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The Community Action Partnership is the nonproﬁt, national membership organization representing the interests of the
1,000+ Community Action Agencies (CAAs) across the country that annually help 17 million low-income Americans achieve
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La Piana Consulting

Founded in 1998 with start-up capital from three major foundations, La Piana Consulting is a national firm dedicated to
strengthening nonprofits and foundations. Our mission is to improve leadership and management practices throughout the
sector for greater social impact. We have consulted to nearly 600 organizations with an emphasis in the following practice
areas:
· S
 trategy: business planning, Real-Time Strategic Planning, market positioning, organizational assessment and organizational
development
· Leadership: governance, executive search and transition planning, capacity-building programs and human resources
solutions
· Strategic Restructuring: collaborations, partnerships and mergers
La Piana consultants regularly undertake original research and development that leads to ongoing innovation in our own
practice and wide adoption of our new methodologies throughout the nonprofit sector. Our consultants are popular speakers
and frequently participate in the national dialogue on organizational effectiveness. To support and advance the sector, we
have produced a library of resources, from assessment tools and white papers, to books including The Nonprofit Strategy
Revolution and The Nonprofit Mergers Workbooks Part 1 and Part 2 and our most recent book – The Nonprofit Business Plan
– The Leader’s Guide to Creating a Successful Business Plan. We offer national workshops and trainings on the sector’s best
practices for nonprofit leaders and consultants.

CAPLAW

CAPLAW is a 501(c)(3) nonprofit membership organization, established in 1989, dedicated to providing the legal, governance
and management resources necessary to sustain and strengthen the national Community Action Agency (CAA) network. For
nearly 50 years, since the Economic Opportunity Act of 1964 established the Community Action Program, CAAs have been
working to strengthen low-income communities and to help low-income individuals and families achieve self-sufficiency and
economic security.
Through its in-house staff and a network of private attorneys, CAPLAW provides consultation, training, and resources on a
wide variety of legal, governance and management topics. This assistance enables CAAs to operate legally sound and wellgoverned organizations, thereby enhancing their ability to effect positive change in their communities.
This publication was created by National Association of Community Action Agencies – Community Action Partnership in the performance of
the U.S. Department of Health and Human Services, Administration for Children and Families, Office of Community Services Grant Number
90ET0428. Any opinion, findings, and conclusions, or recommendations expressed in this material are those of the author(s) and do not
necessarily reflect the views of the U.S. Department of Health and Human Services, Administration for Children and Families
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Introduction
Strategic Restructuring comprises a range of collaborative strategies that Community Action Agencies
(CAAs) might use to pursue new opportunities, build capacity, increase client impact, increase access
to funding, increase efficiency, and reduce costs. CAAs routinely engage in partnerships to improve
quality of services, maximize financial resources, expand the range of available programs and
increase customer outcomes; increasingly, however, CAAs are finding themselves considering more
integrative forms of partnerships ranging from joint programming to mergers.
This toolkit has been developed to provide CAAs with baseline information on strategic
restructuring, resources necessary to begin the discussion of possibilities, and key board and staff
questions that need to be considered before starting the strategic restructuring process. Using
materials provided by nationally recognized firm La Piana Consulting and CAPLAW, this resource
will provide a vital first step in understanding how Community Action Agencies can use these
collaborative approaches to capitalize on strengths and minimize weaknesses.
This publication includes case studies conducted by both La Piana Consulting and CAPLAW to
provide real world insight into practicability, links to other tools and publications that can provide a
deeper understanding of key subject areas, and copies of presentations and materials included at the
August 2011 and January 2012 Community Action Partnership Conferences where La Piana and
CAPLAW jointly presented on this topic.
It should be noted that this tool is only an introduction to a very broad subject. None of the
collaborative options outlined in this manual should be implemented without obtaining expert
advice from an experienced third party or consultant, and an attorney familiar with such activities to
help you fully assess your options, risk/rewards, and potential for success. There are also many
books and resources on strategic restructuring that provide a more in depth understanding of how
to choose and implement a restructuring strategy that best fits your CAA. The Nonprofit Mergers
Workbook by David La Piana and Robert Harrington; Play to Win: The Nonprofit Guide to Competitive
Strategy and Beyond Collaboration: Strategic Restructuring for Nonprofit Organization by David La Piana are a
few such resources and available at www.lapiana.org/. Each of these publications is referenced in
this toolkit.
As the Community Action Network faces ever increasing challenges, this toolkit includes a wide
range of proactive strategies that will keep CAAs strong, efficient, and stable organizations.
Strategic restructuring will add to the range of tools available to CAAs in meeting challenges and
becoming better organizations.
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Current Environment and Strategic
Restructuring
Community Action Agencies find themselves in a dynamic, challenging environment. CAAs are
seeing increased demand for their services from a growing pool of customers; the recession’s impact
continues to ripple through communities; cash flow is more of a challenge than ever; and financial
stability is more difficult to maintain combined with increased competition for funding.
Partnerships have been key to Community Action’s success since the Network’s inception and have
served communities well. Today’s business environment, however, is leading many to go beyond
partnerships and collaborations to consider new corporate structures and alliances in order to
survive.
In Strategic Restructuring: Findings from a Study of Integrations and Alliances Among Nonprofit Social Service
and Cultural Organizations in the United States, La Piana, Kohn, and Gowdy found that three primary
factors motivated their survey respondents (primarily nonprofit executive directors) to pursue some
type of partnership. The first is a sudden change that fundamentally impacted the organization.
Examples of these types of changes are: the departure of an executive director, a fiscal crisis or new
funding opportunity. The second is a forward thinking individual or group that could champion the
idea of strategic restructuring. These forward thinkers not only have to sell the idea, but also
maintain it through opposition, at times putting their own self- interests behind the needs of the
strategic restructuring process. The final reason is a change in the business environment that
necessitates partnerships. This change could be real, perceived, or predicted and could include
reductions in public grants, or implementation of managed care policies.
With the economy still reeling and constant pressure to be more efficient service providers, CAAs
may need to pursue a strategic restructuring process to adapt to the many crises found in today’s
tough operating environment. There are many options that can be utilized to meet the needs of a
CAA that would like to make strategic restructuring a viable tool not only to survive, but to excel.
Strategic restructuring is a range of strategies that involve varying degrees of organizational
integration. La Piana Consulting defines strategic restructuring as: “a continuum of partnerships –
including but not limited to mergers, joint ventures, administrative consolidations, join
programming, and MSOs (Management Service Organizations) – through which nonprofits attempt
to anticipate or respond to environmental threats and opportunities.”
Private funders have also seen an increase in nonprofits pursuing strategic restructuring activities,
and in some cases encourage and/or fund the work needed to assist the process. In 2008, the
Lodestar Foundation instituted the Collaboration Prize, designed to identify achievements in
collaboration as models for inspiration and replication. The Collaboration Prize also seeks to build
an extensive and comprehensive information base of effective practice models that can be studied
and used by academics, nonprofit leaders and grantmakers to inspire and advance their work.
Working now with the Foundation Center, La Piana Consulting and the Arizona-Indiana-Michigan
(AIM) Alliance, Lodestar now has a searchable database of 300 entries of models of collaboration
which can be found at www.thecollaborationprize.org/.
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The graph below shows the various types of partnerships utilized by organizations competing for
Lodestar’s Collaboration Prize in 2008. The majority of organizations competing for this prize
opted for a strategic restructuring strategy that required a large amount of organizational integration,
more specifically mergers and joint programming.
Figure 1. Strategic Partnership by Type
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Range of Restructuring Options
The matrix below, created by La Piana Consulting, shows the continuum of collaborative and
restructuring strategies in relation to programmatic and administrative integration. Collaborations
such as basic information sharing or joint planning allow organizations to retain their full autonomy
while administrative consolidation or joint programming requires more integration of administrative
structures. Even further along the continuum (for example, creating a management service
organization or entering into a joint venture) there is even greater integration and loss of autonomy.
Figure 2. The Partnership Matrix
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What are Some Common Types of
Strategic Restructuring?
According to La Piana Consulting, 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. Strategic restructuring ranges from
alliances like jointly managed programs to organizational integrations, like full-scale mergers.”
La Piana Consulting categorizes the strategic restructuring strategies into two categories: alliances and
integrations.

Alliances
An alliance requires:




Commitment to continue, for the foreseeable future, to share/consolidate administrative
functions and/or programmatic services;
Shared or transferred decision-making power; and
Some type of formal agreement, contract, or memorandum of understanding (MOU).

However, it does not involve any change to the corporate structure of the participating
organizations.
La Piana Consulting identifies and defines four specific types of strategic alliances that include:
Administrative Consolidation
An administrative consolidation includes the sharing, exchanging, or contracting of administrative
functions to increase the administrative efficiency of one or more of the organizations involved.
Such functions include accounting, human resources, information systems, marketing, and
purchasing, among others. Some examples of administrative consolidation include:





One organization providing administrative services for one or more other organizations
Two or more organizations creating one department for carrying out an administrative
function
Two or more organizations exchanging administrative services
Two or more organizations sharing administrative staff

For example, a consortium of community-based primary health care clinics consolidated their
financial and information management functions, while each clinic continued to serve a distinct
geographic and ethnic constituency, and to maintain a separate board of directors and management.
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According to La Piana Consulting, this model works best when there are:





Similar types of transactional functions, systems, operations, facilities, and activities
conducted;
Similar types of managerial services needed;
Similar/complementary missions, clients, services; and
Good relations and high level of trust among parties.

Key questions for your CAA to consider if contemplating this model:




Does it help you better attain your mission and purpose?
Does it take time and resources that could better be used for achieving your mission?
What is your competitive advantage over a for-profit entity?
Contracting or Exchanging Services

Joint Programming
Joint programming includes the joint launching and managing of one or more programs to further
the programmatic mission of the participating organizations. Reasons can include:








Pursuit of new opportunities
Entering new markets or geographic areas
Offering additional services
Accessing greater capacity
Achieving greater client impact
Obtaining greater access to funding
Increasing efficiency and reduce costs

For example, a domestic violence shelter and a rape crisis services organization came together to
form and manage a domestic violence offenders program, while continuing to operate their existing
organizations and programs independently.
Joint Earned Income
Joint earned income is a revenue generation activity that occurs when two or more organizations
jointly create an earned income activity. This could include: a combined capital campaign or social
entrepreneurial ventures.
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Joint Advocacy
A joint advocacy effort occurs when two or more organizations combine their advocacy efforts
either on a single issue/time-limited basis or for ongoing advocacy campaigns.

Integrations
Integration involves changes to corporate control and/or structure, and they may also involve the
creation and/or dissolution of one or more organizations. The five specific types of integrations
identified and defined by La Piana include:
Management Service Organization
A management service organization (MSO) is an integration that includes the creation of a new
organization in order to integrate administrative functions, and thus to increase the administrative
efficiency of participating organizations.
For example, two mental health centers in Illinois created and jointly govern an MSO that provides
administrative support to both organizations, while still allowing both to maintain complete
programmatic independence. Through the MSO, the two organizations share a controller, a director
of management information systems, a director of revenue development, a director of managed care,
and all other financial staff.
MSOs work best with organizations that have:
 Budgets between $1,000,000 and $5,000,000
 Similar transactional functions
 Similar/complementary missions, purposes, and clients
 Moved past the beginning of their nonprofit lifecycle
Challenges to creating an MSO include:







Providing services to meet needs and desires of all clients
Costs and challenges of building scalable systems
Taking resources and focus away from the mission during startup
Serving organizations with different cultures
Raising startup funding
Competition from for profit organizations

Development of an MSO goes beyond administrative consolidation, which may have agreements in
place and advisory body, to a separate entity with an independent governing body.
Figure 3. Administrative Consolidation vs. Management Services Organization
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Joint Venture Corporation
A joint venture corporation is an integration that includes the creation of a new organization to
further a specific administrative or programmatic end of two or more organizations. Partner
organizations share governance of the new organization.
For example, a child welfare organization in the Midwest initiated a joint venture whose mission is
to develop and service client tracking software for human service organizations. The five partners all
sit on the joint venture corporation's board, and together have been able to provide the community
with a much-needed resource.
Like MSOs and administrative consolidation (see Figure 3, above), a joint venture is much more
formal than working together to provide joint programming.
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Figure 4. Joint Programming vs. Joint Venture Corporation

Parent-Subsidiary Structure
A parent-subsidiary structure is an integration that combines some of the partners' administrative
functions and programmatic services. The goal is to increase the administrative efficiency and
program quality of one or more organizations through the creation of a new organization(s), or
designation of an existing organization(s), as a ‘parent’ to oversee administrative functions and
programmatic services of another ‘subsidiary’ organization(s). Although the visibility and identity of
the original organizations often remain intact in a parent-subsidiary relationship, some organizations
involved in such restructurings consolidate to the point where they look and function much like a
merged organization.
For example, a Boys and Girls Club and a YMCA in Maine formed a parent-subsidiary structure that
functions much like a merger, but allows both partners to maintain their corporate structures, and
thus their original endowments. Two multipurpose mental health agencies in Ohio, on the other
hand, formed a parent-subsidiary structure that preserved more of each organization's programmatic
autonomy, while allowing the partners to pursue some programmatic goals together, and providing
improved administrative support and financial stability to the subsidiary.
Parent-subsidiary structures are most often utilized when two organizations desire a merger, but
cannot accomplish it immediately due to the non-transferability of a license/certification or contract.
A parent-subsidiary structure can be put in place until the transferability issues are resolved and the
organizations may then proceed with merger.
Merger or Acquisition
A merger or acquisition is an integration that includes the integration of all programmatic and
administrative functions to increase the administrative efficiency and program impact of one or
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more organizations. Note: The Financial Accounting Standards Board (FASB) requires an
accounting determination of either a merger or acquisition described below.
A merger occurs when two or more organizations are dissolved into a newly created corporation
that includes some or all of the resources, administrative infrastructure and programs of the original
organizations.
An acquisition occurs when one corporation is dissolved (acquired corporation) with all activities
and resources transferred into the surviving (acquirer) corporation. The selection of an acquisition
form of consolidation does not limit the identity/branding, governance, or leadership options of the
participating organizations. However the selection of an acquisition form of consolidation does
impact the booking of assets within the surviving corporation as outlined by FASB Statement No.
164. An acquisition may also involve formation of a new entity where one participating entity has
obtained control of the nonprofit activities or businesses of all participating entities (e.g., by
appointing significantly more of the governing board of the newly formed entity, retaining its bylaws
and policies, etc.).
Asset Liquidation/Transfer
Asset liquidation occurs when an organization is no longer able to sustain its services and
operations. The liquidating nonprofit corporation settles all of its liabilities, transfers its remaining
assets to another nonprofit organization of similar mission, and then dissolves. Organizations in this
situation need to obtain legal services to help determine the appropriate path to asset liquidation and
debt resolution.
Asset transfer occurs when an organization determines it cannot or chooses not to continue with a
program/service or capital asset. The goal is to transfer these programs/services and/or capital to
another organization. Assets and liabilities related to the specific program/services need to be
assessed for appropriate disposition, along with appropriate compensation.
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What Fits Your Current Situation and
Works for Your CAA?
Before even beginning the strategic restructuring process, a preliminary assessment of objectives can
save work by ensuring that the correct form of partnership is pursued. The process of deciding what
form of partnership is best for a CAA begins with understanding how a particular partnership
strategy interrelates with other organizational functions and establishing objectives for the venture.
The partnership relationship matrix in Appendix A, designed by La Piana, outlines how different
partnership options interrelate with key administrative functions. For example, collaboration
between two organizations involving human resources might involve the sharing of policies or best
practices as well as cross-training, such as spending time in partner offices. In addition to the
partnership relationship matrix, La Piana and Harrington designed a basic decision tree to be used
along with the matrix in assessing objectives and deciding what type of merger or collaboration
would be best. The decision tree highlights objectives such as gaining access to political clout or
specific programing as most suitable for collaboration, while increasing administrative efficiency on
a large scale would be better achieved through joint restructuring.

Making it Work: Know Yourself, Know Your Partner
Strategic restructuring is not an easy process. The road to success is filled with many potholes and
hidden dangers. That being said, there are many cases in which strategic restructuring has proven
successful. The reasons and factors involved in successful strategic restructuring processes vary
from case to case. La Piana has outlined a strategic restructuring process that includes steps such as
assessment, negotiation, and implementation. These steps can help a CAA identify factors for
success already present within the organization and work through other stages critical in a successful
strategic restructuring process.

Level of Board Involvement
As the body that is legally responsible for the work of a nonprofit CAA, the board of directors must
be involved in all types of partnerships. However, the type or level of involvement differs
depending on partnership type. Partnerships that do not involve a large amount of organizational
integration, transfer of control, or changes to the corporate structure will not require the same level
of board involvement as more formal partnerships that involve a large amount of organizational
integration or transfer of control for key organizational functions. Partnerships such as
collaborations, joint planning or program coordination generally need less board involvement as
both organizations retain almost complete autonomy and control of their administrative functions.
In these cases, the board should be apprised of, and in some cases, formally approve the activity.
However, as much of the actual partnership work is handled at the programmatic level, the board
will have little role in implementing or negotiating the venture. Other partnerships such as mergers
or joint venture corporations require board involvement to initiate, plan and negotiate. In their
book Nonprofit Mergers Workbook Part 1: The Leader’s Guide to Considering, Negotiating, and Executing a
Merger, La Piana and Harrington emphasize this point by explaining that along with hiring an
executive director, and recruiting new board members, mergers are a fundamental function of the
board. Thus, board involvement in partnerships varies by type, but generally increases as the need
for a change in organizational structure increases.
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Case studies to assist CAAs in seeing real world application of these principles can be found in
Appendices J and K.

Success Factors
La Piana’s research has found the following to be critical success factors in the strategic restructuring
process:
 Staff/board member championed the alliance (80%)
 Positive past experiences with collaboration (74%)
 Board support/encouragement (73%)
 Organization risk-taking/growth orientation (70%)
 Positive board-executive relations (64%)
Source: Strategic Restructuring for Nonprofit Organizations, Kohm, La Piana, 2003.
Other success factors include:





Mission focus
Flexibility in pursuing mission
Clarity regarding desired outcomes
Positive relations with potential partners

Potential Roadblocks
While there will always be challenges to navigate, the research also shows that there are several
roadblocks that can typically cause problems. These include:





Autonomy concerns
Lack of trust
Self-interest
Organizational culture
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The Strategic Restructuring Process
Figure 5. The Strategic Restructuring Process

The La Piana strategic restructuring process encompasses various stages of assessment, negotiation,
and implementation to ensure that the organization has properly evaluated itself, potential partners,
and the plan of action before beginning the restructuring process. Though the details will vary
according to the unique issues of the organizations involved and the type of partnership structure
desired, the framework remains similar for all strategic restructuring projects.

Stage 1: Assessment
In this first stage, the CAA should be assessed for its readiness and suitability as a partner. This
involves asking a series of questions about the organization and its people, and looking at the
organization's strengths, weaknesses, and "unique ways of doing things”. For examples of
organizational assessments that can be used for this stage, see the Nonprofit Mergers Workbook Part 1:
The Leader’s Guide to Considering, Negotiating, and Executing a Merger written by David La Piana and
Robert Harrington. The La Piana strategic restructuring process emphasizes that the assessment
stage is an extremely important foundational step, as experience has shown that the readiness factors
explored in this stage correlate with success in the actual merger effort. By understanding its strong
and weak points relative to a potential strategic restructuring effort, a Community Action Agency
will be in a better position to anticipate difficulties before they occur as well as devise an
implementation plan that can be executed with maximum efficiency.
The assessment stage has several layers requiring a CAA to assess its current organizational capacity,
its ability to partner effectively with other organizations, and the suitableness of potential partners.
The self-assessment stage has two parts. The first focuses on the CAA itself and the second is more
externally focused, evaluating other organizations and how well they might work with the CAA.

