiary structure. For example, the orga-
nizations saved $100,000 in thefirst year of
the partnership by purchasing insurance
together. Size has also had a psychological
effect on the staff. Crosby says she feels
more secure working within alarger entity,
and feelsthere will be more opportunitiesto
move up within the new structure.

Those involved in the affiliation hope
that it will lead to new funding opportunities
aswell. “Our goal isto provideafull array of
human services so that any payer source
could contract with Talbert House and
wouldn't haveto go out to three or four orga-
nizationsto fulfill al of their needs,” explains
Tilow. Tilow aso hopesthat the parent-sub-
sidiary structurewill placate concernsamong
other agencies about their expansion. “By
maintaining brand names, we hoped to ease
thefear that we were becoming the dominant
player intown,” says Tilow.

Some Core staff feel they have been
bought out, and some Talbert staff feel that
their organization has sold out, particularly
in areas where they have incorporated Core
programs and policies. Tilow feels that
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memos and meetings designed to address
these concerns can only do so much to allay
staff worries, and that “the proof isin the
pudding.” He believes that it is only when
staff have seen concrete benefits, like
increasesin their pension and life insurance
benefits, that their concerns will subside.

A year and ahalf after the Talbert-Core
partnership began, Mental Health Services
East also became a subsidiary of Talbert
House. Like Core, Mental Health Services
East is a community mental health agency
originally established in response to the fed-
eral community mental health center initia-
tive. Whereas the planning with Core took 14
months, this second affiliation drew on
Talbert’s experiences with Core and came
together in just 6 months.

Future

Talbert has considered affiliation agree-
ments with several other organizations that
are interested in becoming subsidiaries of
Talbert, and their interest, in Tilow’s opin-
ion, is an indication of the success of the
partnership with Core. He stresses that the
parent-subsidiary structure allows Talbert
and its affiliates to make consolidations grad-
ually, when opportunities come aong.
However, the end point of these gradual con-
solidationsis not clear. Most of those inter-
viewed thought that Talbert and Core will
eventually merge, but Tilow feels that this
is not a foregone conclusion, and that the
flexibility that the current arrangement
affordsisamajor benefit.

Lessons

* Flexibility and time. Most of the
interviewees spoke about the impor-
tance of being open to making mis-
takes and of gradually molding the
shape of the partnership over time.
Guggenheim saysthat if he had it to
do over again, he would have extended
the planning period for the affiliation.

e Mission focus. Theleadership of both
organizations seems to have been able
to put aside persond and ingtitutional
€go issuesto pursue what they felt was
in the best interest of the organizations
and their clients. Tilow recognizes that
Guggenheim probably made the most

Interviewed:

Dottie Crosby
Supervisor

Core Behavioral Health Centers

Paul A. Guggenheim
Executive Director

Core Behavioral Health Centers

Debbie Heston

Administrative Specialist

Talbert House

Stuart Schloss
Board Member

Core Behavioral Health Centers

Julie Shifman
Board Member
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Neil Tilow
President
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Waterville Area Boysand
GirlsClub and YMCA,
Parent-Subsidiary Profile

Waterville Area Boys and
GirlsClub
Location:

Waterville, Maine
Type:

Y outh development
Budget:

$560,000 (1996)
Founding Year:

1924

Waterville Area YMCA
Location:

Waterville, Maine
Type:

Y outh, family, and

community development
Budget:

$550,000 (1996)
Founding Year:

1957
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significant sacrifice for his organiza-
tion's mission. “My respect for Paul
increased. He knew what he was giving
up and decided he could live with that,”
says Tilow. Guggenheim feels one of
the reasons the affiliation has worked is
that Tilow has*“let him run hisown
shop.”

e Stability of leadership. Both boards
felt more comfortable going ahead
with the restructuring because they had
veteran leaders at the helm. Indeed
Tilow made a commitment to his
board, Guggenheim, and the director
of Mental Health Service East that he
would stay on for an extended period
as president.

Waterville Area Boys
and Girls Club and YMCA,
Parent-Subsidiary Profile

With money as their prime motivation, the
Boysand Girls Club (the Club) and YMCA
(theY) of Waterville, Maine, showed up for
a “shotgun wedding” one day in October
1996. In forming a parent-subsidiary struc-
ture that functions much like a merger, the
board and staff of both organizations have
faced the challenges of overcoming old
grudges and of forming a partnership with-
out the benefit of a“courtship.”

Background

Inthe small town of Waterville, Maine,
both the Y and the Club have long histories
and enduring reputations. The Y, in some
people’s view, is a place for middle class
families, and the Club a center for lower-
income kids. By the mid-1990s, the Club
had aboard of directors, partially made up of
alumni who remembered a time when they
werenot allowed inthe'Y. They aso remem-
bered when the Club approached the Y about
merging in the early 1980s, and the Y
rebuffed the offer because, they felt, the Y
did not want to be associated with the
“scruffy” Club.

Both the Y and the Club have had good
and bad times throughout the last few
decades. But perhaps no period matched the
straits the Y entered in late 1986, when its
fundraising consultant embezzled funds
raised for refurbishing the facility and con-
struction of a swimming pool. Shortly after

this fiasco, the state shut down the facility
due to asbestos concerns. Phil Krummel,
who became executive director in 1987, was
able to recover some ground by borrowing
money to remove the asbestos and institut-
ing achild care program and a Nautilus cen-
ter to raise revenue. But the Y never quite
recovered. Projections showed that even
without debt they could not survive without
therevenues apool could produce. By 1996,
the Y was approximately $700,000 in debt,
and it was clear that the leadership had to
make some serious decisions to keep the
building open.

Ken Walsh came to Watervillein 1992
to direct the Boys and Girls Club, which was
suffering from financial concerns, dilapi-
dated facilities, and limited programming.
In several years, Walsh helped to erase the
Club’s debt and increase its programming.
His next step wasto refurbish thefacility. A
feasibility study showed that the necessary
interest and funds were in the community,
so they started a capital campaign. Early on
inthis effort, Walsh met with Harold Alfond,
the predominant local benefactor and former
CEO of Dexter Shoe Company, who offered
a fifty-fifty match if the Club raised
$500,000.

Emergence of Parent-
Subsidiary Idea

The Club reached its $2 million goal in
1995 and began plans for renovation, but
Alfond advised them to hold off, saying it
would be awaste of money to invest in their
old building. He advised them to wait for a
proposal from him for a different kind of
project.