Strategic Restructuring for Your CAA

16

Self-Assessment
The first part of the self-assessment examines what the fundamental drivers are for wanting to
implement a restructuring process, what objectives are to be achieved with strategic restructuring,
and what possible pitfalls might impede or prevent progress. Examples of questions asked in this
stage are:






What are your motivations?
What are your desired outcomes?
Have you noted critical issues?
Are there organizational factors or “red flags”?
Have you done a financial assessment?

Motivators
The motivations for strategic restructuring vary greatly from organization to organization. The
graph below shows the top five motivating factors in partnerships submitted for consideration in the
Collaboration Prize funded by the Lodestar Foundation. In their book Nonprofit Mergers Workbook
Part 1: The Leader’s Guide to Considering, Negotiating, and Executing a Merger, David La Piana and Robert
Harrington describe the motivations for mergers as most often coming down to a combination of
one or more of the strategic drivers to improve finances, gain access to larger skill sets, and enhance
the pursuit of the organization’s mission. They further develop this concept with a worksheet that
requires users to write down their motivations and place them into categories based on the strategic
drivers mentioned above. The final result of this is a statement of motivations combining all
previously identified drivers.
Figure 6. Factors That Best Describe Why A Collaboration Was Formed
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Outcomes
After completely assessing motivations, outcomes for the partnership should be defined. La Piana
and Harrington describe this as what the parties in the partnership hope to achieve by working
together. They go on to explain that this step should be taken before negotiations begin and that
the outcomes should be expressed in measurable or quantifiable terms. For example:



“This partnership should expand our capacity to an additional 50 clients per year.”
“This partnership will extend our weatherization services into five additional counties.”

The Nonprofit Mergers Workbook Part 1: The Leader’s Guide to Considering, Negotiating, and Executing a
Merger by David La Piana and Robert Harrington provides a desired outcomes exercise that moves
participants to first list and prioritize outcomes and then establish a means of measuring progress
and completion of the outcome.
Critical Issues and Organizational Red Flags
At times organizations can be in crisis when moving toward a merger or another type of partnership.
In fact, La Piana and Harrington describe a merger as a type of crisis. As a result, partnerships may
be planned, negotiated, and implemented in an unstable environment. To try to mitigate some of
the risks associated La Piana and Harrington designed an organizational self-assessment that calls for
looking at internal issues (organizational red flags) that could impact the success of a partnership.
Issues such as cash shortages, leadership transition, or a board that is not functioning correctly could
quickly derail a partnership venture by impacting the ability to effectively plan, lead, or fund the
venture. In addition, La Piana and Harrington introduce an assessment tool to identify critical
issues. They define these types of issues as: “those issues that are most significant to the
organization’s future success.” Users of the tool list critical issues by the constituencies present in
their organizations and then compare them for similarities and major differences. In doing this, they
not only identify significant issues critical to the organization’s success that stretch across all internal
constituencies, but also identify major internal differences that could jeopardize the whole strategic
restructuring process.
Financial Assessment
Having a full picture of the organization's finances is crucial. Depending on the reasons for the
restructuring, the fiscal situation of the organization will vary. At minimum, key players must
conduct an honest, full assessment of the organization's financial position. Certainly the
organization's audit and any related entity's audits should be reviewed. In addition, current cash
position, projected revenue and expenses, accurate assessment of current assets, and an assessment
of projected expenses, should be examined. Board members should review this analysis closely.
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Assessment of Potential Partners
The next step process is assessing potential partners. After taking stock of the full scope of work
done through the self-assessment, it is time to conduct a potential partner assessment based on
complementary services, skills, and expertise as well as level of trust and past experiences.
Consider organizations with similarities and differences in:






Mission and vision
Constituents served
Types of programs
Funding sources
Strengths and weaknesses

Which organizations can help you fill your major gaps? Most likely it will be those that:






Provide skills and expertise to increase your operating capacity
Provide complementary services needed by your clients
Make you more efficient
Allow you to seize on major opportunities
Give you access to additional resources

Complementary Skills and Services
La Piana and Harrington have several tools for assessing potential partnerships in their book
Nonprofit Mergers Workbook Part 1: The Leader’s Guide to Considering, Negotiating, and Executing a Merger.
One tool is designed to assess usable skills and assets that potential partners have to offer. In their
nonprofit merger workbook, La Piana and Harrington define usable skills as “ those skills that are
more than merely apparent to the casual observer, but actually can be put to practical use in your
organization.” After defining usable skills, La Piana and Harrington have users of this tool first list
the greatest skills and assets of their potential partner and then compare them to the work that was
done on critical issues and desired outcomes in the self-assessment. In doing this, users of the tool
can see how usable skills potential partners bring to the partnership can help achieve the desired
outcomes of the partnership and address critical issues identified in the self-assessment.
Level of Trust and Past Experience
In addition to complementary skills and services, La Piana and Harrington evaluate the level of trust
and the quality of past experiences. In their book, Nonprofit Mergers Workbook Part 1: The Leader’s
Guide to Considering, Negotiating, and Executing a Merger, La Piana and Harrington identify trust as a
valuable commodity that is very difficult to maintain. To measure the level of trust between
potential partners, La Piana and Harrington have users of their guide rate the level of trust on a five
point scale and then describe experiences that formed the level of trust. La Piana and Harrington
emphasize how trust is perceived based both on emotion and actual fact and thus it is important to
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ensure that perceptions are indeed based on fact and not a felt impression produced by a small
number of experiences or one or two standout experiences.

Cautions and Challenges
In their book, Nonprofit Mergers Workbook Part 1: The Leader’s Guide to Considering, Negotiating, and
Executing a Merger, La Piana and Harrington outline a method of assessing possible cautions and
challenges that could derail the strategic restructuring process. Their assessment process identifies
three classifications of possible road blocks - autonomy, self-interest, and culture clash - and
includes specialized worksheets for each category. La Piana explains each of these classifications in
his report Beyond Collaboration: Strategic Restructuring of Nonprofit Organizations. Please see Appendix F
for a list of all resources listed in this toolkit. Additionally, he compiled a list of common issues
associated with the merger negotiation process by organizational function. This list, found in
Appendix B, highlights key areas of autonomy, self-interest, and culture clash, such as staffing levels,
mission drift, and personnel policies.
La Piana identifies autonomy as important because it is one of the few advantages many employees
have in an industry with low pay and a good deal of uncertainty. He notes that many nonprofits are
created through the commitment and drive of a small group of people and that many impasses
occur when there has not been enough attention paid to the loss of autonomy by key members of
staff and management. As a way of defusing the situation, he suggests having those that value
autonomy write their concerns in a safe environment and have a deep discussion over each concern
listed. La Piana notes that a clear understanding of these concerns prevent misunderstandings and
lead to well-crafted compromises and agreements that will facilitate the restructuring process.
After autonomy La Piana moves to self-interest. He describes this category as something more basic
than loss of autonomy, such as fear of a loss of status, employment, or affiliation with an
organization. La Piana emphasizes that this is a perfectly natural fear and is in no way inappropriate
or unethical in a nonprofit environment. He makes the point that, in general, staff need to feel
included, supported, and secure in continued gainful employment. Board members and volunteers
devote their time to the organization because they believe either in the organization or its mission.
Again, La Piana says it is important to address these concerns before they become something that
can truly impede the restructuring process.
The final category outlined by La Piana is culture clash. In his report Beyond Collaboration: Strategic
Restructuring of Nonprofit Organizations, he describes culture as a shared set of organizational beliefs and
practices that allows many nonprofits to weather financial insecurity and hard work, without
financial incentives. This organizational culture promotes a different perceived reality than that
perceived by members from outside the organization. La Piana points out that this must be taken
into account when people are headed into negotiations to ensure that expectations and perceptions
are managed in a way that promote success of the negotiations.
Additionally, organizations need to consider the past and current level of trust between the
leadership and the organizations as a whole. The partnership exploration process should be seen as
a trust building exercise to establish positive working relationships. Areas of distrust from past
experiences need to be explored to determine if they impact current working relationships.
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Stage 2: Negotiation
Figure 7. The Negotiations Process - La Piana Consulting

After each organization has conducted an internal assessment to evaluate its own position as a
potential strategic restructuring participant, La Piana moves to examining pre-existing relationships,
between specific potential partners. In this part of the assessment, organizations take into account
their past interactions. Were they positive? Does each organization bring complimentary skill sets?
Do organizational missions match?
The assessment phase designed by La Piana allows CAAs to identify organizational weaknesses,
complimentary services, and cultural factors that could likely impact the success of negotiations and
the subsequent implementation of a partnership. An additional benefit of this stage is that it allows
parties to be more aware of what they know about their own organization and their potential
partners. This includes the fundamental drivers for the good and bad feelings about the partnership
as well as possible motivations for cultural conflict that can derail negotiations or the
implementation of a partnership.
Once all parties have explored their own and their potential partners' suitability for partnership, La
Piana delves more deeply into the specifics of what is possible. He reviews the types of partnerships,
and discusses specific questions relevant to each type. Legal counsel may be necessary to explore
specific issues that may be relevant to a potential partnership, such as the impact of union contracts
or employment agreements.
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While each negotiation process is unique, most organizations go through each of the following
negotiation stages:


Commit to negotiations and assemble a negotiation committee
o Board authorization and the development of a "good-faith" negotiations resolution
o Formation of a negotiations committee (to include the CEOs and approximately
three to five board members from each organization.)



Plan and conduct negotiations
o Initial negotiation meeting and agenda formation
o Continued negotiation
o The due diligence process (examination of the financial and legal ramifications of a
merger)
o Communications and rumor control



Write and give proposed negotiations to the board
o Decision-making and negotiations committee recommendations



Approve or reject agreement
o Board discussion and agreement

Commit to Negotiations
La Piana writes that, generally, negotiations begin with informal discussions between two
acquaintances or colleagues. They then progress to a more formal interaction involving more board
members and staff leaders. The level of approval and board involvement may need to change with
the type of partnership being pursued. La Piana emphasizes that because the board must approve
negotiated agreements involving partnerships that require a change in the corporate structure, it is
critical they approve the process. Before deciding on the viability of negotiations, the board should
write out why it would be a good idea to enter into a partnership and what it thinks will result from
the partnership. La Piana goes on to explain that the board should know the following:





It is not being asked to authorize a partnership
It will be apprised of the progress of the negotiations
It will ultimately be asked to vote on a partnership proposal
It cannot be committed to a merger without prior authorization

La Piana describes a merger as a more involved type of partnership that is a fundamental
responsibility of the board, and while the executive director should play a central role, the board
should take the lead in the process. After full board discussions, the board should then vote to do
the following:




Commit itself to good-faith negotiations toward a possible merger
Establish an ad hoc committee to carry out the negotiations and report back
Set a time period for the negotiations
Strategic Restructuring for Your CAA

22

Planning and Conducting Negotiations
The next step, after establishing a timeframe and negotiation team membership, according to La
Piana and Harrington, is planning and executing the negotiations. They outline a sample agenda that
includes introduction of participants, a short history of each organization, and identification of
motivating factors among other agenda items. To ensure that motivations and drivers are
completely understood by everyone involved, La Piana and Harrington discuss basic brainstorming
sessions to create an environment that facilitates the open exchange of ideas. In Nonprofit Mergers
Workbook Part 1, they do not highlight a specific brainstorming exercise outside of simply writing
motivations, expectations, and concerns on pieces of butcher paper and posting them on a wall for
the duration of the negotiations.
It is often useful to work with an attorney in the restructuring process. An attorney can help, for
example, by: reviewing and evaluating the laws, regulations and contract terms likely to affect the
choice of restructuring options; identifying which restructuring options are likely to work (and which
are not); identifying whether funding source approval is required and what the impact of the
transaction or arrangement will be on licensing, accreditation etc.; identifying key requirements or
deal-breakers from a legal perspective; conducting or assisting with legal due diligence; drafting the
agreement (e.g., merger agreement or management services agreement); advising on required board
votes and on language for those votes; and, in the case of a formal merger or consolidation, drafting
the plan of merger/consolidation and articles of merger/consolidation and making necessary filings
with the state. Each party should work with an attorney who is licensed in its state and is familiar
with nonprofit corporate law in that state, as well as other nonprofit legal issues. (In the case of a
merger, the organizations often start out with separate attorneys, but after the board of each
organization votes to merge, the organizations may jointly hire one attorney.)
Depending on the type of partnership, a due diligence process may be necessary. La Piana and
Harrington have developed a due diligence checklist (attached to this toolkit as Appendix C) that
includes various legal and financial documents and information to be examined during the due
diligence process. Especially in the case of a merger, it is important to work with a lawyer and an
experienced financial professional in conducting due diligence to identify any potential problems and
resolve them early on in the merger process.
After the due diligence is completed, then the negotiating committee should move to choosing a
type of partnership. La Piana and Harrington offer various exercises for various types of formal
partnership such as a merger, interlocking boards, and transferring assets. Additionally, they outline
a decision tree for deciding on a merger that examines the ability of each party to integrate into
another organization, taking into account loss of funds, debts, and other liabilities.
The negotiating committee should then write their proposal and deliver it to their respective boards
for approval. La Piana and Harrington write that the proposal should answer the questions:



What exactly, have we agreed to?
What do we do now?
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As the proposal becomes more detailed and the true extent of what is being proposed comes into
focus, tensions may raise. La Piana and Harrington emphasize that because everything that is truly
at stake has been laid out. Worries that have been sitting just below the surface may surface in a
manner that could threaten the negotiations. Therefore, extreme care should be exercised at this
point in the negotiation process.
The respective boards will with then approve or reject the proposal. La Piana and Harrington
suggest a combined meeting of both boards where possible for the presentation of the merger
proposal. They also emphasize constant communication between board chairs to manage problems
that may arise from board factions that are not in favor of the merger.
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Stage 3: Implementation/ Integration
La Piana writes on his website that the integration of people and processes that makes real all the
previous discussions can be trying and conflict-laden. The new organization should approach this
integration phase with special focus on the following issues:










Timeframe
Use of legal counsel
Creation of an integration plan, steering committee and potential integration sub-committees
(HR, Program, IT, Facilities, etc.)
Board integration
Management integration
Staff integration
Managing culture conflict
Program integration
Systems integration

Timeframe
The timeframe for implementing a partnership varies by type. La Piana and Harrington observe that
some collaborative arrangements, such as interlocking boards, are relatively easy to implement in a
comparatively short amount of time. They go on to explain that other arrangements can take longer
to implement and that the timeframe depends on the organization’s collaboration type and the
amount of resources that can be directed at ensuring the process moves along smoothly.
Use of Legal Counsel
La Piana and Harrington identify reviewing proposed plans for appropriateness, ensuring
compliance with federal and state laws, and protecting IRS exemption among others as those steps
that a lawyer would complete when implementing a merger or more complex type of partnership.
Additionally, they draw various distinctions between the role of an attorney in a nonprofit merger
environment and a business environment. La Piana and Harrington explain that in a business
merger each side would have its own attorney or group of attorneys handling the negotiations,
jockeying for the best deal possible. They continue by highlighting the fact that nonprofit
organizations often conduct their own negotiations with the help of consultants making the use of
attorneys for negotiating a redundant expense. Finally, La Piana and Harrington advise hiring an
attorney that is a specialist in nonprofits because they will have a better understanding of the issues
specific to nonprofit organizations, carry out the implementation quickly, and possibly save the
parties involved money.
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Board Integration
La Piana and Harrington outline a basic process for board integration. They advise finding projects
that the board can work together on as soon as possible, as well as scheduling a combined retreat
that will place the new boards in a position where they can get to know each other. They go on to
propose a system of transitional board officer assignments that change from year one to year two
and divide the responsibilities evenly between both boards.
Management and Staff Integration
La Piana and Harrington offer no preset method of integrating management staff in their book
Nonprofit Mergers Workbook Part 1: The Leader’s Guide to Considering, Negotiating, and Executing a Merger.
However, they do offer some general guidelines. The first guideline they mention is choosing an
executive director to lead the process. They go on to suggest incorporating a diverse management
team taken equally from both organizations and taking into account political concerns and aspects of
organizational culture when reforming the management team. They emphasize that management
decisions involve not only skill set concerns, but political concerns as well, with consequences that
could last for years to come.
In their book Nonprofit Mergers Workbook Part 1: The Leader’s Guide to Considering, Negotiating, and
Executing a Merger La Piana and Harrington highlight the number one concern for staff is loss of
employment. However, they go on to point out that the positions most likely to be cut, in order of
likelihood are: executive director, members of the bookkeeping staff and accounting staff, and
middle managers. To ease staff integration problems, La Piana and Harrington suggest combining
training and staff development functions, organizing site visits and work teams among staff with
organizational counterparts. Finally, they suggest using a staff liaison selected from frontline staff to
address concerns and rumors that might emerge in the integration process.
Managing Culture Conflict
Culture conflicts can arise when differences in the way things are done or how people view the
world surface as misunderstandings or disagreements. In their book Nonprofit Mergers Workbook Part
1: The Leader’s Guide to Considering, Negotiating, and Executing a Merger, La Piana and Harrington
suggest that some conflict will arise as staff begin to work with each other. They explain that these
cultural differences may at first be mistaken for more serious issues such as incompetence, lack of
social skills, or lack of follow-through. La Piana and Harrington continue by proposing that while
problems like these are common in newly formed partnerships, they can quickly become serious
problems when the issue becomes personalized. They suggest that to prevent this from happening,
managers should actively look for the source of conflicts, taking care to differentiate between
problems whose root is not associated with culture clash and those problems that are the result of
culture clash. Finally, La Piana and Harrington advise that there should be a concerted effort to
create a new culture. To facilitate this process they include a worksheet that focuses on building
new traditions and a shared history.
Systemic and Programmatic Integration
In their book Nonprofit Mergers Workbook Part 1: The Leader’s Guide to Considering, Negotiating, and
Executing a Merger La Piana and Harrington look at systemic and programmatic integration as almost
a purely staff-driven process generally needing only the approval of the executive director and not
the board. Among the functions they include as requiring possible integration are: accounting, the
budgeting process, risk management, and strategic planning. To further facilitate the
implementation process, La Piana and Harrington include a sample integration plan. The plan
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identifies the area to be integrated such as the board of directors, management, and staff as well as
the activities needed to implement the integration. Finally, the plan has an area to monitor progress
made toward the integration of each area.

Conclusions and Moving Forward
The information in this toolkit provides the foundation for moving forward with effective strategic
restructuring strategies. The main body of the manual outlines the different options for
restructuring and gives a general idea of what it takes to implement a strategic restructuring process.
The case studies in the appendices will allow the user to put the major theoretical elements included
in the main body of the document into context. Users should identify how these concepts were put
into practice by the organizations included in the case studies and look for similarities present in
their own organizations. By doing this and utilizing the different tools included in the appendices,
users can gain a better understanding of what strategic restructuring is and start defining next steps
in implementing a strategic restructuring process. Thus, the materials included in this manual place
the user on the path to utilizing strategic restructuring as a vital tool to increase the capacity,
effectiveness, and long-term viability of their organizations.
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Appendices

Appendix A – Examples of Administrative Collaboration and Consolidation
Appendix B – Issues that Commonly Arise in the Merger Negotiation Process
Appendix C – Due Diligence Checklist
Appendix D – Shared Services Survey
Appendix E – Frequently Asked Questions
Appendix F – Strategic Restructuring Resources
Appendix G – Additional Resources Handout from Partnership MLTC 2012
Appendix H– Areas of Integration Handout
Appendix I – PowerPoint Presentations from January 2012 Partnership MLTC
Appendix J – Case Studies from La Piana Consulting
1 – Administrative Consolidation – Chattanooga Museums
2 – Joint Programming and Administrative Consolidation – Ready, Set, Parent!
3 – Merger – Crittenton Women’s Union
Appendix K – Case Studies from CAPLAW
1 – Management Agreement – Georgia CAAs
2 – Merger – EOC of Suffolk and Suffolk Network on Adolescent Pregnancy (SNAP)
3 – Merger – People’s Regional Opportunity Program and Youth Alternatives Ingraham to
form Opportunity Alliance
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Appendix A - Examples of Administrative Collaboration and
Consolidation
Option
Collaboration

Consolidation

Human Resources

Finance

Other



Sharing policies,
procedures, best
practices



Sharing policies,
procedures, best
practices



Sharing policies,
procedures, best
practices



Sharing
governance
models



Cross-training
(e.g. spending
time in each
other’s office[s])



Coordinated IT
analysis and
assessment



Joint finance training
for staff and board



Coordinated
long-range
planning





Shared recruiting,
training

Joint training of
staff on new
software



Mentoring



Standardized HR
practices, training

Shared accounting
systems





Shared database and 
server



Shared IT
professional and
other key staff

Advocacy
training for
boards



Joint marketing/
branding



Bulk purchasing,
translation
services



Creating an
MSO

Information
Technology

Development of a
common
recruiting pool




Shared HR
professional



Shared
employment



Co-employment






Shared CFO, key staff



One organization
provides accounting
services for another

One organization
provides IT services
for another



Intranet





Common Help
Desk

Single benefits
program



Shared accounting
software

Benefits
administration



Centralized servers

Centralized finance

staff and systems –
report generation, cash
management, billing
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Appendix B – Issues That Commonly Arise in the Merger
Negotiations Process
Governance Issues

What is the mission of the new organization?
What is our vision for the future? (How will things be better together?)
Who will be on the merged board of directors?
How many board members will there be?
Who will be the officers in the first year?
What committees will we have?
How will we legally structure the merger?
What will be the name and logo of the merged organization?
What will be the role of our advisory board?
What will be the effective date of the merger?

Financial Issues

Which accounting system will we use?
Is the other group in debt?
Will we need as many finance office staff?
Will we need new software or hardware?
How will our information system needs be met?
What do the audits tell us about the organizations’ financial health?
Is anyone suing the other group?
Do both groups have adequate insurance, especially directors & officers coverage?
What do our donors/funders think of the merger?
Is there overlap in our donors or funders?
What are the terms of our endowments relative to a merger or dissolution?

Human Resource
Issues

Who will be the executive director?
What will happen to the other senior staff?
How do our pay and benefits stack up against the other group’s?
What personnel policies will we use?
How will we maintain staff morale throughout the process?
How will the presence of a union in one organization impact the other?
What roles will each manager play in the new structure?
Will anyone lose a job as a result of the merger; how will we handle severance?
Will the two staffs work together well?
For purposes of retirement vesting will time worked in the other organization
count?
Will our carefully protected “at-will” status be weakened by merging with them?
Will our staff still get a pay differential for being bilingual?

Capital Issues

What will happen to our current office space when the lease is up?
Do we need additional space? Where will we put all those people?
What is the status of all properties occupied or controlled by each group?
Do we have too many copiers? If we merge, can we get out of some copier leases?
Which office will be headquarters?
How will we address the other organization’s deferred maintenance needs?
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Programmatic
Issues

Will all of our programs still be offered?
Will we consolidate or close any program service sites?
Do we tend to agree in our approach to programming?
Can we do staff training jointly?
Will programs be improved or expanded as a result of the merger?

Communication
Issues

What should we tell our employees during the process?
Should we issue a press release to inform the public?
What opportunities for marketing will the merger create?
If we don’t merge, how will we end the discussions without a PR disaster?
If we don’t merge, how do we know you won’t use information against us?

Strategic Restructuring for Your CAA

31

Appendix C - Due Diligence Checklists
Financial Due Diligence
It is recommended that the following documents be compiled and submitted for financial due
diligence review:
Organizational
A.
Tax
A.
B.
C.
D.
F.
G.
H.

List of subsidiaries, joint ventures, partnerships with other organizations

IRS tax exemption letter
State tax exemption letter
Last three years' federal information returns (e.g., forms 990, 990-T, etc.)
Most recent year's state information return (i.e., the state equivalent of the above) E. Other
federal and/or state tax records agreed upon
Information related to sources of unrelated business income
Tax-exempt bond financing
Property tax exemptions

Finance/Funding
A.
Last three years’ audited financial statements, or year-end statements if no audit available
B.
Accountant’s Management Letter
C.
Most current financial statements
D.
Operating and capital budgets for the current year
E.
The names and addresses of the organization’s financial institutions
F.
A listing of all liabilities
G.
A schedule of all assets
H.
Copies of any loans or liens against any assets
I.
Copies of other debt financing arrangements including purchase agreements, sale and
leaseback agreements
J.
A statement confirming whether any interested party (board member, employee, their
spouse or close relative) has an interest in any asset owned by the corporation
K.
A description of the terms, conditions and status of all current grants and contracts
L.
A description of the terms, restrictions, and agreements for all restricted funds,
including any endowment
M.
Fundraising program summary and any fundraising agreements
N.
A description of all obligations relating to gift agreements
O.
Aging schedule for organization’s accounts receivable and accounts payable (most
recent)
P.
A breakdown of revenues and expenses for each of the organization’s programs.
Q.
Copies of any guarantees by the organization of obligations or by other parties of
obligations of the organization
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Capital/Real Estate
A.
B.
C.
D.
E.
F.

Deeds
Leases (for all buildings and equipment)
Mortgages
List of significant equipment and vehicles
Zoning and use permits
Other real estate records agreed upon (i.e., preliminary title report of each property)
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Legal Due Diligence
The following documents are recommended to be exchanged between the parties in a negotiation.
Clients entering into legal due diligence are advised to consult with an attorney regarding the items
to be exchanged and reviewed in legal due diligence.
Organizational
A.
B.
C.
D.
E.
F.
G.
H.

Articles of incorporation
By-laws
Organizational Chart
Copies of any affiliation agreements, partnership agreements, or joint venture
agreements in effect
A list of all current officers and directors
Conflict of interest statement
Minutes of the Board of Directors for the past three years
List of subsidiaries, joint ventures, partnerships with other organizations

Tax
A.
B.
C.
D.
E.
F.
G.
H.

IRS tax exemption letter
State tax exemption letter
Last three years' federal information returns (e.g., forms 990, 990-T, etc.)
Most recent year's state information return (i.e., the state equivalent of the above)
Other federal and/or state tax records agreed upon:
Information related to sources of unrelated business income
Tax-exempt bond financing
Property tax exemptions

Insurance (A description of all insurance policies/coverages, copies of all policies.)
A.
B.
C.
D.
E.
F.
G.

Public liability, including automobiles
Officers and Directors
Fire and extended coverage property
Workers Compensation
Professional Practice
Volunteers Coverage
Other:

Personnel
A.
B.
C.
D.
E.
F.

A listing of all current employees, their job descriptions, and their annual pay levels
Copies of all employment contracts or agreements
Copies of personnel policies
Copies of all collective bargaining agreements
A description of all employee benefit programs, including vendor contact information
Copies of volunteer policies, including job descriptions and agreements

Strategic Restructuring for Your CAA

34

G.
H.
I.

A list of consultants currently engaged or used by the organizations and copies of
consulting agreements
A list and copies of plans, policies and arrangements with respect to qualified pension plans
A description and copies of any other deferred compensation arrangements and
funding arrangements

Finance/Funding
A.
B.
C.
D.
E.
F.
G.

Copies of any loans or liens against any assets
Copies of any loans or liens against any assets
Copies of other debt financing arrangements including purchase agreements, sale and
leaseback agreements
A statement confirming whether any interested party (board member, employee, their
spouse or close relative) has an interest in any asset owned by the corporation
A description of the terms, conditions and status of all current grants and contracts
A description of all obligations relating to gift agreements
Copies of any guarantees by the organization of obligations or by other parties of
obligations of the organization

Capital / Real Estate
A.
B.
C.
D.
E.
F.

Deeds
Leases (for all buildings and equipment)
Mortgages
List of significant equipment and vehicles
Zoning and use permits
Other real estate records agreed upon (i.e. preliminary title report of each property)

Other
A.
B.
C.
D.
E.
F.
G.
H.
I.

Copies of all operating licenses, accreditations, etc.
Copies of marketing pieces, and any other literature distributed to the public
about the organization and its activities
A statement describing any threatened or pending litigation
A statement describing any threatened or pending government investigations
Description and outcome of actions, suits, investigation which has been before any court,
arbitrator or administrative or regulatory body to which the organization was a party or
which were binding on any of its properties at any time with the past three years
List of regulatory agencies to which the business of the organization is subject
List of current accreditation of the organization and a list of any accreditation which the
Organization has had during the past three years which it no longer possesses.
Copies of correspondence between the organization and any licensing, regulatory or
accreditation body during the past three years which relates to the organization’s
licenses, permits; compliance with regulations or accreditation
Copies of provider agreements between the organization and federal, state or county
agencies
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J.

List of agreements or commitments which would terminate or become in default or give
rise to cancellation rights as a result of the transaction

Any other documents or information which, in your judgment, are significant with respect to any
portion of the organization or its programs which should be considered and reviewed by the
other party in connection with the transaction.

Due Diligence Checklists
La Piana Consulting © 2012
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Comments

Organization E

Organization D

Organization C

Organization B

 1 = Low Interest – This is an area of little or no interest for our organization
to explore sharing functions
 2 = Medium Interest – This is an area of interest for our organization to
explore sharing functions
 3 = High Interest – This is an area of high interest for our organization to
explore sharing functions
 C = Capacity to Provide : our organization has the capacity or is willing to build
the capacity to provide this function to other organizations

Organization A

Appendix D - Shared Services Survey

Administrative - Finance/Accounting
Share staff to have access to higher levels of finance/accounting expertise (bookkeeper,
controller, CFO)
Share staff to reduce finance/accounting costs
Share finance/accounting best practices
Share a staff to handle finance/accounting functions
Contract with another CDC to handle finance/accounting functions
Sharing of finance/accounting policies and procedures
Share finance/accounting related software and systems
Joint finance/accounting training for staff
Administrative – Information Technology (IT)
Share staff to have access to higher levels of IT expertise
Share staff to reduce IT costs
Share IT systems and/or databases
Share IT best practices
Share or connect websites
Joint purchasing of major IT systems, software and equipment
Share major IT policies, procedures and contracts
Joint contracting for outsourcing IT functions (i.e. IT service provider)
Joint IT trainings for staff
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Comments

Organization E

Organization D

Organization C

Organization B

Organization A

 1 = Low Interest – This is an area of little or no interest for our organization
to explore sharing functions
 2 = Medium Interest – This is an area of interest for our organization to
explore sharing functions
 3 = High Interest – This is an area of high interest for our organization to
explore sharing functions
 C = Capacity to Provide : our organization has the capacity or is willing to build
the capacity to provide this function to other organizations
Administrative – Human Resources (HR)
Share staff to have access to higher levels of HR expertise
Share staff to reduce HR administrative costs
Joint administration of employee benefits
Joint purchasing of employee benefits
Joint employment of staff (setup a PEO – all staff employed by one entity)
Joint staff training and retention programs
Joint recruitment of staff
Share salary and benefits information
Share best HR practices
Share major HR policies and procedures
Jointly contracting for outsourcing HR functions (i.e. trainings, development of new
HR policies, etc.)
Administrative - Volunteers
Share staff to have access to higher levels of expertise (i.e. volunteer coordinator)
Share staff to reduce volunteer related costs
Joint recruitment and orientation of volunteers
Share volunteers
Share best volunteer practices
Joint training for volunteers
Share major volunteer policies and procedures
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Comments

Organization E

Organization D

Organization C

Organization B

Organization A

 1 = Low Interest – This is an area of little or no interest for our organization
to explore sharing functions
 2 = Medium Interest – This is an area of interest for our organization to
explore sharing functions
 3 = High Interest – This is an area of high interest for our organization to
explore sharing functions
 C = Capacity to Provide : our organization has the capacity or is willing to build
the capacity to provide this function to other organizations
Administrative - Shared Facilities
Share office space
Share office equipment (copiers, fax machines, etc.)
Share staff for common functions - receptionist, janitor, etc.)
Share common areas - conference rooms, kitchen, reception areas, etc.
Administrative – Marketing and Communications
Share staff to have access to higher levels of marketing and communications expertise
Share staff to reduce cost
Joint marketing, communications and branding
Share marketing and communications best practices
Joint community communications, marketing and PR i.e. newsletters, twitter, websites
Share bilingual/multicultural programs and outreach
Joint community marketing events
Jointly contracting for marketing and communications services (i.e. consulting, printing,
etc.)
Joint marketing and communications trainings for staff
Share communications and marketing policies and procedures

Administrative – Compliance (*see additional question on Page 5)
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Comments

Organization E

Organization D

Organization C

Organization B

Organization A

 1 = Low Interest – This is an area of little or no interest for our organization
to explore sharing functions
 2 = Medium Interest – This is an area of interest for our organization to
explore sharing functions
 3 = High Interest – This is an area of high interest for our organization to
explore sharing functions
 C = Capacity to Provide : our organization has the capacity or is willing to build
the capacity to provide this function to other organizations
Share staff to have access to higher levels of compliance expertise
Share staff to reduce compliance costs
Share compliance functions
Share a compliance department
Share major compliance policies and procedures
Joint contracting for compliance services (i.e. consultant(s))
Joint compliance trainings for staff
Develop and share systems and software for compliance
Share major policies, programs and procedures for compliance
Administrative – Misc.
Joint purchasing of office and other supplies
Joint contracting of services (i.e. janitorial)
Joint purchasing of liability and other non-employee benefits related insurance
Governance/Board Operations
Joint board trainings and educational programs
Periodic meeting of ED’s, board chairs, and/or board members to exchange best
practices
Share major board policies, procedures and contacts
Joint contracting for board (governance) services (i.e. trainings, policy development)
Joint recruitment of board members
Fund Development
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Comments

Organization E

Organization D

Organization C

Organization B

Organization A

 1 = Low Interest – This is an area of little or no interest for our organization
to explore sharing functions
 2 = Medium Interest – This is an area of interest for our organization to
explore sharing functions
 3 = High Interest – This is an area of high interest for our organization to
explore sharing functions
 C = Capacity to Provide : our organization has the capacity or is willing to build
the capacity to provide this function to other organizations
Share staff to have access to higher levels of fund development expertise i.e.
grantwriter, major gifts specialist, planned giving specialist, etc.
Share staff to reduce fundraising costs
Share fundraising best practices and strategies
Jointly search for and apply for major grants
Joint major fundraising event or campaigns
Joint survey of donors to learn about donor interests
Share fundraising software and database
Share major fundraising policies and procedures
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Appendix E - Frequently Asked Questions (La Piana Consulting)
What is the difference between a merger and a joint venture?
In a merger, two (or more) separate corporations (organizations) come together to form one legal
entity. There are several legal ways to implement a merger, but regardless of how it is done, the
result is one corporation (organization), not the two (or more) that existed previously.
This is not the case with a joint venture. Two (or more) organizations can establish a joint venture
— project, program, organization, etc. — together, and jointly administer and govern it, while still
maintaining their own organizational autonomy. With a joint venture, the partnering corporations
(organizations) remain separate.

What is the difference between a Joint Venture and a
Parent/Subsidiary structure? Can a 501(c)(3) organization
strategically restructure with subordinates (adopt identical
mission statement) and still gain the support from the
grantees; collaboration or strategic restructuring?
A joint venture is an alliance in which the primary focus is the sharing of both programmatic and
administrative capacities between two or more independent organizations--often around a specific
initiative or project. This type of alliance involves a commitment to continue for the foreseeable
future, shared or transferred decision-making power, and some type of formal agreement (it need
not be a legal contract.)
When a joint venture leads to the establishment of a new organization, that new organization is
often set up as a subsidiary of the founding organization(s). The parent/subsidiary model implies
that the parent organization(s) have some degree of control over the governance of the subsidiary
organization - the subsidiary is not completely independent. The parent may appoint the board of
the subsidiary, or representatives from the founding (parent) organizations(s) may make up the
board in its entirety. The subsidiary organization can be set up as a membership corporation, with
the parent(s) as sole member(s).
Parent/subsidiary structures can form as a result of other motivations as well. Sometimes a single
organization wants to pursue an activity outside of its own organizational structure, but still maintain
overall control over that activity. This can also lead to the establishment of a parent/subsidiary
relationship. An example might be a large nonprofit with very solid administrative abilities and
excess capacity. It might decide to set up a separate organization to provide administrative services
to other nonprofits - an MSO, in other words. It could do this on its own, or in partnership with
one or more other organizations. In either case, it would set itself up as the parent - perhaps along
with its partners, perhaps not - and the new corporation, the mission of which is to provide
administrative services to other nonprofits, as the subsidiary.
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There are also times when two organizations wish to merge, but some legal or financial reason
makes a legal merger unwise. They may choose to set themselves up as parent and subsidiary
instead.
It is possible to restructure with subsidiaries or other organizations with identical mission
statements, and still gain the support of funders, donors, and clients. Yes, it is possible. This is a
question every organization should ask itself as part of the initial assessment process, however. If the
strategic restructuring effort is being pursued for the right reasons, i.e. is mission-driven and will
allow the organizations to pursue their missions in a more efficient, effective manner, it will most
likely be supported by the constituents. You will need to communicate the rationale and benefits
clearly, however, and be ready to answer questions and address concerns throughout the process.

What is the difference between fiscal sponsor relationship and
parent/subsidiary relationship?
Fiscal sponsorship is when an organization with 501(c)3 status allows an organization, group, or
individual that does not have a 501(c)3 to operate some or all of its activities under the umbrella of
its 501(c)3. Most often the sponsored organization, group, or individual wants to receive financial
support from a private foundation or government entity, or tax-deductible donations from
individuals or corporations.
A parent-subsidiary structure is an integration of organizations that combines some of the partners'
administrative functions and programmatic services. The goal is to increase the administrative
efficiency and program quality of one or more organizations through the creation of a new
organization or designation of an existing organization ("parent") to oversee administrative
functions and programmatic services of another organization ("subsidiary"). Although the visibility
and identity of the original organizations often remain intact in a parent-subsidiary relationship,
some organizations involved in such restructurings consolidate to the point where they look and
function much like a merged organization.

In a parent-subsidiary restructuring, does one entity lose their
501(C)(3) status?
No, both parties can continue to be tax exempt. Parent-subsidiary only refers to the governance
structure. The "subsidiary" makes the "parent" its only member, thus giving it control of key
functions, such as electing its board.
For more information on parent-subsidiaries, you may want to review our national research study,
which includes 2 profiles of p-s case studies. It can be downloaded from
http://www.lapiana.org/research/nationalstudy.html.
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Can an organization be part of a parent /subsidiary
relationship without having the parent being in control of its
board?
The parent organization, as the sole member of the subsidiary organization, elects the subsidiary's
board at the latter's annual meeting. When electing the board, the parent has, essentially, four
choices:
1. It may elect its own entire board as the subsidiary board.
2. It may elect a subset of its board to serve as the subsidiary's board if it wishes the subsidiary
to have a smaller board.
3. It may choose a group of non-board members - for example, its senior managers - to serve
as the subsidiary's board.
4. It may elect some representatives by either method 2 or 3 above, and then allow that core
board to freely choose some number of additional board members. (In this case, it is
important that every board member, however recruited, understands that the parent
organization's board ultimately elects him or her.)