Around the same time, the Y board,
faced with its mounting debts, decided to
sell off some of their land and investigate
options for sustaining their operations such
asdeveloping a“ megafacility” with the Club
and the city. They sent a letter to Alfond
about this and other potential directions for
theY and conducted a survey through which
they found overwhelming support in the
community for a building housing the three
groups. Alfond, who by now had been
approached for capital funds from the Club,
the Y, and the city, already had a shared
facility in mind. Thus, in 1996, he invited
the leaders of the three groups to a meeting
inwhich helaid out specific terms and con-
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ditionsfor his support of such afacility. He
offered a three-to-one match up to $1 mil-
lion for the building. He also attached sev-
eral conditionsto the gift, including that the
building be named “ The Harold and Biddy
Alfond Y outh Recreation Center”; that a sep-
arate entity be established asthe parent orga-
nization, which would be directed by Walsh
and governed by a bridge board with repre-
sentatives from each of the three boards; and
that the Y eraseits debt.

“Alfond made an offer they couldn’t
refuse,” recalls James Hennigar, director of
alocal child welfare agency who became a
consultant to the partnership, “and so ensued
a shotgun wedding.” With Alfond’s condi-
tions in mind, a steering committee was
formed to figure out the rest.

Implementation of
Parent-Subsidiary

Thus began the “storming stage” says
Walsh. Hennigar introduced the idea that
such efforts first have to go through the
“storming” before “norming” setsin. The
storming involved many brutal meetings
among the groups, as well as behind-the-
scenes discussions and strategizing. Much
of the disagreement centered on program-
ming issues. The' Y wanted to maintain adult
programs, including health and fitness ser-
vices, while the Club valued its traditional
exclusivefocus on children. The Club board
also felt it was easier to raise funds for dis-
advantaged children than for al types of fam-
ilies. Moreover, the local chamber of com-
merce threatened to publicly oppose the
project because its members were worried
that the nonprofit organization would unfair-
ly compete with for-profit organizations
offering health and fitness servicesin town.

I dentity and autonomy were also hot
issues. Representatives of the Y, the poor-
est and thus most vulnerable of the organi-
zations, worried that the Y would lose its
identity and that its programs would be
watered down. Some Club representatives,
feeling that the Y was moving in on their
successful capital campaign, did not want to
cedeanythingtotheY. And, likethe Y, they

worried about losing their identity in the
restructuring. This concern hit home when
the national Boys and Girls Club organiza-
tion rejected a funding proposal from the
Waterville Club because they were not per-
ceived as primarily a Boys and Girls Club.
Another hurdle was overcoming many of the
Y board members distrust of Walsh,
Alfond' s chosen leader of the parent agency.
They felt he naturally would be more con-
cerned about the Club thanthe Y, and it was
not clear if there would be arole for aY
director in the new structure.

In addition to the official meetings of
the steering committee, alot was happening
behind the scenes that was adding to the
strifeand confusion. Y board members con-
tacted Y staff to find out “what was really
going on.” They also called Alfond’s attor-
ney, who had historical connections to the
Y, hoping to influence Alfond to help pre-
servethe Y’'sinterests.

To address the confusion, Alfond set
out further conditions of his support. He said
that the governance of the parent agency
should be based on the current assets of the
three groups, thus sgquarely establishing the
Club asthelead organization. He al so spec-
ified that the primary focus of their work
should be on children.

Those who could or would not live with-
in the new structure began to select them-
selves out. The city pulled out of the effort
when the mayor used funds from Alfond’'s
foundation and from a bond issue and built
a separate, outdoor pool.*® Several board
members also withdrew, and friendships col-
lapsed under the pressure of negotiations.
Additionally, as discussions continued, it
became clear that the size of the combined
budget did not warrant two directors. So,
after selling off the Y building at a great
price, Krummel went to work for another Y
in adifferent community.

Alfond decided to send Hennigar into
the “storm” to help the organizations come
together and address lingering problems. 1
“They were so frustrated with fundraising
for the new building that they were going at
each other on smaller issues,” recalls

15 Though Alfond’s contribution to the city was contingent on its participation in the new facility,
he decided not to make an issue of the city’ s withdrawal.

16 Alfond supported the child welfare agency Hennigar ran and admired Hennigar’ s management

skills.
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Executive Director
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(former Executive Director
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Club and YMCA
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Board Member

Waterville Area Boys and Girls
Club and YMCA

Ken Walsh

Chief Executive Officer
Waterville Area Boys and Girls
Club and YMCA
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Hennigar. “This consolidated board had to
form an alliance that was quite tricky. They
had to figure out how the new organization
would be governed, [how] to raise money
for and build the new building, to mergethe
boards and create anew culture, and to main-
tain theindividual identities of thetwo orga-
nizations to keep endowments and charters
intact. And they had to do it without profes-
sional counsel or any experience with this
type of thing, and they survived it.”

Hennigar helped them reduce and con-
solidate the bridge board and finish the cam-
paign. A nomingting committee sdected mem-
bers, and a new date of officers was chosen,
including aformer Y board member aschair.
Hennigar also led a board retreat on gover-
nance processes and helped them to focustheir
decision making on anewly defined mission:
to serve underprivileged kids, al kids, and
families, in that order of priority.

Although Hennigar helped to clear the
air, some problems remained such as the
issue of signage. The board spent five
months discussing the size of the letters of
each organization’s name on the sign out-
side the building. Although they ultimately
decided to have the Club’s name in larger
letters, Walsh has held of f hanging the sign,
fearing it will stir up tensions.

Parent-Subsidiary in Action

In August 1999, the two organizations
signed an affiliation agreement, and the
resulting structure looks and runs much like
amerged organization. All staff work for the
parent organization, originally called the
Maine Youth Alliance but now mostly
referred to asWaterville AreaBoysand Girls
Club and YMCA. The boards of the two
organizations meet on an annua basis. The
new building, which opened in May 1999,
has created a lot of excitement in the com-
munity, and many of the tensions are begin-
ning to fade. As Hennigar notes, “Once the
baby isborn, everyonefocuseson it and for-
gets the pains of childbirth.” However,
although things clearly are settling down, it
isnot clear to everyone what they are settling
into. There is confusion in the community
and even among the staff asto what the orga
nizationisand what it is called. And indeed,
the absence of a sign adds to the confusion.

The restructured organization has ben-
efited from the strengths of both partners.

The Club brought arich history, solid mis-
sion, strong fundraising board, and dedi cat-
ed donors. The'Y brought avariety of strong
programsincluding several that bring in rev-
enues through fees and the former Y camp
called Camp Tracy. Perhaps most important,
both organizations had Alfond’s support.
Both organizations also brought liabilities
to the table. Walsh admits that one of the
Club’'sbiggest liahilities was excessive pride.
“Many of us were like Notre Dame fans,
making it difficult to cooperate with an orga
nization we formerly perceived as a com-
petitor.” The'Y brought to the table its debt
and its reputation in the wake of its failed
1980s campaign.