What is the difference between an affiliate organization and a
chapter?
There are no hard-and-fast definitions for these terms in the nonprofit sector, and different
nonprofits use the terms differently. If you were to look them up in a dictionary you would find that
"chapter" means local branch of some association and "affiliate" mean a subsidiary or subordinate
organization that is affiliated with another organization . In practice, one organization's relationship
with its "chapters" might look very much like a second organization's relationship with its "affiliates"
– and/or very different from a third organization's relationship with its "chapters." In general,
however, we have found that "chapters" tend be a bit more centrally controlled or regulated than
"affiliates."
The key attributes of such relationships include the degree of local autonomy enjoyed by the
affiliates/chapters, and the types of services provided by the national organization to its
affiliates/chapters. In addition, there are differences with regard to governance structures; the degree
to which national organizations set standards for and regulate their affiliates/chapters; how funds,
fees and financial accountability are distributed between the entities; and what happens when
affiliates/chapters cease to be affiliates/chapters.
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When an organization begins the process of setting up or
chartering chapters, what type of agreement should be
established between the founding organization and the
chapter(s)? Is it a common practice for a central or founding
organization to charge fees of the chapters? What is the
advantage or disadvantage of a non-profit public benefit
organization 501(C)(3) filing for a group ruling?
It is quite common, and certainly advisable, for an organization that is setting up chapters (also
known as affiliates, members, councils, sites, or franchised areas) to implement a formal agreement
with those chapters. This type of agreement is often known as an affiliation agreement. It defines the
relationship, identifies what type and level of control or influence each party has on the other, and
offers protection for mutual assets, such as the name (if it is shared) or reputation. Some
organizations structure their agreements in two parts - the chapters' responsibilities and
commitments to the central/founding organization, and the central/founding organization's
responsibilities and commitments to the chapters. You do not need to set up a Parent/Subsidiary
structure to implement this type of relationship, though some organizations may do that. More
commonly, the affiliation agreement defines and provides the accountability in the relationship.
Each party is expected to abide by the terms of the agreement, and there is typically a section in it
that defines some sort of periodic evaluation, review, or "check in" process to ensure that this is the
case, and that the common goals and mission are being best served.
The fee structure you describe is also common in this type of arrangement. We have done some
research on this, and found that the most common means of charging dues or fees is through a
percent of revenue, percent of expenses, or percent of overall budget formula. We have seen
numbers ranging from 0.5% to 10% here, though understand that there are organizations that
charge more than this. In return for these fees, the central/founding organization is providing the
value inherent in its name, reputation, and marketing efforts, as well as some level of support or
assistance to its chapters or affiliates. Some organizations decrease the percentage charged as the
revenue of the chapter goes up - an effect opposite to that of the progressive income tax in the
United States. Others charge a flat fee, though this works better if all of the chapters or affiliates are
around the same size. If not, fairness issues could arise.
According to the IRS, a central organization that is tax exempt under IRC 501(c) may obtain
recognition of exemption, on a group basis, for subordinate organizations that are under its general
supervision or control. The purpose of the group exemption is to relieve subordinate organizations
from filing their own exemption applications. To be included in the group exemption letter, each
subordinate organization must authorize the central organization in writing. After the initial
exception is granted, a central organization may file, in addition to its own annual information
return, a group return on behalf of two or more of its subordinate organizations covered by a group
exemption letter, as long as certain conditions are met. These conditions relate to issues of
supervision and control, each organization's fiscal year, information flow between the central
organization and the subordinates, etc. Group rulings and group filings can make the work of the
subordinate organizations somewhat less onerous, but they do require the subordinate organizations
to be under the "general supervision or control" of the central organization. Such control would
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have to go beyond an affiliation agreement, and involve some sort of legal parent/subsidiary
structure. More information on group rulings can be found on the IRS web page, at
http://www.irs.ustreas.gov/prod/bus_info/tax_pro/irmpart/section/27772.html

Have you ever come across the situation of a non-profit
acquiring a for-profit S-Corporation? We are in negotiations
now to do so. Any advice? Things to watch out for? Legal issues?
Nonprofit organizations are not prohibited from acquiring for-profit entities. This is in fact simpler
than a situation in which a business wishes to acquire a nonprofit. As with any major transaction,
care and thought must be used to protect the organization's interests. Things to watch out for
include:
1. Are there any relationships between individuals connected with the two parties to the
transaction (e.g. a nonprofit board or staff member who works for the for-profit company, is
an investor in it, is related to someone at it, etc.)? Ideally you want this transaction to be
between two completely unrelated entities. If it is not, you have a potential conflict of
interest that needs to be openly addressed by the nonprofit's board, prior to any deal being
made.
2. Is the purchase price fair? Nonprofit boards have a responsibility not to make wild
acquisitions or to enter high-risk ventures with their tax-exempt revenues.
3. Have you performed due diligence? Do you know what you are buying, and any downsides
to the transaction?
4. Be aware that, depending upon the type of business being acquired, it may subject the
nonprofit to Unrelated Business Income Tax (UBIT). Any activity that is not directly related
to the nonprofit's exempt purpose opens up the possibility of UBIT.
5. Consult an attorney before executing any agreements. Legal advice is required to ensure that
you are protecting the organization's assets and reputation, and are aware of all of the tax
implications of your particular transaction.
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Appendix F – Resource Directory
Strategic Restructuring Resources
Visit L Piana’s website at www.lapiana.org for free PDF versions of our articles and resources to
learn more about how strategic restructuring can help your organization here:
http://www.lapiana.org/Research-Publications/Publications/
Visit Fieldstone Alliance for a copy of the Strategic Restructuring workbooks:
The Nonprofit Mergers Workbook Part I – The Leader’s Guide to Considering, Negotiating, and
Executing a Merger
The Nonprofit Mergers Workbook Part II – Unifying the Organization after a Merger

Other Valuable Resources:
The Nonprofit Collaboration Database is a project of The Collaboration Prize and provides real-life
examples of how nonprofits are working together. La Piana Consulting managed the design and
selection of The Collaboration Prize in 2009 for the Lodestar Foundation.
Angelica, Emil, and Linda Hoskins, Fieldstone Alliance Nonprofit Guide to Forming Alliances: Working Together
to Achieve Mutual Goals. Fieldstone Alliance, 2005, 112 pp.
McCormick, Dan H. Nonprofit Mergers. Aspen Publishers, Inc., 2001, 170 pages.
McLaughlin, Thomas A. Nonprofit Mergers and Alliances : A Strategic Planning Guide. John Wiley & Sons,
1998, 256 pages
McLaughlin, Thomas A. Seven Steps to a Successful Nonprofit Merger. Washington, D.C.: National Center
for Nonprofit Boards, 1996, 28 pages.
Ray, Karen, Michael Winer, Collaboration Handbook: Creating, Sustaining, and Enjoying the Journey.
Fieldstone Alliance, 1994, 192 pp.
Yankey, John A., Barbara Wester Jacobus and Kelly McNally Koney. Merging Nonprofit Organizations:
The Art and Science of the Deal. Cleveland, Ohio: Mandel Center for Nonprofit Organizations, 2001, 78
pp.
Yankey, John A., Amy McClellan and Barbara Wester Jacobus. Nonprofit Strategic Alliance Case Studies:
Lessons from the Trenches. Cleveland, Ohio: Mandel Center for Nonprofit Organizations, 2001, 72 pp.
Yankey, John A., Barbara Wester and David Campbell. Managing Mergers and Consolidations, Chapter
23 from Skills for Effective Management of Nonprofit Organizations. National Association of Social
Workers, Inc, 1998
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Appendix G – Additional Resources Handout from MLTC 2012
Strategic Restructuring: Collaborations, Shared Services and Mergers
2012 Community Action Partnership Management & Leadership Conference
January 5, 2012
The M Word: A Board Member’s Guide to Mergers published by CompassPoint, available at
http://www.compasspoint.org/mword
Nonprofit Mergers and Acquisitions: More than a Tool for Tough Times by Alex Cortez, William Foster and Katie
Smith Millway of The Bridgespan Group, available at http://www.bridgespan.org/Nonprofit-M-and-A.aspx
Merge Minnesota: Nonprofit Merger as an Opportunity for Survival and Growth by Project ReDesign, a project of MAP
for Nonprofits (includes a detailed bibliography listing various print and web resources) available at
http://www.mapfornonprofits.org/index.asp?Type=B_BASIC&SEC={B6D1057C-31AC-4272-B1E5EE80E87E9B23}
Merging Wisely by David LaPiana of LaPiana Consulting, published in the Stanford Social Innovation Review,
Spring 2010, available at http://www.lapiana.org/Research-Publications/Publications/Articles/
Legal and Tax Aspects of Nonprofit Mergers, W. Marshall Sanders, Esq. of Alston & Bird published in Taxation of
Exempts Sept./Oct. 2010, available at http://www.alston.com/marshall_sanders/
All About Mergers of Nonprofit Organizations, Jerold A. Jacobs, Esq. of Pillsbury Winthrop Shaw Pittman, LLP,
published in Association Law & Policy, a publication of the Legal Section of ASAE & the Center for
Association Leadership July 2008, available at
http://www.pillsburylaw.com/index.cfm?pageid=34&itemid=38888
Five Myths about Nonprofit Partnerships by Jo DeBolt of LaPiana Consulting, available at
http://www.lapiana.org/Research-Publications/Publications/Articles/
Why Nonprofits Should Explore Shared Administrative Services by Vance Yoshida of LaPiana Consulting, available
at http://www.lapiana.org/Research-Publications/Publications/Articles/
Shared Services: A Guide to Creating Collaborative Solutions for Nonprofits published by The Nonprofit Centers
Network, available for a fee at http://www.nonprofitcenters.org/resources/shared-services-guide/
Merage Foundation Early Learning Ventures Shared Services Toolkit (resources on shared services within the early
care and education field), available at http://www.earlylearningventures.org/Shared-Services.aspx
Nonprofit Collaboration Database (this database provides models and best practices of exceptional nonprofit
collaboration efforts from projects presented for consideration for the 2011 and 2009 Collaboration Prizes,
created and funded by the Lodestar Foundation), available at
http://www.thecollaborationprize.org/search/index.php
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Attachment H - Areas of Integration Handout
Board of Directors
Board integration is the process of creating a new, effective Board of Directors from the Boards of
previously separate organizations. It involves the creation of a new cultural identity, as well as new
roles and responsibilities. Most importantly, it involves developing a sense of shared ownership for
the merged organizations.

Activities include:








Clarify and agree on the new organization’s mission, vision, programs, character, etc. Arm
every Board member with the information needed to be an ambassador to the community
for the new organization and a supportive leader for the staff.
Assess the Board composition and determine what new skills and characteristics are needed.
Develop a recruitment plan that serves the new organization’s needs.
Review each Board’s prior practices, and then create a new job description for Board
members.
Plan a Board and committee structure that meets the needs of the new organization.
Determine Board committee members based on personal preference and skills needed.
Design and implement Board team building activities to unify the membership.

Management
Management integration involves the determination of key leadership positions, creating a new
managerial culture, articulating a management philosophy for the new organization, and putting
structures in place to ensure that both the post-merger integration process and the mission-related
work of the organization are done in the most effective and efficient manner possible. Management
integration is the process of creating an effective management team and setting up the structures to
support that team in its work.

Activities include:











Identify management positions needed in the merged organization. Identify the necessary
skills and competencies for each management position.
Match current (pre-merger) employees to positions where appropriate.
Articulate a recruitment plan for any remaining senior management positions.
Articulate the general and integration-related duties and responsibilities of senior
management team.
Establish shared understanding of the “managerial culture” in each pre-merger organization.
Define the desired managerial culture for the new organization.
Identify the specific work required to achieve the desired managerial culture. Define an
overall management philosophy.
Establish a senior management team meeting and agenda development process.
Articulate processes, policies, and procedures for conflict resolution.
Develop management team and individual development and training plan.
Design and implement management team building activities.

Strategic Restructuring for Your CAA

49

Attachment H - Areas of Integration Handout

Staff
A well-integrated staff will have clear roles, be accountable for goals, and know how their best
efforts impact the mission. In a well-functioning merged organization, staff not only will be effective
in the accomplishment of tasks, but also will be cohesive and exhibit camaraderie. They will both
perform well and hold together well as they exhibit traits and qualities of healthy working teams.

Activities include:












Build consensus on the mission, vision, and purposes of the organization. Create mutual
understanding of the programs/services of the merged organization.
Address job losses with remaining staff: clarify extent, timing, and impact. Identify positions
still needed within the organization.
Clearly define individual roles, goals, responsibilities, and authority and reporting
relationships.
Coordinate with human resources and staff to address compensation issues.
Develop a process for recognizing and resolving conflicts.
Develop and implement clear channels of information exchange within the organization.
Define the culture of decision making.
Complete a cultural audit to identify elements of previous cultures to bring forward or leave
behind.
Develop supervision and evaluation systems and culture.
Develop training and development plans for individuals and teams.
Develop communications strategies to report on integration progress.
Design and implement staff team building activities. Create and implement methods to
recognize staff contributions.

Program
Program integration is the process of bringing together distinct programs from separate
organizations within the newly merged structure. It includes the melding of some programs and the
development, to a varying degree, of linkages between and among other programs. Program
integration may also include closing a program (or finding it another home) because it no longer fits
the mission or strategy of the merged organization.

Activities include:








Gather and compare information on all pre-merger programs.
Identify programmatic strengths, weaknesses, assets, and liabilities.
Identify any obstacles or issues likely to arise in program integration.
Agree on programs that need to be closed or moved to another organization.
Agree on necessary skills and competencies for program management. Match current
employees to positions where appropriate. Identify program positions needing to be filled
and develop a process to fill open positions.
Adopt statements of purpose, value, and culture for each program.
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Design and assign working groups to address specific integration issues.
Gather input on proposed program design from the senior management team and other
stakeholders.
Develop an evaluation process to assess the program integration progress.

Communications and Marketing
The communications system in a merged organization facilitates the exchange of ideas and
information using a variety of vehicles and media. These are tailored to the needs of the organization
and also customized to the needs, interests, and concerns of the organization’s stakeholders.
Marketing communications are a subset of communications. Marketing communications primarily
target external audiences, and strive to position the organization positively with these stakeholders.
However, they are also directed to internal stakeholders, all of whom have a responsibility to
“market” the new organization.

Activities include:














Identify stakeholders and the information interests and needs of each stakeholder group.
Determine the guiding principles, format, content, and timing of announcements.
Draft, secure approval for, and finalize messages. Designate one or more spokesperson(s).
Establish and publicize stakeholder feedback channels.
Create talking-points and FAQ documents.
Design and plan a distribution schedule for an integration newsletter.
Designate a person or team responsible for regular staff check-ins.
Convene town hall meetings with staff and others.
Create or update websites.
Plan for and implement feedback mechanisms for all marketing/communications efforts.
Define an overall marketing and branding strategy.
Identify required and desired marketing materials.
Train staff and Board both on messages and tools/resources.

Systems
A variety of systems need integration after a merger. These systems include finance, fundraising,
human resources, technology, and facilities. Although the integration of systems is somewhat more
straightforward than the other areas listed above, there are still challenges to staying on track in the
integration process.

Finance
Financial integration begins during the due diligence process. After merger, it includes integration of
all financial records and systems, including accounting, budgeting, payroll, purchasing, and inventory
tracking.

Activities include:


Refine the consolidated budget created during negotiations.
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Adopt a unified budgeting process.
Adopt a unified format for financial statements to be circulated to Board and managers.
Adopt a unified chart of accounts.
Clarify limitations on restricted funds.
Review maintenance schedules for buildings and equipment.
Examine and compare pre-merger accounting systems. Define features of desired accounting
system.
Adopt unified time-tracking processes and systems.
Adopt a single investment and cash management policy.
Develop purchasing, petty cash policies.
Develop notification procedures for vendors, funders, etc. of transfers to a new
organization.
Define optimal staffing for finance function. Create a plan for necessary hiring or
reallocation of staff resources.
Train staff and Board on new financial systems and procedures.
Evaluate insurance needs and secure insurance appropriate for the merged organization.

Fundraising
Fundraising integration includes combining all sources of contributed income while respecting
donor restrictions. It also includes combining all donor databases, management systems, proposal
writing processes, and case statements, and the development staff who use them to raise necessary
funds.

Activities include:
















Review and analysis of pre-merger fundraising activities, practices, sources of income,
diversification of revenue streams and systems.
Review of current commitments in planned giving, grants, and contracts.
Review and analysis of donor management systems and the use of technology for
fundraising management.
Review and evaluation of fundraising staffing.
Adopt unified policies and procedures regarding fundraising.
Determine and implement necessary technology and donor management systems. Merge
donor management systems.
Create a plan to communicate with current donors.
Create an integrated gift acknowledgement and recognition process.
Create a revised/updated case statement for the new organization.
Establish a fundraising budget.
Establish an integrated fundraising plan with a fundraising calendar.
Determine how fundraising will coordinate with marketing/communications function.
Coordinate materials needed for marketing/communications function.
Determine optimal staffing for the fundraising function.
Plan for the necessary hiring or reallocation of staff resources.
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Train the staff and Board on new fundraising systems and procedures.

Human Resources
The primary goal of human resources integration is to promote effectiveness (we do what we do
well), cohesiveness (we hold together and relate to each other appropriately), and safety (both
physical and emotional well-being) within the organization. Human resources integration includes
the merging of separate human resources philosophies, policies, procedures, and programs to best
support the new organization’s mission.

Activities include:
















Complete a human resources audit for each pre-merger organization.
Review pre-merger human resources staffing.
Develop and put in place a new compensation and benefits system.
Create and disseminate new personnel policies.
Create and disseminate a personnel manual.
Develop a human resources information system.
Integrate personnel files.
Develop performance management and evaluation systems.
Develop policies and processes for risk management and worker safety.
Develop policies and processes for addressing grievances.
Define optimal staffing for the human resources function.
Plan for the necessary hiring or reallocation of staff resources.
Review all layoff decisions and policies; ensure smooth transitions.
Train staff on new human resources systems and procedures.
Develop systems and resources for ongoing staff training and development.

Technology
Technology integration includes both the integration of the systems themselves – the hardware,
software, and processes that support an organization’s success – and the training of all staff on how
to use and take full advantage of the new organization’s technological resources.

Activities include:












Complete a technology audit for each pre-merger organization.
Review pre-merger information technology staffing.
Hold focus group meetings to gather input and determine technology needs and potential.
Review the websites of the pre-merger organizations and create a plan for integration.
Draft recommendations for the integration of hardware, software, and systems.
Gather feedback on recommendations.
Define optimal staffing for the information technology function.
Plan for the necessary hiring or reallocation of staff resources.
Develop and implement training on any new hardware, software, and systems.
Develop and implement technical support options for all staff.
Ensure feedback mechanisms are in place for ongoing technical support needs.
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Facilities
Facilities integration is the process of analyzing needs and resources, and developing a plan to best
use available space and facilities. This may entail: reduction or consolidation of space and facilities;
sale of unneeded facilities or renegotiations of leases on unneeded facilities; purchase or lease of new
facilities; remodeling or reconfiguration of facilities; and/or relocation of departments, programs,
and people.

Activities include:








Complete a facilities audit for each pre-merger organization.
Determine current and intermediate space needs.
Gather input on projected space needs for the merged organization from staff, clients, and
other stakeholders.
Outline options for addressing space needs.
Bring recommendations to the CEO, integration team, and Board as appropriate.
Finalize the plan and budget for meeting space needs.
Ensure that longer-term space considerations are included in strategic planning.
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Strategic Restructuring Legal Issues
• Board members’ fiduciary duties

STATEGIC RESTRUCTUING:

• Working with an attorney
• Restructuring options

Collaborations, Shared Services and Mergers

• Regulatory issues in mergers

2012 Community Action Partnership
Management & Leadership Conference

• Merger process

January 5, 2012

• Role of the board in restructuring

Eleanor Evans, Esq.
CAPLAW
617-357-6918
eleanor.evans@caplaw.org
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Board Members’ Fiduciary Duties

Business Judgment Rule

• In overseeing the organization, nonprofit board
members must act with “the care an ordinarily
prudent person in a like position would exercise
under similar circumstances”

• Under the “business judgment rule,” nonprofit
board members who exercise good faith
judgment will usually be protected from liability
to the corporation

– Possible personal liability if board members don’t
carefully examine potential merger partner

© 2012 Community Action Program Legal Services, Inc.
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– Even if the corporate action turns out to be unwise or
unsuccessful

3
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Informed Decisions

Tips on Working with an Attorney

• Board members must make informed decisions

• Involve attorney early on

– Board should obtain and consider written reports and
professional advice before making important
decisions

4

• Work with attorney(s) in your state with relevant
expertise
• CAPLAW is available to consult on CSBG-,
Head Start- and other government-grant specific
issues
• Each partner should work with its own attorney
– Until, in the case of a formal merger/consolidation,
both organizations’ boards vote to merge
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How Can an Attorney Help?

How Can an Attorney Help?

• Evaluate organization’s current legal situation

• Advise board and management during
negotiations

• Guide choice of restructuring options
– Form follows function, legal rules

• Draft legal documents (agreements, votes,
agreement and plan of merger, articles of
merger etc.)