Hennigar feels that their fundraising
capacity has improved since the restructur-
ing because they are able to market to the
different constituencies of both organiza-
tions. Walsh reports that they are serving
many more young peopl e than the two orga
nizations served prior to the partnership. The
restructuring has a so imposed costs, accord-
ing to some. Karter feelsthat the Y functions
asthe “kid sister” in the new structure, and
that it's “more of a parentship than a part-
nership.” He feels the new mission essen-
tialy reflects that mission of the Club and
that much of the Y’s former programming
focused on adults and families has been lost.
Roy agrees that, in the process of compro-
mising, they lost some of the best that each
organization had to offer.

Future

The next step will be strategic planning
among the staff and board to develop a
roadmap for the future. Walsh expects to
maintain the 501(c)(3) status of both found-
ing organizations, but only to maintain their
endowments. They hope to house a local
senior center in the future, and to build more
space for gymnastics. They are also looking
into renovating the Y’ s Camp Tracy Krummel
feels that the effort has succeeded beyond
either organization’'s hopes, and thinks that
eventually it will be driven by the needs of
the community more than by the past.

Lessons

* Thevalueof courting. Walsh feels
that Alfond pushed the effort forward
because he wanted to see it completed
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in hislifetime and because he had only
the experience of business mergers,
which can happen more quickly.
“Community-based organizations must
get alot of buy-in from board, staff,
and community to make something
like thiswork, and that takes time,”
maintains Walsh.

e Priority setting. Roy feelsthat early
priority setting also might have facili-
tated the process. “We were so busy
campaigning that we never sat down to
try to understand the differencesin our
missions. We cut slack on the mission
work to preserve harmony, but in the
long term it just exacerbated things.
We should have decided when to put
emphasis on the process and when to
put it on the issues.”

Child and Family ProFile, Inc.,
Joint Venture ProFile

They could not doit done. Uhlich Children’s
Home initiated Child and Family ProFile,
Inc.—ajoint venture to develop and service
client tracking software—with other child
welfare agencies after several attempts at
operating the business on their own. In its
short lifetime, ProFile has experienced both
the benefits and challenges of competitors
working together, and those who have helped
tolaunchit are hopeful and cautious asthey
tread new ground.

Background

In the early 1990s, Uhlich Children’s
Home, which provided residential and foster
care servicesto seventy-five children, relied
on paper filesfor keeping track of informa-
tion on each child and his or her family.
Zachary Schrantz, executive vice president
and chief financial officer, recalls that an-
swering a simple question about their case-
load would require hours of rummaging
through files. So Schrantz and another young
staff member, Tim Whalen, began to devel-
op acomputerized database. After their first
attempt failed, they looked around to see
what types of databases were on the market.
Not finding much that was compatible with
Microsoft Windows, they tried again to cre-
ate their own, and thistime it worked.

Uhlich’s primary motivation in devel-
oping the software, according to Schrantz,
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wasto operate their growing programs more
efficiently. Organizations similar to Uhlich
shared this concern and were also mindful
of the interests of their public funders.
During the 1990s, the Illinois Department
for Children and Families Services (DCFS),
the primary funder of child welfare agencies
in Illinois, asked agencies for more infor-
mation on their clients. Those without data-
bases found it increasingly difficult to do
this. In considering their options, many local
child welfare organizations came to look at
Uhlich’s system.

Uhlich began exploring whether and how
they could share the system with others. “We
tried afew timesto giveit away. But it didn’'t
work,” recalls Schrantz, “ It wasfull of Uhlich
idiosyncrasies. It needed to be reconfigured
to be more generic. Plus we had no mecha
nismsto train other users, update the software
for them, and provide ongoing support.” So
they hired a consultant to help them decide
how to proceed. Their first ideawasto devel-
op and manage the software at Uhlich with
gtart-up capital from potentia users. However,
only one agency wasinterested in making such
an investment. George Thibeault, associate
division manager of the Foster Care Division
at Catholic Charities, recdlls that his organi-
zation declined to become an investor at this
point because “wethought it needed to be sep-
arate . . . if it were a Uhlich effort, it would
alwaysfocus on Uhlich’s needs.”

Uhlich next tried to raise sufficient rev-
enues simply by selling the software to other
organizations. They hired Tim Whalen to
make the software marketable to other agen-
cies, and from 1996 to early 1998, sold the
program to over thirty organizations in the
Chicago area. They also formed a users
group in which agencies could share prob-
lems with the Uhlich staff and learn how to
use the software effectively.

They found a market for the software.
Catholic Charities, for example, had tried to
develop its own software 4 years before
Uhlich but, according to Thibeault, were too
early. “Technology wasn't advanced enough,
and it was very expensive. We were not pre-
pared to invest the money needed to make
it work, so it bombed.” Catholic Charities
then looked at programs developed by for-
profit companies and another developed by
aCatholic agency in Rockford, but Uhlich’s
came closest to meeting their needs.

Child and Family ProFile,
Inc., Joint Venture ProFile

Uhlich Children’sHome
Location:
Chicago, Illinois
Type:
Human Service,
Multipurpose
Budget:
$29 million (2000)
Founding Year:
1869

The Catholic Charities
Location:

Chicago, Illinois
Type:

Human Service,

Multipurpose
Budget:

$162 million (1999)
Founding Year:

1917

LifeLink Corporation
Location:

Bensonville, Illinois
Type:

Human Service,

Multipurpose
Budget:

$61 million (2000)
Founding Year:

1895
Chicago Commons
Location:

Chicago, Illinois
Type:

Human Service,

Multipurpose
Budget:

$22 million (1999)
Founding Year:

1894
Ada S. McKinley
Location:

Chicago, Illinois
Type:

Human Service,

Multipurpose
Budget:

$39 million (1999)
Founding Year:
1919
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Although Uhlich had amarketable prod-
uct, their business venture struggled. “We
over-promised, undercharged, and didn’t
know how to support it. We didn’t know
how to act like a software company,” admits
Tom Vanden Berk, president and executive
director of Uhlich. Uhlich lost over $400,000
on the effort. Schrantz adds*“ It was hard for
usto focus on Uhlich and ProFile. Each had
adifferent set of customer service needsand
expectations.”