• Advise the board on its role and responsibilities
• Conduct legal due diligence

© 2012 Community Action Program Legal Services, Inc.

• Filings with state (articles of merger etc.)
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Restructuring Options

Options

• Agreements

• Jointly establishing a third entity

– Management/services agreement

8

– New 501(c)(3)

– Fiscal sponsor agreement

• Need to apply for tax-exempt status

• Fiscal sponsor retains control

– Limited liability company

– Partnership/joint venture agreement

© 2012 Community Action Program Legal Services, Inc.

– For-profit corporation

9

Options – Joint Ventures

© 2012 Community Action Program Legal Services, Inc.

10

Options

• Require careful structuring and drafting to
comply with IRS requirements – for example:

• Merger – surviving corporation assumes assets
and liabilities of one or more corporations which
then cease to exist (non-surviving corporations)

– Venture must further (c)(3)’s exempt purposes
• Documents must give priority to (c)(3)’s exempt purposes
over maximizing profits

• Parent-subsidiary – one corporation becomes
a subsidiary of another corporation (parent)

– Degree of control by 501(c)(3) is critical
– Transactions with joint venture partners must be at
FMV, negotiated at arm’s length

• Seek tax and legal advice
• Adopt a joint venture policy
© 2012 Community Action Program Legal Services, Inc.
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© 2012 Community Action Program Legal Services, Inc.

12

2

10/29/2012

Options

Regulatory Issues in Mergers – CSBG

• Asset Transfer – one corporation transfers all
of its assets (but usually not liabilities) to another
and then dissolves

• Get state CSBG office on board – especially if
merging two CAAs

• Consolidation – a new corporation is created,
which assumes assets and liabilities of two or
more other corporations, which cease to exist

• For all mergers, maintain tripartite board
composition

© 2012 Community Action Program Legal Services, Inc.

– Will new designation be required?

13

© 2012 Community Action Program Legal Services, Inc.

Regulatory Issues – Head Start

Other Regulatory Issues

• Whenever a Head Start grantee will not be the
surviving entity in a merger or consolidation,
HHS will require recompetition of the nonsurviving entity’s Head Start grant

• Ability to transfer of other government
grants/contracts
• Merger costs likely to be unallowable charges to
federal grants, except with prior approval

• If a non-Head Start grantee merges into a Head
Start grantee, recompetition is not required

– OMB Circular A-122, 2 CFR Part 230, App. B, ¶ 31

• Keep your funding sources informed!

– If name change, need to notify HHS

© 2012 Community Action Program Legal Services, Inc.
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• Accreditation/licensing

15

Merger Process – Legal Perspective

© 2012 Community Action Program Legal Services, Inc.

16

Board Committees

• Board committees

• Each organization’s board forms committee to
explore merger options/partners

• Letter of intent
• Due diligence

– With support of staff and outside professionals (e.g.,
attorney, merger consultant)

• Negotiations

• Once a potential partner is identified,
committees craft and recommend letter of intent
and full boards vote on it

• Draft legal documents
• Boards vote to merge
• Legal and tax filings

© 2012 Community Action Program Legal Services, Inc.
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© 2012 Community Action Program Legal Services, Inc.
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Letter of Intent

Letter of Intent

• Examples of issues to be covered in letter of
intent (a.k.a. MOU or term sheet)

• Examples of issues to be covered (cont.):
– Timeframe for certain exploration/negotiation tasks

– Each org will explore and negotiate merger in good
faith

– Costs – from what sources costs will be paid and how
they will be shared

– Neither will pursue a merger with another
organization during the exploration/negotiation period

– Who from each organization is authorized to
represent that organization in exploration/negotiation
process

– Each org will keep certain information shared during
the exploration/negotiation process confidential

© 2012 Community Action Program Legal Services, Inc.
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Due Diligence

Due Diligence

• Assemble and review legal due diligence
documents – for example:

• Legal due diligence documents
– HR documents – personnel policies, employee benefit
plans, collective bargaining agreements etc.

– Corporate documents – articles of incorporation,
bylaws, board and committee minutes, governance
policies etc.

– Grant documents – agreements, close-out letters,
recent monitoring reports etc.

– Tax documents – federal and state tax exemption
letters, information/tax returns, property tax
exemption, employment tax filings etc.

– Loan and financing documents

– Real estate documents – deeds, leases, mortgages
etc.

– Insurance policies/coverage

– Documentation of gift restrictions

– Current or potential litigation or legal claims etc.
© 2012 Community Action Program Legal Services, Inc.
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– Licenses/accreditation
21

© 2012 Community Action Program Legal Services, Inc.

Negotiations

Draft Legal Documents

• Attorney advises in negotiations on issues such
as:

• Agreement and plan of merger

22

• Articles/certificate of merger

– Legal requirements of grants, contracts, loan
documents, licenses, collective bargaining
agreements, restrictions on gifts, employee benefit
plans etc.

• Bylaws for surviving entity
– Including board composition and selection

• Board votes

– Impact of pending litigation, legal claims
– Which organization will survive
– Board composition and selection

© 2012 Community Action Program Legal Services, Inc.

23

© 2012 Community Action Program Legal Services, Inc.

24

4

10/29/2012

Agreement and Plan of Merger

Board Votes, Legal Filings

• Covers issues such as:

• Both boards vote to approve agreement and
plan of merger, articles of merger, bylaws

– When the merger becomes effective
– Name and location of surviving corp.

• Notify or obtain attorney general’s/court approval
(if required)

– Scope of surviving corp.’s mission

• File articles/certificate of merger with state

– How the surviving corp. will be governed

• IRS reporting on Form 990

– Which corporation survives

– Which programs will the surviving corp. retain

– Proposed articles of merger and restated bylaws of
surviving corp. often attached
© 2012 Community Action Program Legal Services, Inc.
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Role of the Board in Restructuring

Board Votes

• Analyzes pros and cons of restructuring,
whether and how it will fulfill mission

• Full board votes on:

26

– Creating restructuring committee and scope of its
authority

• Board committee

– Whether to pursue recommended options/partner(s)

– Explores strategic restructuring options and partners,
including meeting with potential partners and
overseeing negotiations

– Agreement (letter of intent, if a merger)
– If a merger, whether to merge

– Oversees due diligence (in case of merger or setting
up new entity)

– Corporate documents (if a merger, plan of merger
and articles of merger, etc.)

– Keeps full board informed
– Makes recommendations to full board
© 2012 Community Action Program Legal Services, Inc.
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© 2011 Community Action Program Legal Services, Inc.

30

Documenting the Board’s Decisions
• Important to document board and committee
discussions and votes in minutes
– Include the basis for board/committee decision(s)
– Attach reports, other documents on which
board/committee relied

© 2012 Community Action Program Legal Services, Inc.
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Strategic Restructuring:
Collaboration, Shared Service and Mergers
Community Action Partnership
Management & Leadership Training Conference

Overview of Strategic Restructuring
Research on Collaborations
The Strategic Restructuring Process
Case Studies

January 5, 2012
with

Bob Harrington
Partner

5900 Hollis Street, Suite N

Emeryville, CA 94608

Agenda

www.lapiana.org
La Piana Consulting © 2012

About
La Piana
Consulting

2

Today’s Nonprofit
Challenges

3

Nonprofit leaders make
predictions for 2012

Economic
pressure drives
interest in
nonprofit
collaboration.

Funding
Shortage
2 miles

Caution
Competitor
Ahead

 85% expect more demand for
services
 87% do not feel like the
recession has ended
 60% have cash to cover only
up to 3 months of operations
 41% expect 2012 to be
financially harder than 2010
(45% the same, 14% easier)

Merge
Here

La Piana Consulting © 2012

Source: Nonprofit Finance Fund
State of the Sector Survey, 2012

6

Nonprofits
compete for
more than
just funding.

Compete or
Collaborate?

Corporate Example:
Lead the market and inspire people.

La Piana Consulting © 2012

Corporate Example: Partner with others to
improve your success.

9

La Piana Consulting © 2012

Nonprofit Example:
Lead the sector and inspire people.

Shared Fund Development
AIDS/LifeCycle
San Francisco AIDS Foundation
Los Angeles Gay & Lesbian Center
La Piana Consulting © 2012

11

2

What is Strategic Restructuring?
Overview of Strategic Restructuring
What is Strategic Restructuring?
The Partnership Matrix
Case Studies

La Piana Consulting © 2012
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Administration

The Partnership Matrix

Collaboration

Parent/Subsidiary
Corporation

Program

 Single focus or program
 Multi-focus or program
 Integrated system

Contract or MOU

Collaboration
Collaboration
La Piana Consulting © 2012

Strategic Restructuring Trends and
Research
Critical Success Factors
Reasons to Consider Collaboration
Roadblocks to Strategic Restructuring

Corporate Merger/
Acquisition

Joint Venture
Corporation

Greater Integration

Greater Autonomy
 No permanent organizational commitment
 Decision-making power remains w/
individual organizations

Change in Corporate Structure
 Involves a commitment for the future
 Decision-making power is shared or transferred
 Is agreement-driven

Strategic Alliance

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

Corporate Integration

Strategic Restructuring

15

Why Do Nonprofits
Consider Strategic Restructuring?






La Piana Consulting © 2012
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Current Trends in
Strategic Restructuring
 SR as a competitive strategy
 Increased interest and activity across sectors
 Dramatic increase in mental health and social
services
 Significant increase in interest among national
organizations
 Increased interest in MSOs and administrative
consolidation

Pursue New Opportunities
Build Capacity
Greater Client Impact
Greater Access to Funding
Increase Efficiency and Reduce Costs

La Piana Consulting © 2012
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Why Strategic Restructuring?

Management Services
Organization

 Contracting for services
 Exchanging services
 Sharing services

Joint Programming

La Piana Consulting © 2012

Handout 1: The Partnership Matrix

Administrative Consolidation

 Information sharing
 Program coordination
 Joint planning

 Continuum of partnership options for nonprofits
 Use of partnerships to more effectively achieve
an organization’s mission
 Different from collaboration: change in the locus
of control
 Valuable tool for nonprofit leaders

17

La Piana Consulting © 2012

18

Collaboration and Strategic
Restructuring by Field
2008 Data*
4%

5%

10%

Strategic Partnership by Type
The Collaboration Prize Data: Top 176 nominations

Arts and Culture
Not specified

Children & Youth
25%

2008 Data

Other (coalitions, 2%
confederations, etc.)

Anti Poverty & Social Welfare
7%

23%

9%Civil Rights & Social Justice
Joint Programming

Community Development &
Housing
7% Diversity & Human Rights

35%

Education & Lifelong Learning
7%

12%
4%

6%

Environment & Natural
Resources

Administrative
Consolidation

8%

Joint Programming
and Administrative
Consolidation

4%

7%

176 nonprofit collaborations, alliances and mergers
19

*2010 Collaboration Prize database, the Lodestar Foundation

La Piana Consulting © 2012

25% Merger

20

Why Do Nonprofits Consider
Collaboration?
2008 Data
Factors that best describe why this collaboration was formed *
100%
90%

86%

85%

83%

82%

82%

80%

Case Studies

70%
60%
50%
40%
30%
20%
10%
0%

Improve quality of Maximize financial Expand range of
Serve more
Improve program
services/programs
resources
services/programs clients/audiences
outcomes

n = 644 *2010 Collaboration Prize database, the Lodestar Foundation

Administrative Consolidation

Case Study: Joint Programming

Chattanooga Museums
Tennessee Aquarium, Hunter Museum of American Art,
and the Creative Discovery Museum

Ready Set Parent!

La Piana Consulting © 2012

Case Study A

La Piana Consulting © 2012

Case Study B

 Building of Power
 Consolidation through Merger

Case Study: Merger

 Consolidation of Administrative
Services

Eight-Party Environmental Exploration

Crittenton Women’s Union

La Piana Consulting © 2012
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Case Study C

Critical Success Factors

Other Success Factors

Alliance and Integration Study












Staff/board member championed the alliance (80%)
Positive past experiences with collaboration (74%)
Board support/encouragement (73%)
Organization risk-taking/growth orientation (70%)
Positive board-executive relations (64%)

26

Mission focus
Flexibility in pursuing mission
Clarity regarding desired outcomes
Positive relations with potential partners

Source: Strategic Restructuring for Nonprofit Organizations, Kohm, La Piana, 2003.

La Piana Consulting © 2012

27

La Piana Consulting © 2012

28

Roadblocks to Strategic Restructuring

Table Discussion






 What partnerships including collaborations have
you participated in?
 What was your experience?
 What lessons did you learn regarding the
potential for deeper or other partnerships?

Autonomy concerns
Lack of trust
Self-interest
Organizational culture

La Piana Consulting © 2012

29

La Piana Consulting © 2012

30

Non Merger vs. Merger

The Strategic
Restructuring
Process

Major Difference
 Each organization continues to operate as a
separate entity with only selected services,
operations and programs provided by the
partnership.

Assessment
Negotiation
Implementation







La Piana Consulting 2012

The Strategic Restructuring Process
Assessment

Non Merger vs. Merger
Major Challenge
 Determining what will and will not be provided by
the partnership
 Determining who will perform what tasks
 Coordinating shared activities among different
organizational culture

La Piana Consulting 2012

Assessment

33

Negotiation

Agreement

Implementation

• Legal
Resolution

La Piana Consulting © 2012
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Additional Self-Assessment for
Sharing Services
 What could help you to achieve your mission
that you do not have access to now?

Motivators
Desired outcomes
Critical issues
Organizational factors or “red flags”
Financial assessment

La Piana Consulting © 2012

Resolution

• Integration

Self-Assessment






32
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Staff capacity and expertise
Services needed by your clients
Resources
Infrastructure

La Piana Consulting © 2012
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Partner Assessment

Identifying Organizational Matches







 Organizations with similarities and differences in…

Level of trust
Past experiences
“Usable” skills and assets
Cautions and challenges
Mission and program compatibility and
complementarities
 Financial condition







La Piana Consulting © 2012
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Mission and vision
Constituents served
Types of programs
Funding sources
Strengths and weaknesses

La Piana Consulting © 2012
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The Strategic Restructuring Process
Negotiation

Joining Forces for Greater Impact
 Which organizations can help you fill your major
gaps…
 Provide skills and expertise to increase your
operating capacity
 Provide complementary services needed by your
clients
 Make you more efficient
 Allow you to seize on major opportunities
 Give you access to additional resources
La Piana Consulting © 2012

Assessment

Resolution

Negotiation

Agreement

Implementation

• Legal
Resolution
• Integration

39

The Negotiations Process

La Piana Consulting © 2012
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Financial Impact and Analysis
Handout 2: The Negotiations Process

 Financial Comparison
Corporation A
Board of Directors

Re

com
me
nda

Corporation B

Board of Directors

Merger
Integration
Joint Legal Counsel

 Human Resource Comparison
 Budget Development

tion

Corporation B

 Projection for combined budget
 Cost/savings analysis

Board of Directors

Board of Directors

Identify Issues





 Statement of Financial Position
 Statement of Activities
 Analysis of financial health

Corporation A

Decision
Re

Process Steps

Joint
Joint
Merger
Negotiations
Negotiations
Negotiation
Committee
Committee
Committee

m
co

n
tio
da
en
m

Negotiate all issues
Record agreements
Communicate progress to
constituents

La Piana Consulting © 2012

Due Diligence Process





 Donor Comparison

Determine potential problems
Disclose information
Analyze

41
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The Strategic Restructuring Process
Implementation
Non Merger Analysis
 Cost/Benefit Analysis
 Implementation Plan

Assessment

Resolution

Negotiation

Agreement

Implementation

• Legal
Resolution
• Integration

La Piana Consulting © 2012
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Why Integration Can Fail

Cultural Integration

Integration does not fail because organizational
leaders can’t integrate financial systems or IT.
Integration fails because people tend to hold on to
their individual cultures and identity and fail to
create a new organization.

 Intentional process
 Specific events, opportunities, times to reflect
 Respect the time needed to move through this
process
 Maintain open two-way communication
 Celebrate small and large successes
 Resolve disagreements/problems immediately
 Determine communication and decision making style
early
 Monitor internally and externally

La Piana Consulting © 2012
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Understanding Trust

Key Success Factors

Openness

Trust
Joint Decision-Making
Shared Culture
Board Engagement
Good Facilitation and Process
Sustainable Structure
La Piana Consulting © 2012

Reliability

Benevolence
47
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Integrity

Competence
48

Building a Shared
Culture

Ongoing Board
Engagement

Good Facilitation
and Process

Sustainable
Structure

Don’t be overly
concerned about
losing decisionmaking autonomy.

Successful
nonprofit
collaborations are
driven by mission
attainment not
financial crisis.

Table Discussion
 Can you identify areas that potential partners do
better, or capacity they may have that can
enhance your capacity?
 How could a partnership help you better serve
your current clients and advance your mission?

La Piana Consulting © 2012

Programmatic
Strategic
Restructuring

55

Programmatic Strategic
Restructuring

Leverage your
program
resources in
building more
integrative
services

 Joint launching and managing of one or more
programs to further the mission of the
participating organizations
 Changing locus of decision making

Why Do Nonprofits Consider
Programmatic Strategic Restructuring?

Administration

The Partnership Matrix

Collaboration

Program

 Information sharing
 Program coordination
 Joint planning

 Contracting for services
 Exchanging services
 Sharing services

Parent/Subsidiary
Corporation

Joint Programming
 Single focus or program
 Multi-focus or program
 Integrated system

Contract or MOU

Corporate Merger/
Acquisition

Joint Venture
Corporation

Greater Integration

Greater Autonomy
 No permanent organizational commitment
 Decision-making power remains w/
individual organizations

Collaboration
Collaboration
La Piana Consulting © 2012









Management Services
Organization

Administrative Consolidation

Change in Corporate Structure
 Involves a commitment for the future
 Decision-making power is shared or transferred
 Is agreement-driven

Strategic Alliance

Pursue New Opportunities
Enter New Markets or Geographic Areas
Offer Additional Services
Access Greater Capacity
Greater Client Impact
Greater Access to Funding
Increase Efficiency and Reduce Costs

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

Corporate Integration

Strategic Restructuring

59
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Programmatic Strategic
Restructuring
Best used when:
 Similar/complementary missions, clients,
services
 Good relations and high level of trust among
parties
 Nonprofits operate in the same or adjacent
communities or facilities

Joint Programming
REACH (Resources for Education & Career Help)

La Piana Consulting © 2012
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Administrative Consolidation/Joint Programming

Management Services Organization/Joint
Venture

Shelter Outreach Plus and Central Coast HIV/AIDS Services

ARCH: Alliance for Rural Community Health

La Piana Consulting © 2012
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Structures for Joint Programming

Structures for Joint Programming

 Contracting or Exchanging Services

 Fiscal Sponsor

Corporation A
Corporation A

Agreement

Corporation B
(Fiscal Sponsor)

Corporation B

Joint
Operating
Entity

La Piana Consulting © 2012
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Structures for
Joint Venture Corporation

Structures for Joint Programming
 Third Party Fiscal Sponsor

 501(c)3 Nonprofit Corporation
 Limited Liability Corporation

Corporation C
(Fiscal Sponsor)

Agreement

Joint
Operating
Entity

Corporation A

Corporation B

La Piana Consulting © 2012
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Corporation Integration (MSO) vs.
Strategic Alliance
Joint Programming

Joint Venture Corporation

Structure

Agreement or Fiscal Sponsorship

Nonprofit Corporation e.g. 501(c)3

Governance

Advisory Body

Board of Directors

Level of Trust

Medium

High

Number of Partners

2 or 3

3 or more

Cost to Implement
($$ and Staff Time)

Low to Medium

High

Mission Compatibility

High

High or Low

Ease to Disband

Less Difficult

More Difficult

Cross Sector
Strategic
Restructuring

68

Small Group Discussion

Element

La Piana Consulting © 2012
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 What changes in your programs/services do you
wish you could provide for your clients?
 What programmatic opportunities do you wish
you could seize – new programs/services,
expansion of current programs/services, etc.?
Take Away Question
 Who are 2 or 3 other organizations in your
sector that have similar or complementary
missions?
La Piana Consulting © 2012

Leverage your
strengths in
cross-sector
partnerships

70

Cross Sector Partnership

Healthy Returns Initiative

“NOT ME”
UnitedHealth Group, YMCA, and Retail Pharmacies

Humboldt, Santa Cruz, Santa Clara, Ventura, and
Los Angeles County’s Juvenile Justice Systems

La Piana Consulting © 2012
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North Vallejo Patient Access Partnership

Cross Sector Partnership

Sutter Solano Medical Center and La Clínica North Vallejo

The Oakland Partnership

74

Healthcare Sector Initiative
La Piana Consulting © 2012
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Structures for Cross Sector Strategic
Restructuring





76

Small Group Discussion
 What cross sector collaborations are you
currently involved in?

Agreements
Limited Liability Corporation
501(c)3
Joint Powers of Agreement

La Piana Consulting © 2012
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 Can you identify other cross sector partnerships
you could be involved in?

77
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Questions & Discussion

La Piana Consulting © 2012
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What is it?
 Sharing, exchanging, contracting of
administrative functions or the creation of a new
organization to increase the administrative
efficiency of one or more organizations
 Different from collaboration: change in the locus
of control

Administrative
Strategic
Restructurings

La Piana Consulting © 2012

Examples of Commonly Shared
Administrative Services

Levels of Administrative Functions

 Sharing office space
 Sharing a key staff person
 Sharing one or more administrative departments
or functions (financial management, IT,
human resources, joint purchasing)
 Joint fundraiser

 Transactional
 Baseline transactions
 Payroll, accounting, benefits administration, IT operations

 Managerial
 Mission based management, planning and sustainability
 Budgeting, financial analysis, employee trainings, employee
recruitment, IT/systems planning

 Strategic
 Future planning and strategy creation to lead, innovate,
and change
 Financial modeling, strategic planning,

La Piana Consulting © 2012
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Administration

The Partnership Matrix

Collaboration
 Information sharing
 Program coordination
 Joint planning

Program

Management Services
Organization

Administrative Consolidation

Parent/Subsidiary
Corporation

Joint Programming
 Single focus or program
 Multi-focus or program
 Integrated system

Contract or MOU

Corporate Merger/
Acquisition

Joint Venture
Corporation

Greater Integration

Greater Autonomy
 No permanent organizational commitment
 Decision-making power remains w/
individual organizations

Collaboration
Collaboration
La Piana Consulting © 2012

Administrative
Consolidation

 Contracting for services
 Exchanging services
 Sharing services

Change in Corporate Structure
 Involves a commitment for the future
 Decision-making power is shared or transferred
 Is agreement-driven

Strategic Alliance

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

Corporate Integration

Strategic Restructuring

5

4

Types of Administrative
Consolidations

Structures for Administrative
Consolidations

 One organization providing administrative
services for one or more other organizations
 Two or more organizations creating one
department for carrying out an administrative
function
 Two or more organizations exchanging
administrative services
 Two or more organizations sharing
administrative staff

 Contracting or Exchanging Services

La Piana Consulting © 2012

Corporation A

7

Agreement

Corporation B

La Piana Consulting © 2012
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Structures for Administrative
Consolidations

Structures for Administrative
Consolidations

 Fiscal Agent/Sponsor

 Third Party Fiscal Sponsor
Corporation C
Corporation B

Corporation A

(Fiscal Sponsor)

(Fiscal Agent)
Agreement

Joint
Operating
Entity

La Piana Consulting © 2012

Corporation A

9

Joint
Operating
Entity

Corporation B
(Fiscal Sponsor)

La Piana Consulting © 2012
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Nonprofit Example: Partner with others to
improve your success.
Joint Intake
Across Organizations

Administrative Consolidation

Client registers
once for a
network of
services
La Piana Consulting © 2012

Clearfield Jefferson Community Mental Health Center and
Community Guidance Center
11
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Administrative Consolidations
Best used when:
 Similar types of transactional functions, systems,
operations, facilities, and activities
 Similar types of managerial services needed
 Similar/complementary missions, clients, services
 Good relations and high level of trust among
parties

Administrative Consolidation/Shared Space
The Community Place of Greater Rochester and Threshold

La Piana Consulting © 2012

13

La Piana Consulting © 2012

14

Administrative Consolidations

Should you provide Administrative
Services?

Best used when:
 Nonprofits operate in the same or adjacent
communities or facilities
 There are existing systems that will handle
transactional functions of participating
organizations

 Does it help you better attain your mission and
purpose?
 Does it take time and resources that could
better be used for achieving your mission?
 What is your competitive advantage over a for
profit entity?

La Piana Consulting © 2012
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Management
Services
Organization
(MSO)

16

Admin
Consolidation

Management Services Organization
MACC Commonwealth in Minnesota

La Piana Consulting © 2012
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Children and Family Services Center

Management Services Organization/Joint Venture
Habitat for Humanity Charlotte Region Catalyst Project

La Piana Consulting © 2012
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When do MSOs work best?

MSO Challenges

MSOs work best with organizations
 with budgets between $1,000,000 and
$5,000,000
 with similar transactional functions
 with similar/complementary missions, purposes,
and clients
 that are not in the beginning of their nonprofit
lifecycle

 Providing services to meet needs and desires of
all clients
 Costs and challenges of building scalable
systems
 Taking resources and focus away from the
mission during startup
 Serving organizations with different cultures
 Raising startup funding
 Competition from for profit organizations

La Piana Consulting © 2012
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Corporation Integration (MSO) vs.
Strategic Alliance
Administrative
Consolidation

Management Services
Organization (MS0)

Structure

Agreement or Fiscal
Sponsorship

Nonprofit Corporation e.g.
501(c)3

Governance

Advisory Body

Board of Directors

Level of Trust

Medium

High

Number of Partners (Applies
only to MSO’s)

2 or 3

3 or more

Cost to Implement
($$ and Staff Time)

Low to Medium

High

Potential Cost Savings

Lower

Higher

Ease to Disband

Less Difficult

More Difficult

Potential Impact

Low to Medium

High

Element

La Piana Consulting © 2012

Outsourcing
Administrative
Functions

23
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Trends in Outsourcing

Center for Nonprofit Advancement

 Independent Consultants and Accountants
 Professional Services Firms – CPA’s, IT service
providers, PEO’s, etc.
 Bulk Purchasing Coalitions/Organizations

 “Backoffice in a Box”

La Piana Consulting © 2012

 Financial Services
 HR Services

25
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Small Group Discussion
 What gaps does your organization have in your
administrative operations?

New Guidestar
Directory

 What administrative capacity do you wish you
had to help you fill those gaps?

La Piana Consulting © 2012
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Administrative Consolidation
Collaboration
 Information sharing
 Program coordination
 Joint planning

Handout 1: The Partnership Matrix

Management Services
Organization

 Contracting for services
 Exchanging services
 Sharing services

Joint Programming
 Single focus or program
 Multi-focus or program
 Integrated system

Parent/Subsidiary
Corporation

Corporate Merger/
Acquisition

Joint Venture
Corporation

Program

Nonprofit
Mergers

Administration

The Partnership Matrix

Greater Autonomy

La Piana Consulting © 2012

Greater Integration
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Merger

Merger

Oakland East Bay Symphony, Oakland Symphony Chorus, and
Oakland Youth Orchestra

STAND! Against Domestic Violence and the Family Stress Center

La Piana Consulting © 2012
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Current Trends in Mergers
 Mergers and collaborations as a competitive
strategy
 Mergers across program areas
 Domestic Violence and Sexual Assault
 Youth and Adult services
 Inpatient and Outpatient

 Increased interest among national organizations
 Increased interest in multi-organization
partnerships or mergers

Merger
Haight Ashbury Free Clinics and Walden House

(e.g. not 2 but 5 organizations merging)
La Piana Consulting © 2012
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Competition and the Market
Offer same/similar programs and services
Have geographic or “consumer” overlap
Seek funding from the same sources
Compete for media attention, staff, or board
members

La Piana Consulting © 2012
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Know Your Competition

 Which organizations are most related to you?
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Direct
Competitors

Substitutable
Competitors

Resource
Competitors

• Those organizations
with the same
market focus as
your nonprofit – they
do what you do (that
is, they have a
similar program)
within the same
geographic area, for
the same types of
customers.

• Those organizations
that meet the same
need that your
nonprofit meets, but
in a different way.

• Those organizations
that do not compete
with your nonprofit
for customers, but
do compete for
other resources,
such as funding,
board members,
other volunteers,
paid staff, and
media attention.
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Small Group Discussion

Issues to Consider in a Merger

 What are your three most significant concerns
when you think about the potential of a merger
of your organization?
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Identity
Autonomy
Issues to be Negotiated
Due Diligence
Corporate Structure
Negotiating Toward a Potential Merger

La Piana Consulting © 2012
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Identity

Autonomy

 Maintaining current identities
 Creating a new identity
 Selecting one of the current identities

 Does remaining autonomous provide the best
potential to provide services to the
client/audience/etc. you serve?
 Does remaining autonomous create the greatest
potential for sustaining your services in the
current economic environment?
 Would merger benefit your organization beyond
remaining autonomous?

La Piana Consulting © 2012
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Issues to be Negotiated in a Merger
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Due Diligence
Handout 4: Due Diligence Check List








 Documents to review

Governance
Financial
Human resources
Capital
Programmatic
Communications









Organizational
Tax
Insurance
Personnel
Financial/Funding
Capital/Real Estate
Others?

Handout 3: Issues to be Negotiated in a Merger
La Piana Consulting © 2012
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Implementation Options
1

Corporate Structure
Options

Corporation A
Surviving

Assets and
Liabilities

Corporation B
Disappearing

Corporation A

2

3

Surviving

Assets

Corporation B
Dissolving

Corporation A

Corporation B

Disappearing

Disappearing

Corporation C
New

La Piana Consulting © 2012

44

Implementation Option 1

Implementation Option 2

Merger by “dissolution into”
 Merging corporation B into A, bringing assets
and liabilities to corporation A and then
dissolving corporation B

Merger by dissolution
 Merging by dissolution, with assets left to the
surviving corporation after liabilities are
disposed of

Corporation A
Surviving

Assets and
Liabilities

Corporation A

Corporation B

Surviving

Disappearing

La Piana Consulting © 2012

Assets

Corporation B
Dissolving

45
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Implementation Option 3

Negotiating Toward a Merger

Merger by dissolution
 Merging by “dissolution,” with both parties
dissolving into a new corporation

 What is on the table?
 What is the potential for a successful process?
 Backing up into a partnership that is less
integrative.

Corporation A

46

Corporation B

Disappearing

Disappearing

Corporation C
New

La Piana Consulting © 2012
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Integration

Challenges in Integration
Handout 5: Areas to be Integrated

Areas to be integrated:
 Culture
 Board of Directors
 Management
 Staff
 Program
 Communications and Marketing
 Systems












Lack of a merger “champion”
Scarce resources (time and money)
Culture clash
Board and staff development
Creating reasonable expectations

Finance
Fundraising
Human Resources
Technology
Facilities

La Piana Consulting © 2012
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Why Merger Integration Can Fail

Cultural Integration

 Mergers do not fail because organizational
leaders can’t integrate financial systems or IT.
 Mergers fail because people tend to hold on to
their individual cultures and identity rather than
create a new organization.

 Intentional process

La Piana Consulting © 2012

 Use events, opportunities, times to co-create
 Respect the time needed to make this shift
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Maintain open two-way communications
Celebrate small and large successes
Resolve disagreements/problems immediately
Explicit communication/decision making style
Monitor internally and externally

La Piana Consulting © 2012

Lessons Learned: Integration
 Address feelings of power imbalance early
 Think in terms of integration throughout process
 Be open to creating something new (especially re: culture)
 Have clearly defined leadership in place from the decision point
onward

Managing a Strategic
Restructuring

 Mergers: Avoid the continued presence of pre-merger EDs
 Strategic Alliance: Involve the affected staff in the partnership’s
design
 Create integration team(s) with clear leadership, responsibilities,
reporting requirements, timelines

La Piana Consulting © 2012
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Managing a Strategic Restructuring

Positioning: Acquisition vs. Merger
Merger for sustainability/survival
of one organization
versus

Merger of two strong organizations
for growth/expansion

La Piana Consulting © 2012
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Table Discussion
 Can you identify a potential partner that would
enhance your services/mission delivery?

Relating to
Funders

 How would your services be enhanced by this
partnership?

La Piana Consulting © 2012

Foundation Center
Collaboration Prize Database

Resources

58

Questions & Discussion

http://collaboration.foundationcenter.org

La Piana Consulting
Strategic Restructuring
http://www.lapiana.org/strategic-restructuring
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Thank You!
Visit us online at www.lapiana.org or
email Bob at harrington@lapiana.org

Models of Strategic Restructuring
Chattanooga Museums
Administrative Consolidation

Searching for a Solution:
Why Administrative Consolidation Made Sense
In 2000, two of Chattanooga’s most prominent
museums, the Creative Discovery Museum (CDM) and
the Hunter Museum of American Art, found themselves
struggling to effectively serve their constituents while
maximizing limited resources. The CDM faced a growing
deficit, while the Hunter’s cumbersome operational
infrastructure was taking critical staff time away from
innovative programmatic work. What both institutions
needed was a solution that would not only make their
business operations more efficient and cost effective, but
also give staff the opportunity to focus more on
developing mission-driven programs that would increase
attendance from the broader community. For the
museums, the solution came in the form of an
administrative consolidation with the Tennessee
Aquarium, which has saved the CDM and the Hunter
nearly $4 million and generated over $1 million in
revenues for the Aquarium since the consolidation was
formalized in 2001.
The CDM opened its doors in 1995 as part of an effort to
revitalize the city and attract residents and visitors to
downtown as part of an urban renewal process. Shortly
after opening, however, the CDM found itself operating
in the red due to an unsustainable business model.
Museum attendance was down and the resulting
decrease in revenues meant that it could not support its
large staff. The CDM’s infrastructure had been designed
to accommodate unrealistic visitor estimates that were
based on the startling success of the Tennessee
Aquarium. While the CDM worked hard to meet these
projections, mounting operating expenses made it clear
that a new model was needed.
The Hunter, Chattanooga’s oldest cultural institution,
faced an entirely different, although equally challenging
situation. Perched on a bluff overlooking downtown and
the Tennessee River, the Hunter had become internally
focused and was no longer realizing its potential to reach

and connect with the community. This detachment,
which had left it unable to effectively serve its
constituents, was further complicated by the museum’s
outdated operational infrastructure that took valuable
staff time away from upgrading exhibits and designing
innovative programs and would require a significant
financial investment to modernize.

Photo: Gallery entrance to Jellies: Living Art, presented by the Tennessee Aquarium
and the Hunter Museum of American Art.

For the CDM and the Hunter, the consolidation was a
practical solution to the challenges facing them, and as it
grew to accommodate the different needs of the
museums it achieved the desired result for both: an
opportunity to serve their constituents more effectively
and maximize resources.
Recognizing that the
Aquarium was a much larger organization with greater
operational
capacity,
and
capitalizing
on
its
complementary mission to provide, “leadership and
partnerships that enhance the Chattanooga experience,”
the CDM approached the Aquarium with the idea of
merging, an idea the Aquarium rejected but countered
with a proposal to consolidate administratively. For the
Hunter, the collaboration provided an alternative to what
would have been a considerable investment in
modernizing its operational infrastructure and allowed it
to focus on the more important job of transforming itself
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from a museum sitting above the City to a more valuable
community resource.

Understanding Administrative Consolidations:
How it Worked in Chattanooga
The Chattanooga Museum example illustrates how
administrative consolidations can positively impact
organizations and their clients by expanding revenue
streams and improving program quality. Administrative
consolidations are a model of strategic restructuring that
allows organizations to gain administrative and cost
efficiencies by sharing typical back-office functions, such
as human resources, finance, information technology,
and marketing.1 Although such partnerships can be
difficult to implement, they do present a viable solution to
minimizing ever-increasing administrative costs and are
an effective means of improving the quality and
availability of services delivered by nonprofits. As
demonstrated in the Chattanooga example, this type of
consolidation standardizes processes and procedures,
giving organizations more time to concentrate on
developing programs and program staff rather than on
administrative functions.
Although the CDM and the Hunter entered into the
consolidation for different reasons, they both went
through a series of steps to assess their readiness and
prepare for a partnership with the Aquarium. These
steps included:





Evaluating their administrative systems (e.g.
accounting, HR, IT, marketing, and retail sales)
and recognizing their limited operational
capacity and need for support services;
Identifying the administrative expertise and
infrastructure of the Aquarium and capitalizing
on their complementary missions; and
Partnering with the Aquarium to recruit qualified
staff to support the administrative partnership
and offering competitive compensation to retain
them.

The Aquarium also assessed what, if anything, it had to
gain from such a partnership. While the administrative
consolidation seemed like the solution for the CDM and
the Hunter—it reduced costs, modernized and improved
operations, and allowed the CDM to regain its financial
footing—the Aquarium had to determine if the
partnership complemented its mission. What the
Aquarium found was that the consolidation, unlike the
merger with the CDM that it had earlier rejected, created
a unique revenue generating opportunity that provided a
dependable source of funding.

The Human Resource Factor
When the Hunter Museum of American Art,
the Creative Discovery Museum (CDM), and
the Tennessee Aquarium decided to share
the directors of HR, Finance/Accounting
(CFO), IT and Marketing, and Retail Sales,
the three institutions knew they needed to
answer a fundamental question: What is the
impact on the staff providing these services?
Now, instead of managing the work load
generated by one institution, the shared
directors were suddenly responsible for the
work of three. Moreover, they were now
reporting to the Aquarium’s CEO as well as
the Directors of the CDM and the Hunter.
Charlie Arant, CEO of the Aquarium,
recognized that the shared directors needed
a compelling reason to undertake the
increased work load and accept the
complicated reporting structure and offered
them a small, but meaningful financial
incentive. The incentive sent the message
that if the additional work goes away the
additional pay goes away, so providing good
customer service benefits you.
The incentive is clearly having the desired
impact. The shared directors find their new
positions enriching. The Director of Retail
Sales said that when she came to the
Aquarium she never anticipated staying for
more than a couple of years, but since the
challenges of managing three stores and
responding to the needs of a diverse
customer base is such a satisfying
experience, she can’t imagine leaving. The
CFO also finds the challenges of managing
the financial aspects of three organizations
a richer experience than working for a
single institution.

1 Coy, Bill and Yoshida, Vance. Administrative Collaborations, Consolidations, and
MSOs. La Piana Consulting, 2005.
http://www.lapiana.org/downloads/AdminConsolidation_CoyYoshida.pdf
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Once formalized, the consolidation fundamentally
changed the operational structure and staffing of the
three institutions. Although each retained its individual
identity and continued to be governed by its respective
board, the institutions now share four directors: HR,
Finance/Accounting (CFO), IT and Marketing, and Retail
Sales. This structure is at the core of the consolidation,
and as the lead partner, the Aquarium employs the four
shared directors who report to the Aquarium’s CEO as
well as the Directors of the CDM and the Hunter.

partnerships with schools, and powerfully impact a
greater number of constituents.
Internally, the results of streamlining business operations
are increased benefits for employees, financial savings,
greater revenue streams, and more time to focus on
creative programming. At the HR level, the museums
now offer improved employee benefits, including
expanded health insurance and retirement savings
plans. According to Byron Mulligan, HR Manager, “It
didn’t make sense to pay two or three HR staffs to do the
same work, since HR issues are often quite similar
across institutions.”
Sharing a CFO has brought about similar efficiencies
and cost savings, in addition to revenue generation for
the Aquarium. The consolidation put all three institutions
on the same accounting systems, making annual audits
easier, allowing for joint fundraising, and establishing
better financial controls. “I no longer lose sleep over the
accuracy and completeness of our financials,” says
Robert Kret, Director of the Hunter. “With the financial
and accounting expertise the Aquarium brings to the
table, I can focus on my own area of expertise.”