Emergence of Joint Venture Idea

In 1998, Whalen, who was the driving
force behind the marketing of ProFile, left
Uhlich. Dueto this loss and the difficulties
it had faced over the prior 2 years, Uhlich
came to the conclusion that it lacked the
capacity to go it alone, and began to look for
a company that knew the software business
that might partner with them. They quickly
zoned in on Metamor Global Solutions
because Metamor had experience working
with child welfare organizations. Together,
Uhlich and Metamor began to develop a
series of business plans and financial pro-
jections. Ultimately, Metamor did not see
enough profit in the venture due to the lim-
ited resources of potential customers, but
Uhlich gained a better understanding of the
software business.

Around the same time, Uhlich began
working with the Child Welfare League of
America to assess how marketable ProFile
might be among child welfare agencies
around the country. Because the League’s
research suggested that the product would be
of value to other organizations, even if it
would not be an income generator for Uhlich,
Uhlich tried yet another tack. They went back
to the idea of raising capital through user-
investors, but this time they established
ProFile as a separate nonprofit corporation
that would proceed along the same lines
spelled out in the business plan developed
with Metamor. Based on their prior experi-
ence, they knew they needed the assistance of
asoftware company, if not as a partner, then
asacontractor. They looked around, but not
surprisingly, choseto contract with Metamor
because they were aready involved and had
demonstrated a strong knowledge in infor-
mation systems and business planning.

In February 1999, Uhlich presented a
business plan to the thirty agencies that had

purchased ProFile and offered three waysto
“invest” inthejoint venture. Thefirst option
was to pay $25,000 to be a “ shareholder”
and to sit on the board of ProFile. Five of
the largest customers chose to become this
type of “Class A” investor. Three agencies
chose to be Class B investors. They paid
$12,500 and will receive discounts on future
products and have some influence on the
development of the software, although not
as much as those on the board. Other orga-
nizations that wanted to continue to use
ProFile signed service agreements and paid
$11,000, five timesthe amount Uhlich orig-
inally charged.

Schrantz was pleased with the response
of the group. The agencies that had been
using ProFile clearly saw itsvalue and want-
ed to continue using it. Moreover, their alter-
natives were more costly than an investment
in ProFile. Catholic Charities, for example,
would have had to spend about $300,000 to
develop another system. Agencies that had
purchased ProFile but not used it were less
forthcoming, and several declinedto invest.

The support of Catholic Charities and
the other large agencieswas critical not only
for the capital it provided but also for the
credibility ProFile needed to survive. De-
scribing their decision to invest in ProFile,
Thibeault jokes, “The 800 pound gorilla
came to dinner. When we signed on, we
intended to help to make it successful. Our
commitment was more valuable than the
money we invested.”

Implementation of Joint Venture

ProFile received 501(c)(3) statusin July
of 1999. The new board created bylaws and
hired Dan Kotowski to be the chief execu-
tive officer. The next step was to negotiate
the contract with Metamor. That processtook
3 months, longer than expected, because the
board wanted to ensure that they made the
best deal. Through the contract, Metamor
provides four staff members (only the exec-
utivedirector ishired by the board). Thibeault
has been pleased with the Metamor staff thus
far. “They don't act like hired guns. They are
all very dedicated to ProFile’ s mission.”

Although the board and staff of ProFile
speak about the joint venture as a business,
they also note that being incorporated as a
nonprofit has some important advantages.
They are able to receive grants and dona-
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tionsto help with the start-up costs, and they
do not need a profit margin to be viable.
Moreover, they can reinvest all of their
income into the product. They feel that
ProFileis competitivein amarket dominat-
ed by for-profit companies that have more
resources and slicker-looking products
because they offer software at asignificant-
ly lower price than their competitors, and
software that is specifically tailored to the
needs of child welfare agencies.

Joint Venture in Action

The ProFile staff is setting up their new
office, establishing work procedures, and
focusing on the satisfaction of current users.
“Our goal isto have twenty-four customers
by the end of the year,” notes Kotowski,
“And it looks like we will reach it.”

Although most of the potential partners
decided fairly quickly that it was more eco-
nomical to invest in ProFile than to purchase
software from afor-profit company or devel-
op their own, they were also suspicious of
Uhlich’s motives in proposing the partner-
ship. Some partners were worried that
Uhlich’'s primary interest was in finding a
way to pay off their debt. Their agreement
with their partners stipulates that after
ProFile reaches $1 million in revenues,
Uhlich will receive 10 percent of revenues
annually until it pays off its debt. Thibeault
notesthat, “For all of the considerablevision
and collaborative orientation of Uhlich, the
program was till designed to meet Uhlich’'s
needs, and we are amuch bigger agency with
different needs.”

The transition from owning ProFile to
sharing it has also been difficult for Uhlich.
Schrantz reportsthat it was difficult for them
“to let go of their baby, to let go of control
and admit and recognize that we couldn’t do
it alone.” However, whileit wasacost to the
organization's ego, Vanden Berk and
Schrantz al so express excitement at the pos-
sibility of seeing ProFilethrive and expand.

In the short time since ProFile opened
for business, one of the biggest challenges
has been setting policies for dealing with
competing development concerns. Each part-
ner organization has its preferences about
what types of data it would like to collect
and how it would like the data stored and
presented. To address this concern, the
ProFile board is finalizing a development
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protocol. Under the new policy, there will
be the possibility of “shared ownership
development.” This policy grew out of a
recent challenge to the partnership. Catholic
Charities devel oped an ideafor anew screen
but wanted to maintain exclusive control
over the development of the new compo-
nent. “1f we pay for it ourselves, we aretotal-
ly in control, and it’s designed to meet our
needs the way our needs are conceived,”
recounts Thibeault. After much discussion
and negotiation, Catholic Charities offered
ProFile one fourth of the cost of develop-
ment and the ownership rights in exchange
for fast-track development with less input
from the users group during theinitial design
phase, although the screen was sent to all
usersto test and provide feedback to ProFile.
This agreement provided amodel of how to
handle the devel opment of new modulesthat
are conceived by one user but would bene-
fit other users.

Future

ProFile hopes to have fifty-six cus-
tomersin 3 years, an ambitious goal accord-
ing to Schrantz. The staff and board of
ProFile feel that its long-term viability
depends on expansion. They plan to even-
tually widen their target market to small and
mid-sized child welfare agencies outside of
Illinois, aswell as other types of human ser-
vice organizations with client tracking needs.
“As state agencies focus on community-
based, coordinated human services, child
welfare agencies will begin to offer more
than just foster care placement and other tra-
ditional child welfare services, so ProFile
will need to be able to accommodate their
needs, “ predicts Vanden Berk.