Photo: Jellyfish display, Ocean Journey building, the Tennessee Aquarium.

Sharing directors at the operational level allowed the
museums to pool resources and hire more qualified
operational staff. More importantly, the shared directors
find this arrangement enriching. The CFO and the
Director of Retail Sales said that when they came on
board they expected to stay only a few years, but
because the work ended up being more diverse and
complex, now they cannot foresee leaving. Part of this
job satisfaction stems from the fact that Charlie Arant,
CEO of the Aquarium, recognized that providing these
services to three institutions increased their work load
and level of responsibility. Therefore, he established an
incentive pay system for the shared directors, making
the point that they are being compensated for the
additional work that they do, but if quality and customer
service slip and the business decreases, so does the
additional compensation.

Realizing the Benefits and Assessing the Impact
The positive impact of consolidating administrative
services has strengthened the operational and
programmatic functions of the institutions and can be felt
both internally among museum staff and externally in the
community. The consolidation has also allowed the
museums to tap into new revenue streams by
undertaking joint fundraising and capital campaigns.
New and innovative programs have enabled them to
more effectively engage the community, develop

Joint
purchasing

Bundled
insurance

Shared staff

$3.6
million
Saved

Shared
technology
platform

Improved technical and database support, Internet
access, and speed of transmission—the result of
consolidating IT services—mean that the CDM and the
Hunter can spend more time focusing on their missions.
The other combined services, marketing and retail sales,
have saved money, improved the visitor experience, and
allowed the museums to more effectively reach a larger
audience. “Combining forces made good sense for our
Marketing Department,” recalls Cindy Todd, Director of
Marketing. The CDM and the Aquarium collaborate in a
number of marketing areas, including advertising, media
production, and joint ticketing endeavors. The Hunter
and the Aquarium are moving in this direction as well.
Externally, the consolidation profoundly impacted
community residents and museum visitors. With $3.6
million in combined savings and $1.1 million in revenue,
the museums furthered their missions to deepen
La Piana Consulting © 2009
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connections to the community and provide educational
support to schools and social service agencies. In
addition to the cost savings and revenue generated for
the Aquarium, the consolidation enabled the museums
to undertake a joint fundraising and capital campaign
that raised $120 million.

Photo: Inventors’ Clubhouse, Creative Discovery Museum.

Apart, the museums had never been able to generate
this level of funding, and they used the revenues for both
internal investments, such as constructing new buildings
for the Hunter and the Aquarium and renovating and
creating exhibits at the CDM, as well as external
improvements in the community, including building new
parks, improving infrastructure along the Chattanooga
waterfront, and launching a public arts program. These
investments further solidified the museum partnership
and sent a signal to the larger community that they were
serious about the continued rejuvenation of Chattanooga
and improving the quality of life for its residents.
According to Tennessee Senator, Bob Corker, “The
synergies involved in this partnership are just
astounding. These institutions see cost savings, gain
expertise, and increase their credibility in the community
among visitors.”
While the financial and operational benefits of the
partnership are significant, it is also important to highlight
how the consolidation nurtured a spirit of collaboration
that has furthered the missions of all three institutions.
Community partnerships have expanded the role the
museums play in the community. Rather than being
simply a place to visit, the museums are recognized and
applauded for their role in improving access to quality
education in Chattanooga. The museums play an active
role in supporting the nationally recognized Normal Park
Museum Magnet School and help design curricula by
partnering with the school’s administration and faculty.
The institutions have furthered their commitment to
improving the quality of education in the state by
partnering with higher education institutions, including
the University of Tennessee at Chattanooga.

Local organizations have also benefitted from the
collaboration.
A
partnership
with
eight
local
organizations resulted in the creation of the Association
of Chattanooga Museum Educators, a group of
educators who collaborate to build capacity across the
museum community. The Association has created
collaborative summer camps, joint family programs, and
multiple museum-school programs that benefit a greater
number of residents than any one organization could
reach on its own. At the heart of the Chattanooga
museum partnership are the traditional services visitors
expect from museums: innovative and creative exhibits.
Two notable exhibits emerged from the consolidation:
This is Our Land, a traveling exhibit of children’s books
illustrations hosted by the CDM and the Hunter, and
Jellies: Living Art, an exhibit shared by the Aquarium and
the Hunter in which science and art come together.
This administrative consolidation allows the museums to
leverage their unique strengths and work together more
effectively as partners. Beyond increased operational
efficiencies, reduced administrative costs, and stronger
more enriching programs, the Chattanooga Museum
Administrative Consolidation is allowing each museum to
do its job more effectively. “Our work has become so
much more efficient now that we have dedicated the
added time and energy to our mission of educating the
public,” says Robert Kret, CEO of the Hunter. Visitors,
too, are reaping the benefits as the museums continue
to think strategically about ways to achieve greater
efficiencies in their operations and develop more original
programs to reach residents within and beyond the
museum walls.

About La Piana Consulting
Founded in 1998, La Piana Consulting is a national firm
dedicated to strengthening nonprofits and foundations,
by enhancing organizational strategy, collaboration, and
leadership. Our mission is to advance management
practices throughout the nonprofit sector for greater
social impact. Visit us at http://www.lapiana.org or call
510-601-9056.
Written by Lindsay Vignoles, with Jo DeBolt, Melissa
Mendes Campos, and Robert Harrington, this case study
is one in a series of snapshots about The Collaboration
Prize 2009 Finalists. La Piana Consulting managed the
design and implementation of The Collaboration Prize
for the Lodestar Foundation. Jo DeBolt led the project
and conducted site visits of the eight finalists. For more
information, visit http://www.thecollaborationprize.org.
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Models of Strategic Restructuring
Ready, Set, Parent!
Joint Programming and
Administrative Consolidation

Coming Together for the Greater Good:
Why Joint Programming Made Sense
In 1999, two Western New York nonprofit organizations,
EPIC - Every Person Influences Children and Baker
Victory Services (BVS), independently provided hospitalbased parent education programs to help parents foster
the social, emotional, and cognitive development of their
children and better prepare them for school. While both
programs had unique strengths, the organizations
struggled with the fact that their services reached a
limited number of participants in a narrow geographic
area and neither had the capacity to evaluate the impact
they were having on the community. What EPIC and
BVS needed was a way to design and implement a more
robust program that would leverage and build on their
core strengths and create systemic change around early
childhood development in Buffalo, New York. The
solution came in the form of a joint program designed
and implemented by EPIC and BVS, called Ready, Set,
Parent!, that reaches 8,000 new parents annually and
makes a positive impact on the development of their
young children.
In response to a dearth of post-partum parent education
services in the area, EPIC and BVS began providing
support services for new parents to help them overcome
a variety of environmental and socioeconomic conditions
that have been identified as risk factors leading to child
abuse and neglect. Although each program was
relevant, with EPIC focusing on the development of
parenting skills and BVS guiding parents from a medical
standpoint, the programs were small in scope, targeted
the same audience, and worked in isolation from each
other. This led to increased competition for scarce donor
funding and a duplication of services that limited the
organizations’ ability to improve, innovate, or scale
programming options. The programs were so similar that
they provided services at the same hospital despite the
fact that other hospitals in the area had no such
program. Limited funding also made it impossible to
commit more staff to increase critical program services.

Taken together, the two programs only reached a
combined 2,100 new parents annually in the first three
years out of an estimated 10,000 in the region, and
expended substantial resources where significant
savings could be gained through collaboration.

Photo: A Ready, Set, Parent! team member meets with new parents. Buffalo News,
January 28, 2009. Photographer: Sharon Cantillion.

In 2002, EPIC and BVS acknowledged that more
innovative services were needed to educate a growing
number of new parents, and that by working together
and leveraging each other’s strengths, they could
achieve greater outcomes and better evaluate their
organizations’ impact. According to Vito Borrello,
Executive Director of EPIC, “We both had parenting
programs that were reaching a moderate number of
families, and I thought that combining efforts would allow
us to develop and implement a comprehensive program
and serve more families.” After an intensive two year
planning process, the organizations developed and
implemented Ready, Set, Parent!, a comprehensive,
hospital-based parent education program that saves
both organizations valuable resources and annually
impacts four times the number of new parents than the
organizations reached while working independently.
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In addition to Ready, Set, Parent!’s programmatic value,
it is important to understand what distinguishes this joint
program from similar initiatives, especially given the
popularity of this strategic restructuring model. Joint
programming is so common, in fact, that 89 of the top
ranked 176 applications for the 2009 Collaboration Prize
were examples of joint programming.1 So what factors
make Ready, Set, Parent! such a successful partnership
and distinguish it from similar joint programs? A large
part of the answer is rooted in the collaborative approach
used by EPIC and BVS to conceptualize, implement,
and manage the program.

Understanding Joint Programming: The Ready,
Set, Parent! Approach
Ready, Set, Parent! illustrates how joint programming
can positively impact organizations and program
beneficiaries by reducing duplication, expanding the
range and quality of services offered by the program,
reaching a larger audience, and attracting donor funding.
Joint programming is a model of strategic restructuring
that includes the joint launching and managing of one or
more programs to further the programmatic mission of
the participating organizations. Within the strategic
restructuring continuum, joint programming is classified
as a strategic alliance because it involves a commitment
to continue, for the foreseeable future, shared or
transferred decision-making power, and a formal
agreement. Joint programs do not change the corporate
structure of the organizations involved.2
While nonprofits routinely engage in joint programming
as a way to strengthen programs and access donor
funding, it is less common for two organizations that
have no prior history of working together to collectively
develop and implement such a comprehensive program.
In this way, Ready, Set, Parent! is unique. Although the
leadership of both organizations knew of each other and
were tacitly familiar with the other’s work, they had never
formally worked together until Borrello posed the idea to
Jim Casion, CEO at BVS, during a telephone call. Their
conversation led to the development of a planning
committee that included members from both
organizations, which worked for almost two years to
conceptualize and realize Ready, Set, Parent!
The significant time investment in the planning phase
created an opportunity for relationship building that has
fundamentally shaped how the program is managed.
According to Borrello, “Jim and I committed to bring our
leadership teams together and we spent over 18 months
working through the program and becoming familiar as
organizations so that we could provide a seamless
service to the community.” During the program
1
2

http://www.thecollaborationprize.org
http://lapiana.org/Strategic-Restructuring/FAQs/Types-of-Strategic-Restructuring.html

The Joint Branding Factor
Once conceptualized, EPIC and BVS decided
to collaborate on all aspects of marketing
and public relations for Ready, Set, Parent!
The planning committee determined that
they were offering a comprehensive service
for parents that meaningfully engaged a
variety of community groups and the
program needed to stand alone in order to
highlight that reality.
“We realized we needed to make [the
services] seamless because it would only
confuse the community if they had to
identify what services EPIC was offering and
what BVS offered,” explained Vito Borrello,
Executive Director of EPIC. The planning
committee spent a significant amount of
time talking about branding and the
program name and decided that if EPIC and
BVS were to co-brand with Ready, Set,
Parent! it would dilute the impact (see
Figure 1).
The decision to jointly market the program
has appealed to the funding community as
well. Program funding has increased
exponentially from a combined $75,000
annually for the individual programs to $1.3
million raised in the first year. Additionally,
the three foundations that initially funded
the program have all extended their grants,
and the United Way is now contributing to
the program.

development phase, the planning committee met
monthly to identify what they wanted to accomplish and
devise a strategy to realize their goals. The committee
adapted and merged elements of their original programs
and then piloted the improved services to determine their
viability and effectiveness. Borrello reports that by the
time they were piloting programs, the Ready, Set,
Parent! team was integrated to such a degree that, “You
would not have known who was the staff of EPIC and
who was staff of BVS.” While the process was not
entirely smooth—some staff wondered why they would
cede control to the other organization—the Executive
Directors kept the team committed to the cause,
reminding them of the need in the community and the
organizations’ ability to meet it.

Figure 1: The Ready, Set, Parent! logo does not reference EPIC or BVS in order to
heighten the joint program’s visibility and impact.

EPIC and BVS undertook an iterative and
comprehensive development strategy when they agreed
to explore the possibility of creating a joint program and
entering into an administrative consolidation that would
support the program.3 The steps to assess the viability
and utility of Ready, Set, Parent! included:




Recognizing a commitment and shared vision to
positively impact the community;
Evaluating current programs and recognizing
their limited scope; and
Developing a planning committee and
committing financial resources to support the
development process.

The comprehensive nature of Ready, Set, Parent!, as
well as the collaborative approach used to conceptualize
and execute the program, made it essential for the
organizations to consolidate administratively in order to
manage and sustain it. Although Ready, Set, Parent!
reflects a common pattern in the connection between
programming and administrative consolidations, it goes
one step further in ensuring that the program, rather than
any one organization, is recognized by the community.
During the planning stage, the decision to develop a
Administrative Consolidation: A model of strategic restructuring that allows
organizations to gain administrative and cost efficiencies by sharing typical back-office
functions, such as human resources, finance, information technology, and marketing.

3

program brand and the commitment by EPIC and BVS to
jointly market that brand increased Ready, Set, Parent!’s
visibility and credibility within and beyond the community
(see Figure 1). The joint fundraising efforts of the two
organizations in support of Ready, Set, Parent! also
make it distinct from typical joint program-administrative
consolidation models.
Key shared responsibilities, such as serving equal roles
on the board that governs the program, as well as, joint
fundraising and marketing have further integrated the
organizations. A combined sense of ownership and
responsibility is fostered by the organizations’ equal role
on the program’s governing board, which is composed of
BVS’ and EPIC’s executive teams and meets bi-monthly
to review progress, assess challenges, and evaluate
expansion and sustainability strategies. The partners’
commitment to total transparency in all things related to
Ready, Set, Parent! has allowed them to fundraise
together on behalf of the program and secure critical
funding from three of the largest foundations in Buffalo
as well as from various federal agencies. The program
attracted more than $1.3 million in donor funding during
its first year of implementation. Working together on
marketing and public relations helps ensure that the
program, rather than any one organization, is recognized
in the community and that the quality of program
services is maintained.

Assessing the Organizational and Community
Impact
The positive impact of Ready, Set, Parent! is evident
throughout the community and nowhere is it felt more
profoundly than within Erie County’s four birthing
hospitals. Program beneficiaries hail the program for
providing the kind of support services that are so critical
to parents. In addition to the external impact, EPIC and
BVS recognize that the partnership has generated
much-needed cost savings and allowed the
organizations to comprehensively evaluate the program
and access increased funding.
Internally, the results of collaborating programmatically
and consolidating administratively are increased
operational efficiencies, significant cost savings, and
improved program quality. The organizations’ willingness
to recognize and leverage their financial and operational
strengths created an opportunity for administrative
savings. For example, since BVS is the larger
organization and has the HR systems to support more
staff, it made sense for all program employees to
become BVS employees; a decision that reduced
benefits costs for EPIC by 30%.
The collaboration also reduced the overall number of
employee hours committed to the program. Without
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cutting staff, the organizations reduced required
administrative staff time by 35% by eliminating
duplication of the human resource, finance, and
marketing directors (see Figure 2). This reduction in
costs is remarkable considering that Ready, Set, Parent!
serves more beneficiaries and has evaluation data
demonstrating improved program quality. According to
one program staff, “When you combine individuals from
two different organizations in one initiative, there is the
benefit of seeing things from different perspectives.”
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$350,000

Cost per
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$48.87

$50.00

$337,000

$48.00

$300,000
$46.00
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Figure 2: While operating budgets tripled from 2005 to 2008, cost per parent served
decreased by nearly 15%.

Externally, the program profoundly impacted new
parents and established a model for parent education
programs that can be implemented nationally. Prior to
Ready, Set, Parent! the organizations’ individual
programs reached approximately 9% of new parents and
operated in one area hospital. This number has
increased four-fold, with an estimated 80% of new
parents benefitting from the program. Evaluation results
indicate that participants who meaningfully engage in the
program interact more with their children, have more
confidence, and realize better outcomes for their
children—participants’ children scored above the
national mean across five developmental domains,
approximately 77.5% of the time.4
The shared organizational expertise and resources
allowed for a comprehensive evaluation which indicated
improved program impact. According to Linda Cleary,
Executive Director of the Children’s Consortium, “Ready
Set Parent! is not only educational for parents but has a
proven track record of improving literacy in adults who
complete the program, as well as increasing positive
feelings toward parenting their children.”5 Evidencebased outcomes are used to monitor the program’s
continued success and indicate when services need to
be adapted in order to maintain and improve
performance. The joint program has engaged the
Evaluation of EPIC’s Ready, Set, Programs. Conducted by the University of Buffalo,
School of Social Work.
5 As reported in cnylink.com staff report, July 15, 2009 (Eagle Newspapers).
4

Corporate sponsors and local community organizations
have also backed the program. Partnerships with Fisher
Price and Literacy Volunteers of Buffalo have allowed
the program to distribute more than 500 educational toys
and 1,750 copies of the popular children’s book Good
Night Moon to workshop participants annually. “This isn’t
just a program,” explains Borrello, “It’s a community-wide
initiative and the community partners play a huge role in
its success.” For example, parents don’t simply receive a
copy of the book, but the sleeve in which the book
comes contains a registration form for a library card that
directs parents to their local libraries and promotes the
importance of literacy from birth.

$44.00

$200,000

$50,000

University of Buffalo to conduct an ongoing, four-year
longitudinal evaluation that plays a critical role in
documenting the program’s long-term impact.

These types of incentives play a critical role in attracting
parents to and engaging them in the program beyond
the initial hospital visits. Strong community partnerships
have enabled Ready, Set, Parent! to provide over 30
workshop series in hospitals, churches, community
centers, schools, and businesses since the program’s
inception. Local and national media are also promoting
the program free of charge, and over 250 agencies,
pediatrician groups, and the popular parenting website
Mom to Mom help publicize the program. This sense of
community ownership creates continued opportunities
for sustainability and generates interest from funders
throughout the nation.
After five years of planning and implementation, the
Ready, Set, Parent! collaboration has created a model
for parent education and support programs that has the
potential to be replicated nationwide. In 2008, the team
secured partnerships to begin implementing the program
in four additional sites, marking the first step in an effort
to expand the program nationally.
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dedicated to strengthening nonprofits and foundations,
by enhancing organizational strategy, collaboration, and
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Models of Strategic Restructuring
Crittenton Women’s Union
Merger

Policy Research Meets Direct Services:
Why Merger Made Sense
In 2006, Crittenton, Inc. (Crittenton) and The Women’s
Union (TWU) merged to create a new organization with
a revitalized vision of how to help low-income women
and families in Massachusetts achieve economic
independence. Crittenton was an established human
services agency providing shelter and other direct
services to women and children. TWU was an advocacy
organization conducting programs and research focusing
on the social and economic challenges faced by this
same population. Impelled by their similarity of purpose,
Crittenton and TWU were motivated to join forces not as
a response to crisis, but by the opportunity to leverage
their complementary strengths to create something
entirely new. Today, the combination of research,
advocacy, and direct service – and the way each is used
to enhance the other for greater impact – has allowed
Crittenton Women’s Union (CWU) to more dynamically
and effectively address critical community needs.
Both organizations were founded in the 1800s.
Crittenton’s (originally the Boston Female Moral Reform
Society) mission was to provide aid to unmarried
mothers-to-be, and TWU (then the Women’s Educational
and Industrial Union) was formed to advocate for lowincome and immigrant women. The two evolved in
parallel over the years, adapting to meet the changing
needs of the times. Crittenton developed an array of
programs to provide housing, education, and primary
and preventive health care to women and their children.
TWU built a strong reputation for research and advocacy
shedding light on the gap between what many women
and their families earn and the cost of living in
Massachusetts. Both were committed to empowering
women and helping them achieve self-sufficiency, but
each went about it in different ways.
Ultimately, it was the distinctiveness of what each
brought to the table, and how this could fuel innovation,
that made a merger between Crittenton and TWU so

attractive. However, this opportunity may not have come
to light had not both organizations found themselves, in
late 2005, facing the imminent departure of their
respective CEOs. This served as an unexpected catalyst
that brought the two boards together in a merger
process that was launched in February 2006 and
completed by July 1, 2006.