Lessons

» Partnership orientation. The Uhlich
staff seemed to know that to make the
partnership work they would have to
give up their sense of ownership.
Moreover, there isageneral sense
among al of the partners that the
changing environment necessitates
alliances, even with competitors.
Thibeault explains that managed care
has increased competition among
agencies. “It' sarather unique situa-
tion. Here are true competitors coming
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Program Director of
Information Systems
The Catholic Charities

Dan Kotowski
Chief Executive Officer
Child & Family ProFile
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YMCA of the Pikes
Peak Region,
Merger Profile

United Services
Organization of the Pikes
Peak Region, Inc.
Location:

Colorado Springs,

Colorado
Type:

Human Services
Budget:

$166,000 (1997-98)
Founding Year:

1941

Young Men's Christian
Association of the Pikes
Peak Region
Location:

Colorado Springs,

Colorado
Type:

Human Services
Budget:

$7.3 million (1997-98)
Founding Year:

1878
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together to help all of the people who
own it be the oneswho survivein a
shrinking market.”

* Invested board. Each member of
ProFile' s board is committed to mak-
ing it work since their agencies have
not only invested financially, but also
depend on the system.

* Theright players. Thelargest child
welfare agenciesin the Chicago area
were among the first investorsin
ProFile. Their resources and confi-
dence in the product have provided a
strong foundation on which to estab-
lish the joint venture.

YMCA of the Pikes Peak Region,
Merger Profile

Sometimes amerger appears asthe next log-
ical step. Although the consolidation of the
YMCA of the Pikes Peak Region and the
USO of the Pikes Peak Region, Inc. was not
without its challenges, the long relationship
between the two national organizations, as
well as between the local affiliates, made
both the decision to merge and the process of
merging relatively easy.

Background

The YMCA hasbeen involved with the
United States military since before the Civil
War, and in 1941 the YMCA joined five
other national voluntary organizationsto cre-
ate the United Service Organizations for
National Defense, or USO. Since World War
I1, the USO has provided a variety of ser-
vices to U.S. military members around the
world. During thewar, the Y MCA operated
25 percent of the 464 agency-designated
USO centersin the United States. Following
the disestablishment of the USO in 1947, the
YMCA Armed Services Department as-
sumed responsibility for the USO centers,
and when the USO was reactivated during
the Korean War, the YMCA again became
the USO’s major operating agency.

“With the advent of the al-volunteer mil-
itary in the 1970s, thelocal USO changed its
focus to the needs of the whole family unit,”
according to Ted Rinebarger, executive direc-
tor of the Southeast YMCA/USO, a branch
of the YMCA of the Pikes Peak Region.
“Programswere specifically designed to meet

the needs of a young enlisted force, a high
percentage of whom are married with fami-
lies” And, like many other chapters, the Pikes
Peak, Colorado, chapter of the USO often col-
laborated with the local YMCA.

Emergence of Merger Idea

By 1995, the relationship between the
local YMCA and USO was quite close, and
the organizations were sharing virtualy all
administrative functions such as bookkeep-
ing, payroll, marketing, benefits plans and
building maintenance aswell as office space.
According to Bob Sheets, former USO board
chair, the two groups at this point said to
themselves “We' re lwaystelling everyone
that wework as one, and if we're saying that,
we should do just that: be one.” So, under
the leadership of Merv Bennett, YMCA pres-
ident and CEO, and Sheets, the two organi-
zations began to assess whether a merger
made sense at that time. The USO recom-
mended that Rinebarger develop areport for
the two organizations' boards that provided
an assessment of the current YMCA/USO
partnership and a series of recommendations
about the pros and cons of increased inte-
gration. Rinebarger outlined what he saw as
the potential benefits of increased integra-
tion, including reduced “brand confusion”
among community members who could not
distinguish between the two organizations,
increased fundraising opportunities, addi-
tional cross-utilization of resources, and cer-
tain economies of scale. Although hedid not
specifically recommend a merger, he did
advise the organizations to pursue sometype
of increased integration, and to further
explore the costs and benefits of suchamove
with the organizations' stakeholders.

After reviewing Rinebarger’ sreport, the
two boards decided to explore a merger.
Although many of the board memberswerein
favor of theidea, significant opposition came
from several USO board members. Some
feared that the merged entity would not main-
tain the USO vision or execute the USO pro-
grams as well as the USO could on its own.
However, the USO had had a difficult year
financially, and the staff and board werefed -
ing some pressure. Projectionsfor future years
seemed to indicate that they would be facing
continued financial challenges, and they rec-
ognized an economic benefit to merging.
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The USO’sfinancial problems stemmed
in part from the fact that asitsfocus had shift-
ed from single enlisted men in combat to
peacetime military members and their fami-
lies, the organization had come to look alot
like the YMCA.. This personality overlap, in
combination with the organizations exten-
sive partnering, caused brand confusion.
Community members often could not tell the
difference between the organizations, or
whether a service was being provided by one
or the other. Additionally, the local USO’s
mission to serve young military familiesin
itscommunity had significantly diverged from
the mission of the national USO organi zation
whichwas still focused on providing services
to single soldiers stationed overseas. Thisdif-
ference provided further impetus for consid-
eration of a merger with the YMCA which
better reflected the local USO's concerns.

The USO’s military connections and
military focus were appealing to members
of both the board and staff at the YMCA,
particularly those like Bennett and Susan
Plank, senior vice president at the YMCA,
who felt that the YMCA may have inadver-
tently neglected the military population. The
skills, experience, and expertise the USO
had in serving military members and their
families were missing from the menu of ser-
vices offered by the YMCA. This opportu-
nity to better accomplish its mission of serv-
ing the whole community—roughly 25
percent of which were military members or
their families—motivated the YMCA to
merge with the USO.

Another incentive to merge came from
asurvey of community needs conducted by
the Springs Community Improvement Pro-
gram (SCIP) of the city of Colorado Springs.
Most residents who responded to the survey
indicated that they would like more social
services in the Southeast quadrant of town,
the highest-crime area and the most ethni-
cally and racialy diverse community in the
city. This areais a'so home to most of the
enlisted men and women associated with
Fort Carson, an Army basethat typically has
more socially and economically disadvan-
taged recruits than the other four military
installations in town. After reviewing the
survey findings and talking with the leader-
ship of both the YMCA and the USO, the
city agreed to build a family-service facili-
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ty in the Southeast, provided that the Y MCA
ran its programs there. To serve this com-
munity, the YMCA needed to focus on the
needs of military families, so it seemed like
the right time to integrate the USO’ s mili-
tary-focussed services as part of its offer-
ings. “It was asif the stars had lined up sin-
gle-file and pointed at these two groups,”
says Ron Romero, aloca government offi-
cial and supporter of the effort.

Thetwo boards decided to negotiate the
terms of the merger themselves, without
counsel, and the executive committees and
executive directors proceeded to meet month-
ly for six monthsto identify and work through
all of theissuesand potential obstaclesto the
merger. There were two issues that proved
to be particularly challenging to the negoti-
ating group. Thefirst wasthe survival of the
USO's mission. To address this, the group
decided to include a statement in the final
agreement that formalized the YMCA’scom-
mitment to continuing the mission and focus
of the USO. A subsequent decision to affili-
ate with the Armed Services YMCA of the
USA has also helped maintain afocus on the
military mission. The negotiating group faced
another challenge with the World USO
Council. When informed of the organiza-
tions' plansto merge, the council stated that
the money kept in the local USO’s reserve
fund should go to the World USO upon dis-
solution, as those funds had been raised
specifically to serve military members. After
along series of discussions, the Y MCA sug-
gested that it place those dollarsin an endow-
ment earmarked for servicesto military pop-
ulations in Colorado Springs. The World
USO conceded, and the negotiations were
able to move forward.

In July of 1999, almost three years after
the Rinebarger assessment and after eight
months of exploration and negotiation, the
board of the USO of the Pikes Peak Region,
Inc. unanimously voted to rescind its
501(c)(3) exemption and its affiliation with
the USO World Council, and to merge with
the YMCA of the Pikes Peak Region. The
YMCA board also voted in favor of the
merger, and it was agreed that the USO
would dissolveintothe YMCA. The YMCA,
asthelegally surviving corporation, affirmed
its commitment to carrying out the mission
and programs of the USO.
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Board Chair

YMCA of the Pikes Peak
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Associate Executive Director
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Senior Vice President
YMCA of the Pikes Peak
Region

Ted Rinebarger
Executive Director
Southeast YMCA/USO

Ronald Romero

Board Vice Chair
YMCA of the Pikes Peak
Region

Robert Sheets
Board Chair
Southeast YMCA/USO

Martin Smith,

Vice President for Financial
Management

YMCA of the Pikes Peak
Region

Janell Stewart-Klein
Board Vice-Chair
Southeast YMCA/USO

Angie Williams

Y outh Development Director
Southeast YMCA/USO
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Implementation of the Merger

The high level of trust that had devel-
oped over the years between the two orga
nizationsfacilitated the merger process. For
example, there was little contention regard-
ing leadership roles following the merger.
Because Bennett, the YMCA CEO, had
worked extensively with Ted Rinebarger,
USO executive director, they had a solid
relationship and ahigh level of trust in each
other. By the time the merger agreement was
signed, Rinebarger was happy to direct the
new Southeast facility and Bennett to remain
the YMCA CEO. Several of the USO board
members wished to remain involved in the
merged entity after the process was com-
plete, and joined the advisory board of the
new Southeast facility. With regard to
staffing, projections had shown that the
merged organization would see immediate
growth in services, and that additional staff
would need to be hired once the merger took
effect. Thiswasin fact the case, and thusthe
issue of job loss never surfaced as a concern.

The merger brought increased pro-
gramming to the Colorado Springs commu-
nity; not only wereall USO programs main-
tained as part of the merger agreement, but
all USO serviceswere made availablein all
of the Y MCA facilities throughout Colorado
Springs. Communicating this to the public
was a priority for both organizations. The
USO put agreat deal of energy into explain-
ing to its supporters that the organization's
functions and services were not going away
due to the merger, but would in fact be
enhanced.

Merged Organization In Action

Although many members of the staff
and volunteersfeel apart of the new entity,
there is still some residua “us and them”
thinking, particularly among some of the
members of the Southeast facility’s adviso-
ry board. “It’'s been achallenging transition
for both staffs to get used to the idea that
they are now one staff,” says Susan Plank,
who supervisesall YMCA branch managers
in the city as vice president of operations.
Staff are encouraged to talk about such things
openly, according to Rinebarger, and hefeels
that this openness has hel ped the integration
effortsagreat deal.

The elimination of brand confusion has
resulted in easier and more effective fund-

raising. The merger has opened doors to a
larger pool of donors, including both mili-
tary and non-military individuals who wish
to support the combination of YMCA and
USO programs.

Future

When asked about the future of the
YMCA/ USO merger, Mike Matthews, board
chair of the Metropolitan Y MCA, statesthat
“The new entity will grow its programs in
the years ahead, and the new Southeast facil-
ity will serve a community in great need of
services. There is no doubt in everyone's
mind that amerger wasthe best form of part-
nership that these two organizations could
have pursued.”

Lessons

» Established relationships. Thelong
history of partnership between the
YMCA and the USO on the national
level aswell asin the Pikes Peak
region set the stage for the merger.
The trusting rel ationships formed
between the staffs through prior part-
nerships eased the transition for many
involved.

» Faster transition. Most respondents
agreed that if they were to do this over
again, they would have limited the
transition process to less than eight
months. Barb Nelson, former USO
program director and current associate
executive director at the Southeast
facility, saysthat “L etting too much
time go by in between meetings and
negotiations can cause a merger’s
momentum to slow down, causing
people to find excuses for not follow-
ing through with group decisions.”

Alliance for Community Care,
Merger Profile

Three mental health organizationsin Calif-
ornia shared some common concerns in
1989. Each had to adapt to new managed
care policesthat were replacing fee-for-ser-
vice contracting with both the county and
state governments. Moreover, larger orga-
nizations appeared to be more competitive
in the managed care environment, because
both the county and state had expressed a
preference for contracting with organizations
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that offered a wide range of mental health
services and had the capacity to track the
outcomes of their efforts. Thus the three
organizations began to consider integrating
some portion of their programming and oper-
ations. Although their original goals were
financial, the negotiations and planning
revealed other possible benefits. “We began
this process thinking about survival, and
believing that we were too small to com-
pete,” recalls Mary Hiland, who eventually
became the chief executive officer of the
merged organization. “Then our thinking
evolved into: ‘we want to thrive, attract new

business, and lead’.

Background

Community Companions, Avenues to
Mental Health, and Miramonte Mental
Health Services were mental health organi-
zations serving similar populations in
Northern Californiain the early 1990s. Com-
munity Companions was known specifical-
ly for its practice of visiting clients person-
ally, providing services and outreach where
they lived. Avenues served similar clients,
but focused on providing services in urban
areas as well as providing specialized beds
for clientsin crisisand was respected for its
well-devel oped administrative infrastructure
and set of policies and procedures. Mira-
monte was distinguished by its service area,
North Santa Clara County, and in particular
Palo Alto and the surrounding communities.
One of Miramonte' s strengthswasits diverse
array of funding sources.

Prior to the 1990s, partnerships between
these agencies had involved sharing infor-
mation, coordination of programs, and occa
sional collaboration on community events.
As managed care became more of an issue,
however, these organizationsjoined othersin
looking for ways to better adapt to and thrive
in the changing environment.

Emergence of Merger Idea

The Association of Mental Health Con-
tractors, formed over 20 years ago, isagroup
of chief executive officers of eighteen men-
tal health providers in Santa Clara County,

Cadlifornia, that provides a means by which
directors consult with each other and joint-
ly plan for the future. By January 1995, six-
teen of these organizations had worked
together to develop a plan for a partnership
resembling amanagement service organiza-
tion structure (M S0).Y” Four of the organi-
zations—Miramonte Mental  Health
Services, Community Companions, Avenues
to Mental Health, and Eastfield Ming
Quong—thought the plan wastoo expensive
to be feasible, withdrew from the planning
process, and began to talk with each other
about other ways of working together. The
four organizations had similar missions, and
knew of each other’ s programs and strengths.
All four felt that collaborating would be the
key to thriving in the health care environ-
ment of the future, and believed that in order
to attract fundsin that environment, organi-
zations would have to work more closely
together. With such strategic motivationsin
mind, the organizations began to meet in
January of 1995 to discuss how they could
address the duplication in the services they
provided through some type of integration,
not necessarily a merger.

After meeting for six months on their
own, the organizations decided to hire acon-
sultant to help them with the planning pro-
cess. The consultant helped them to focus
on function rather than form. Through a
“visioning” process, they were ableto agree
on a common mission that helped them to
then consider what form they might want the
partnership to take. Hiland recalls that their
initial discussion about the technicalities of
the structure of the integration bred fear
among the participants and stalled their
process. “The most crucial moment in the
weekly meetings was when we decided that
our vision for partnering had to be about
more than our individual interests—it had to
be about the clients,” stresses Hiland.

After six months, the group then hired
aconsultant specializing in hedlthcare to help
them develop a report on the feasibility of
an integration similar to a parent-subsidiary
structure.’® In February of 1996, the report
was presented to the boards and executive

17 For more on management service organizations (M SOs), see page 12. For profiles of MSO, see

pages 31 and 34.

18 For more on parent-subsidiary structures, see page 12. for profiles of parent-subsidiary struc-

tures, see pages 37 and 40.

STRATEGIC RESTRUCTURING

Alliance for Community
Care, Merger Profile

Community Companions
Location:
San Jose, CA
Type:
Mental Health
Organization
Budget:
$5.5 million (1995-96)
Founding Year:
1975

Miramonte Mental
Health Services
Location:

Palo Alto, CA
Type:

Human Services
Budget:

$2.5 million (1996)
Founding Year:

1962

Avenuesto Mental Health
Location:

San Jose, CA
Type:

Human Services
Budget:

$9 million (1996)
Founding Year:

1952

49



staff of the four organizations. The Eastfield
board and staff decided to withdraw from
the partnership because their mission was
specific to children while the rest of the agen-
ciesfocused on all populations.

The steering committee made up of rep-
resentatives of the three remaining agencies
continued to meet and their discussions
quickly began to focus on the costs and ben-
efits of afull merger. Everyone agreed that
they wanted to create an organization that
was strong enough to withstand the advances
of any larger health care providers or for-
profit entities that might want to move in
and “take over.” The most important con-
cern among the members of the group was
the possibility that the mission of one or
more of the parties might be lost in the new
entity. For example, Margaret Raffin, then a
board member for Miramonte and a current
supporter of Alliance, reports that,
“Miramonte’s board hesitated in our deci-
sion to merge because Miramonte had adis-
tinct identity in Palo Alto, and it could lose
that identity.”

Because the merger promised to help
all of the organizations compete more effec-
tively, the board decided that this lingering
uncertainty should not prevent them from
moving forward. Moreover, members of the
group agreed that consolidating their opera-
tions and their programs made the most sense
asaway to improve client services. Indeed,
the benefits to their clients promised to be
so significant that Glen Robertson, the
Avenues chief executive officer, felt con-
vinced that “It would be immoral not to do
it.” They asked the health care consultants
to revise their report so that it focused on a
merger of the three organizations that would
preserve the priorities of the origina orga-
nizations. In March of 1996, the three boards
voted to merge the agencies.

The next step was to form a consolida-
tion committee to begin formal negotiations.
Each board elected two people to this con-
solidation committee, with the understanding
that those two representatives would even-
tually become members of the new board.
At the urging of Hiland, the group invited
Permanent Housing, an organization with
which Community Companions was nego-
tiating a separate merger, to contribute one
member to the committee as well.

The consolidation committee met for
thefirst timein May 1996, and continued to
meet through June to negotiate as many
merger-related issues as possible. One of the
first tasks of the committee was to name an
executive director for the merged entity. The
committee decided that the search would be
internal, and hired a search consultant to help
with the decision process. The consultant
acted as an advisor to the hiring committee,
which comprised both staff and board mem-
bers. In the meantime, the governing boards
of the three entities agreed that the current
executives of the three parties would form
an executive transition team.

At the end of the search process, Hiland
was selected. Some people were surprised
at the choice, as she had the least amount of
executive experience among the directors
being considered. However, consensus
among staff was that she wasthe right choice
for thejob; she had worked with Community
Companions for 20 years, and was known
to be committed to the mission of her orga-
nization. Although the initial surpriseled to
a short period of awkwardness after her
selection, support was quickly forthcoming.
Hiland accepted the position. Other positions
or severance packages were offered to the
other directors, which included incentives
for them to stay during the transition process.
Lynn Farr, former Miramonte chief execu-
tive officer, accepted the director of clinical
services position. She served in that position
for almost a year before being replaced by
Vonza Thompson, the former director of
clinical servicesfor Avenues. Glen Robert-
son, former Avenues chief executive offi-
cer, decided to retire.

Implementation of the Merger

The consolidation committee decided
that the name of the merged entity would be
Alliance for Community Care, and that its
mission would be “to help individuals
achieve mental and emotional health, dis-
cover and reach their potential, and fully par-
ticipate in life.” Alliance for Community
Care began operationsin January, 1997. The
staffs had been convened regularly through-
out the process in an effort to keep them
apprised of what was going on, and thuswere
not surprised at the outcome of the discus-
sions. The county, the main contractor for
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all three organizations, had also been updat-
ed throughout the process, and was very sup-
portive of the merger.

The merger took atoll at the staff level,
although layoffs were limited. The execu-
tive directors and about fourteen other man-
agement positions were eliminated and oth-
ers redesigned. Some new positions were
created. The message sent to both adminis-
trative and program staff wasthat the goal of
the merger was not to reduce the number of
employees, and that if people werewilling to
work and be flexible with regard to exact job
descriptions, there would be a position for
them in the new entity. Although no one
below management level was let go as a
result of the merger, some people did choose
to leave.

Unfortunately, not all staff felt equally
informed and included throughout the inte-
gration process. Severa of thoseinterviewed
intimated that the former Permanent Housing
staff, in particular, felt like stepchildren
throughout this process. A 1998 strategic plan
included an employee satisfaction survey that
found that 76 percent of respondentsfelt that
trust was an issue in integrating culturally.

In an effort to help staff members
become better acquainted with each other,
the administration organized a series of gath-
erings known as “ discovery meetings.” The
goal of these meetings was to bring staff
members who worked for similar programs
throughout the newly forming entity togeth-
er. For example, a group of staff members
from avocational program met with another
group of staff membersfrom adifferent voca
tional program, and attempted to get to know
each other in a low-pressure, non-task-ori-
ented environment. Unfortunately, the staff
did not yet feel ready to engage in that type
of activity. Participants were more concerned
about what changes were going to take place
in their organizations and programs, and
wanted more task-oriented discussions. Thus
there was a mismatch between the adminis-
tration’ sgoal in convening the meetings and
the interests of those attending. After afew
meetings, Lynn Farr, then the clinical direc-
tor, discontinued the practice. Hiland says
that the integration of staff and cultures has
been slow, and that there is still more work
to be done. She believesthat rather than forc-
ing cultures and people to integrate, organi-
zations should let this happen more natural -
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ly. She has found that over time staff have
been coming together on their own, through
the standard staff and program meetings.

Merged Organization In Action

After the merger, most key senior staff
moved to acentral officein San Jose. Some
other staff also moved in accordance with
shifting of responsibilities. All facilitieswere
maintained. Many of the administrative sys-
tems have now been fully integrated, includ-
ing management information systems, pay-
roll, financial management, fundraising, and
personnel policies. Thereis still work to be
done, however. Efforts to integrate client
contact reporting procedures, aswell assome
of the clinical supervision policies and pro-
cedures, are till in process.

During the first year of integration, a
union was formed. Nikki Winovich, former
Training Coordinator with Community
Companions and now a consultant for Al-
liance, feels that “The union organizing
process filled a void created by the lack of
cultural integration. It made people feel a
sense of unity and empowerment.” Some
believed that the union organizing process
was disruptive to client services. However,
others saw it asthe only way to secure com-
petitive salary and benefit packages, and felt
that it was beneficial. Unionization also
addressed staff concerns that working for a
larger organization would mean that staff
had less influence over that organization; a
union guaranteed such influence.

Alliance offers services at over thirteen
sites across Santa Clara County. All services
that were formerly offered by theindividual
entities continue to be offered by Alliance.
Together, Alliance's programs provide ser-
vices for every stage of a person’slife, and
clientsin one program can easily gain access
to other services throughout Alliance.
According to Hiland, the merger has alowed
the organizations to attract as much as 24
percent more revenue primarily from men-
tal health contracts.

Alliance has also become stronger in
relation to other entities vying for the same
public dollars. For example, the County has
had contracting relationships with the vari-
ous mental health organizationsin the area,
and has typically set the agenda regarding
contracting levels and arrangements. Mental
health county administrators and policy mak-

Interviewed:

Marge Chavis

Crisis Residential Team
Leader

Alliance for Community
Care

Patricia Espinoza
Human Resources
Administrative Assistant
Alliance for Community
Care

Mary Hiland

Chief Executive Officer
Alliance for Community
Care

Beth Johns

Assistant Program Manager
for Vocational Services
Alliance for Community
Care

Linda Jordan

Director of Residential
Services

Alliance for Community
Care

Jerry McCann

Director of Vocational
Services

Alliance for Community
Care
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Day Treatment Program
Facilitator
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Former Board Member
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Avenues to Mental Health

(interviews continued, next page)
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Former Board Member
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Program Manager
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Care
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Services
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Care

Vonza Thompson

Director of Clinical Services
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Coordinator
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Board Member
Community Companions
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ers now include Alliance in the process of
setting the agenda, and request their input
more often and on agreater variety of issues.

The merged organi zation has a so ben-
efited from a richer mix of skills provided
by the middle managers of the original orga-
nizations, according to Raffin. Marge
Chavis, former member of the program staff
at Avenues and now crisis residential team
leader at Alliance, adds that the larger orga-
nization provides more opportunitiesfor staff
“to move up, or horizontally.”

Future

Jerry McCann, former employment pro-
gram staff at Community Companions and
now director of Vocational Services at Al-
liance, states that future plans for the orga-
nizationinclude“. . . moving away from pub-
lic funding, decreasing bureaucracy at
Alliance, and diversifying our funding
sources.” Alliance also faces the challenge
of maintaining the level of community re-
sponsiveness each of the partners maintained
before the merger, while at the same time
growing into alarger entity. The question of
how large is too large is likely to face
Alliance, according to Paul Taylor, theformer
clinical director at Miramonte and current
director of community services at Alliance.

Lessons

* Clear and consistent communication
with staff. Beth Johns maintains that,

“If I wereto do thisagain, | would
want someone to sit with me and tell
me how things will change, explain
new roles and expectations, and be
more explicit about all the possibili-
ties.” Communication is an ongoing
concern for the merged organization.
Mitchell, for example, recalled that the
clients of the program in which she
works were not invited to an all-
agency Christmas party for clients.

External pressuresand shared mis-
sion. The emergence of managed care
policies in the menta health field was
the dominant motivation for the merg-
er among the four organizations. When
road blocks appeared in their negotia-
tions, the stakeholder’ s mutual concern
about both adapting to the changing
environment and effectively serving
their clientele spurred them to proceed.

Staff integration. Althoughitis
important to bring staff together to
meet, work, and plan as soon as possi-
ble after amerger, Alliance leaders
found that it was not helpful to force
the “ getting to know you” process.
Anxiety about tasks and logistics inter-
fered with purely socia get-togethers
early in the integration process.
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