Photo: Graduates from CWU’s Woman to Woman program, which provides computer
training, professional development, and life-skills training to low-income women
entering or returning to the workforce. July 2010. All Rights Reserved: CWU.

Understanding Merger: Crittenton and TWU as a
“Marriage of Equals”
Despite serving similar populations, Crittenton and TWU
had not collaborated before. It was only when each
board learned that the other was seeking new executive
leadership that conversations were initiated about what
the two organizations had in common and how they
might partner. Both boards had already recognized that
a transition in executive leadership had the potential to
reinvigorate their respective organizations. Pamela
Murray, CWU board Chair (then chairing the board of
TWU) credits the entrepreneurial spirit and business
savvy of colleagues and counterparts on both boards
with moving the dialogue beyond programmatic
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collaboration to the bold idea of a full merger. Two
developments – one involving senior staff and one
related to the direction the executive search had taken –
also contributed to this shift in thinking.
When board members reached a point at which they
could not further analyze the implications of a merger
without involving staff, they invited their senior teams to
assess the potential risks and benefits and to present a
case. Staff leapt at the opportunity, convening jointly in
an off-site work session to map out the idea in greater
detail. The senior staffs’ efforts demonstrated both the
merit and feasibility of a merger. Ms. Murray recalls,
“That’s when it became real.” In the meantime,
Crittenton and TWU’s search committees had stalled out
and the boards agreed to suspend these independent
efforts. Interestingly, both organizations had identified
the same individual as a top candidate. However, she
did not reciprocate their interest. But when the two
Chairs approached Elizabeth Babcock together and
presented the concept of a merged organization, she
agreed to further discussion, viewing it as a more
attractive and challenging opportunity than leading either
organization on its own.
If the merger of Crittenton and TWU was, as described
in a Boston Globe editorial in March of 2006, “the
marriage of a social worker and a data-driven
1
preacher,” Dr. Babcock, as new CEO, had stepped into
the role of officiant, bringing nonprofit organizational
development and strategy expertise to bear in helping
the board to complete the partnership. This was no easy
task, nor was it undertaken lightly. Ms. Murray says, “We
realized it would be a boatload of work, and that we
should only do it if the result was 1+1=4.” This task
involved taking two organizations that had lived side by
side for decades, with different programs, cultures,
staffing, and funding, and bringing them together into a
cohesive whole with a shared mission understood by all.

A Strong Vision: CWU Puts the “Strategic” in
Strategic Restructuring
Although the merger presented ample opportunities to
achieve operational efficiencies and financial benefits,
this was not a primary motivator. All agreed that there
had to be not only an operational vision for the merger,
but a programmatic one – that the new organization
needed to have a unique value proposition. “I wanted to
be able to tell my staff that, ‘When we’re done, we’ll be
able to do all these things that we could not have done
as separate organizations,” Dr. Babcock recalls.
Understanding the work it would take, and the
considerable demands it would make on staff, she felt
that it was important that staff be able to see

1

The Leadership Factor
Executive transition can be a precipitating
factor for merger or other forms of strategic
restructuring. For Crittenton and TWU, it
enabled board leadership and senior staff to
think more expansively about how to serve
low-income women and their families. The
realization that this could be best achieved
through merging, in turn, attracted the topnotch staff leadership that CWU would need
to make that vision a reality.
The merger might not have occurred had
not both board Chairs recognized a common
opportunity in their respective leadership
transitions and taken action by meeting to
share their experiences. Ms. Murray recalls
of their first such dialogue: “We met for
lunch and ended up talking for three
hours.”
This set the stage for further
conversation among both boards about
partnership options. Bringing together two
boards with different group cultures to craft
a shared vision was a challenge, but strong
board leadership set a positive tone that
enabled them to work through tensions and
make strategic decisions.
It was the decision to merge that brought
the executive search to a successful
conclusion. To capture the attention of the
candidate with the skill, energy, and vision
desired, the organizations had to offer an
opportunity that was more compelling than
each could promise on its own. Attracted
by the prospect of leading a combined
organization, Dr. Babcock accepted the
offer only after a document was signed
confirming their intent to merge. She was
hired by both organizations to serve as parttime CEO to each during the merger
process, preparing for a seamless transition
to the leadership position at CWU.

“United for women’s lives.” Globe Editorial. The Boston Globe. (March 14, 2006.)
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how their work and the clients they serve would directly
benefit. This vision would not only be critical for bringing
staff along and helping her team get through the
challenges ahead, but also set the stage for the
organization’s future success.
CWU used the opportunity posed by strategic
restructuring, combined with the energy and talents of a
new CEO, to radically rethink its vision of what it was
working toward and strategies it would use to get there.
In bringing together the programs, research, and
advocacy capacities of Crittenton and TWU – functions
that, prior to the merger, had been operating with very
separate agendas – Dr. Babcock saw that, “We could go
from delivering services to the poor to innovating new
pathways out of poverty.” She describes how CWU’s
organizational strategy seeks to tie together research
and practice in a dynamic cycle of learning and
innovation, allowing the organization to reflect on its
work, import best practices, test new innovations, and
make public what it learns in the process, inspiring
systemic change. CWU’s guiding vision, and the steps it
has taken to make it real, has added value to the
organization’s work such that would not have been
possible prior to the merger.

“

Boardmembers get this idea

that if they’re the ones who close an
organization, they’re failing or not doing
their fiduciary job…But I would ask: Are
you staying
or to a corporate structure?”

true to the mission
Pamela Murray
CWU Board Chair

CWU’s success can be attributed in part to the quality of
involvement from the board, CEO, staff, and clients in
not just restructuring, but restructuring strategically:





Board members were well prepared to have
conversations about collaborative options;
The CEO was in a unique position to be able to
propose, and deliver on, a fresh new vision;
Staff were entrusted with helping to define the
opportunities posed by restructuring; and
Clients were kept front-of-mind as the primary
beneficiaries of the merger.

Having a board that was willing to take the lead in posing
a merger option was a particular advantage. Ms. Murray

acknowledges that often it is the board itself that can be
a barrier: “Board members somehow get this idea that if
they’re the ones who close an organization, they’re
failing or not doing their fiduciary job,” she says. “But I
would ask: Are you staying true to the mission, or to a
corporate structure?”

Using Restructuring to Accelerate Innovation
Although merger is often talked about in terms of
increasing efficiency and streamlining operations, it is
rarely a route to net cost reductions 2 – but it can be
hugely effective in reallocating costs for greater strategic
impact. Such was the case for CWU. Having reduced
duplication in some overhead costs, the newly merged
organization redirected those resources to enhance the
quality of program delivery, invest in technology
improvements, and develop new and more responsive
programming.
CWU hired additional licensed social workers to work
directly with clients and provide training to other staff,
boosting the clinical quality of its programs. As a result, it
now brings a higher level of expertise to both its frontline work and to its role as a leader in the field. CWU
also made website revisions and upgrades, developed
online tools, established a social networking presence,
and implemented a robust outcome tracking database –
all of which have added value to client services and
created a technology infrastructure upon which the
organization can continue to build. In addition, the
organization was aggressive in taking stock of its
programs, electing to discontinue several in order to
develop new ones. Each of these strategic investments
– clinical quality, technology infrastructure, and new
programs – have been central to CWU’s business model
emphasizing innovation and accountability, and its goal
to secure its place as the “go to” resource for women
and families seeking economic independence.
The boldness with which CWU went about assessing
and refreshing its program portfolio paid off with
dramatic results. Using the merger as an opportunity to
take a close look at the fit between its programs and the
new organizational vision and strategy, CWU made a
commitment to focus its efforts on those programs that
best aligned with its mission and that it had a unique
ability to deliver well. The organization identified
programs it wished to let go, and transferred several of
these to nonprofit partners with whom they might better
flourish. As a result, the loss to the community was
minimal, which was a top concern throughout CWU’s
decision-making process. At the same time, this freed up

2 For more on the costs of merger, see: “Merging Wisely,” by David La Piana. Stanford
Social Innovation Review. Spring 2010.
http://www.ssireview.org/images/articles/2010SP_Feature_Merging_Wisely.pdf
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CWU resources to develop new programs capitalizing on
the merger, CWU dismantled $1.5M in programs that
were no longer mission-critical, and by 2010 had
developed $2.5 of new programming – effectively
growing its budget from $8M to 11M during the historic
economic recession that began in late 2008. Dr.
Babcock credits this growth to the strategic restructuring:
“That never would have happened had we not merged.”

Photo: Participants in CWU’s Career Family Opportunity program join nonprofit
partners, South Boston Grows and The Shire, to build a community garden fostering
self-sufficiency and providing nutritious foods for their families. June 2010. All Rights
Reserved: CWU.

As already noted, cost savings are hardly the norm when
it comes to merger. Recognizing this, CWU leadership
tempered its expectations to take into account not only
the potential for efficiencies, but the necessary
investments that would need to be made. In fact, the
organization initially projected a deficit in its first year
post-merger, which prompted a conservative approach
to taking on large expenditures, including the delay of
some key new hires. Only because it had greater than
expected success in attracting funds to support the new
organization was it able to actually post a healthy
surplus that first year. In hindsight, Dr. Babcock notes
that the decision to delay hiring an HR director, in
particular, is one she might not repeat given the
importance of HR management issues in merger
implementation. But this just serves to highlight the
many difficult trade-offs that must be negotiated by
organizations engaged in strategic restructuring and
facing the uncertainties of a new operating environment.
CWU leadership is both appreciative of what the
organization has been able to achieve through strategic
restructuring and cautious about overstating the case for
merger. Dr. Babcock describes three ways in which
having merged helped her organization weather the
recession and achieve the degree of success it has had.
First, the larger size and scale of the new organization
gave CWU more flexibility in how it made cuts, shifted

staff, and otherwise adapted to the downturn, helping it
to avoid major layoffs. Secondly, the investments that
the merger allowed the organization to make in
developing clinical quality enabled it to better maintain
funding from government sources. Finally, CWU’s
development of innovative new programs helped it to
compete more effectively for limited philanthropic dollars.
At the same time, both she and her board Chair are
concerned about some of what they hear coming from
the sector advocating merger. Dr. Babcock shares that
both merger and collaboration “require huge investment
[that] you should only make when you have a clear
vision of what you want to accomplish in making that
investment.” Ms. Murray, too, is quick to challenge the
bias that views merger’s value strictly in terms of
efficiencies or cost savings. “If that’s what you’re looking
for, you’re going to squander the real benefits of merger:
the bringing together of all the resources you’re getting
out of it.” It is this understanding, and the strategic vision
that Dr. Babcock spearheaded with her staff, that makes
this merger a model of how strategic restructuring can
take a combined organization to a new level of impact.
Neither Crittenton nor TWU had been looking to merge,
but by recognizing the strategic opportunity posed by
circumstances and timing, they were able to engage in
an alliance that has yielded exponential benefits. The
readiness of board members to consider a merger and
the leadership demonstrated at all levels of the
organization in defining a strategic direction for CWU,
have made the organization truly “greater than the sum
of its parts.” Today, CWU is looked to as not just the “go
to” resource, but an expert, convener, and leader in the
community – in many ways fully realizing Ms. Murray’s
restructuring vision of “an organization that, with every
dollar it has, is being more impactful than it was before.”
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SHARED SERVICES

Management Agreement between
Middle Georgia Community Action
Agency, Inc. & Heart of Georgia
Community Action Council, Inc.

CASE STUDY

This case study is based on CAPLAW’s interview with Nancy Smith, Executive Director of Middle Georgia Community Action
Agency, Inc. and Heart of Georgia Community Action Council, Inc., and a review of the management agreement between
the two organizations and their annual reports.

Middle Georgia Community Action Agency, Inc.

Heart of Georgia Community Action Council, Inc.

Middle Georgia Community Action Agency, Inc. (Middle), located

Heart of Georgia Community Action Council, Inc. (Heart),

in Warner Robbins, Georgia, is a 501(c)(3) nonprofit corporation

located in Eastman, Georgia, is a 501(c)(3) nonprofit

with an annual revenue of approximately $25 million. It operates

corporation with an annual revenue of approximately $4.5

a number of programs, including:

million. It operates the following programs:

•

Head Start

•

CSBG

•

State-funded pre-kindergarten

•

Weatherization

•

Community Services Block Grant (CSBG) funded

•

LIHEAP

neighborhood service centers

•

Long-Term Care Ombudsman

•

Weatherization Assistance Program

•

5311 Rural Transportation Program under contract with

•

Low-Income Home Energy Assistance Program (LIHEAP)

•

Long Term Care Ombudsman funded through the federal

five counties
•

Emergency Food and Shelter funded by FEMA

Older Americans Act
•

Emergency Food and Shelter funded by FEMA

Approximately 20 people work on Heart’s programs. Its

•

USDA Rural Housing Preservation Grant

service area, which is contiguous to Middle’s, comprises nine

•

Federal Home Loan Bank’s Affordable Housing Program

counties and is smaller and much more rural than Middle’s.

•

HUD housing counseling

•

Homebuyer education workshops

•

Homelessness prevention

•

Senior center programs

•

Meals for seniors

•

5311 Rural Transportation Program under contract with four
counties

•

Transportation for clients of the Georgia Department of
Human Services

Middle Georgia employs approximately 420 people. The
organization serves 24 counties, including a 10-county CSGB

Together, the two CAAs

serve an area that covers
33 counties and comprises
21 percent of the state.

service area, a 15-county Head Start service area and a 16-county
Weatherization service area.

Shared Services Case Study: Management Agreement between Georgia CAAs

1

says Nancy Smith, who serves as the executive director of
both CAAs. At the same time, Middle received an increase
in funding. Therefore, the Heart board approached the
Middle board about sharing services so that Heart could
continue to assist low-income clients in its community
effectively.

The CAAs’ Boards of Directors
Each CAA has its own board of directors. Middle’s board
is composed of 15 members and Heart’s is composed
of 18. Each board meets six to eight times per year and
exercises fiduciary responsibility over its respective CAA.
Each organization’s board approves the management
agreement when it is up for renewal. Heart’s board is
responsible for overseeing Middle’s performance under
the management agreement.

History of the Management
Agreement
The management agreement between the two CAAs
has been in place since the early 1980s, shortly after
the repeal of the Economic Opportunity Act and the
conversion of many federally funded CAA programs,
including the Economic Opportunity Act’s Community
Action Program, into block grants to the states. The intent
behind this change was to reduce federal spending, limit
the federal government’s role in social programs, and
transfer responsibility and authority for those programs to
state and local governments.
During this period, Heart’s executive director died and
the organization lost its fiscal officer. Heart’s funding
was cut almost in half, at a time when it needed to hire
its two highest paid employees. “[T]hey just didn’t have
the money. It was either use all of their money for the
administrative functions of the [CAA] and just minimally
serve the people, or look for some other arrangement,”

2

In 1982, the boards of the two organizations unanimously
agreed that Heart would delegate the administrative and
operational responsibilities of its programs by contact
to Middle. The planning, policy functions, and fiduciary
responsibility for all of Heart’s operations and activities –
including its grants and contracts – would remain with the
Heart board.

How the Management Agreement
Works
Staffing All of the staff, regardless of whether they

provide services for Middle or Heart, are employed by
Middle, are on its payroll and, if they are eligible, may
participate in Middle’s employee benefit plans. Middle
and Heart share an executive director as well as fiscal
and human resources staff. Program staff work either for
Middle’s programs or for Heart’s, but are employees of
Middle.
Executive director Nancy Smith describes how she ensures
that staff understand the difference between Middle and
Heart:
[B]ecause Middle has Head Start centers in the Heart area,
sometimes employees don’t recognize any difference
between Middle and Heart. Almost once a month, we have
a new employee orientation. I try to make it a point to be
the first speaker on the agenda for them, and … I [explain]
the difference between Middle and Heart.

Grants Each CAA applies for and receives its own

government grants. Nancy Smith explains: “[M]ost of the
grant or program applications that we submit to funding
sources, we just submit them in duplicate—one for
Middle, one for Heart.” She notes, however, that “There
are times when it would be to Heart’s advantage to be
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included in Middle’s [applications] — mainly because of
the ability to leverage funds and the stronger fiscal base.
And in those instances, then, the Heart … board may say,
‘Go ahead and include our counties in that application,’
because they would have a better chance of success if
they were included with [Middle].”

Indirect Cost Rate

The only activity that has
combined funding is administration. Middle has a
federally negotiated indirect cost rate approved by the
U.S. Department of Health and Human Services (HHS).
The indirect cost rate covers the costs of the combined
administration of both organizations. This rate, which
is based on a percentage of direct salaries, is applied to
the direct salaries of program staff, whether they work
for Middle’s programs or Heart’s programs. When Middle
submits its indirect cost rate proposal, it submits the
audits of both CAAs to document the direct salaries that
were spent and is very clear in its narrative about its
methodology (i.e. that it combines the direct salaries of
staff who work on Middle programs with those staff who
work on Heart programs and applies the indirect cost
rate to that combined total to fund the administrative
costs of both CAAs). Over the years, HHS has approved
this methodology. Both Middle and Heart’s state funding
sources receive a copy of the indirect cost rate agreement
and have not questioned it.

Financial Management and Oversight The

financial data for both CAAs is maintained in Middle’s
software system, which permits the segregation of
each CAA’s financial data. Each CAA has its own audit
conducted by an independent auditor in accordance with
Office of Management and Budget Circular A-133 and files
its own Form 990 with the Internal Revenue Service. Each
CAA carries its own insurance.

The agreement requires Middle to provide a monthly
program report to the Heart board, as well as a monthly
financial narrative, an aged receivables report, a balance
sheet and a statement of financial position. Nancy Smith
describes the information the Heart board receives:
[W]e present [the Heart board] with a financial statement
that our fiscal officer and I have both signed and dated
stating that it is true…. We then give them an aged
accounts receivable report so that they can see that we
are staying on top of getting their money in. We give
them budgeted expense reports for all of the programs
that they operate, and that report shows the funding level,
the line items, the expenses for the months to date, with
a balance [of] what’s left until the end of the contract.
Additionally, the auditor meets with that board prior to …
beginning the audit process, and then after he is well into
it. And then he meets one more time and that is when he
presents the audit to the full board of directors. …
[T]he audit … clearly shows the amount of money
that flows from the Heart corporation to the Middle
corporation.
The agreement also contemplates that the Heart board
will monitor and assess Middle’s performance under
the management agreement, which sets forth specific
outcomes Middle must achieve.

Benefits of the Management
Arrangement
The arrangement has resulted in lower administrative
costs and increased purchasing power for both CAAs
and has strengthened Heart’s ability to weather cash
flow fluctuations and borrow funds, thus enabling both
CAAs to more effectively serve low-income people in
their communities. The original agreement, according to
Nancy Smith, emphasized the benefit to Heart from the
arrangement – the fact that it would allow Heart to offer
additional resources to its clients in the counties it served.
Ms. Smith notes, however, that Middle has also benefited
from the agreement, because “once we started sharing …
[administration], both agencies were getting a bargain.”
The arrangement has resulted in increased purchasing
power for both organizations. For example, Nancy Smith
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explains: “[I]f we have a copier lease, and we can get a
better deal if we have 20 copiers on it, and four of them
are in Heart’s center, and 16 are in Middle’s center, then
we will have one agreement and we will pro-rate those
charges out based on the location when that bill comes
in.”
Increased purchasing power is particularly important in
the context of health insurance. Ms. Smith observes that
“with so few employees at Heart, if they were left on their
own as a workplace with 20 employees and they needed
to purchase health insurance, it would be extremely
expensive. With them being a part of Middle, they are in a
larger pool and our rates are more manageable and they
don’t fluctuate so much. Small agencies, [if] they have
someone go to chemo—that would blow up their rates for
the next year.”
The arrangement has also enhanced Heart’s financial
position by enabling it to withstand fluctuations in cash
flow and to borrow funds when necessary. According
to Nancy Smith, if it were not for the arrangement with
Middle, Heart would have difficulty managing its cash flow
when the state is slow to reimburse expenses. The close
relationship between the two CAAs has enabled Heart to
borrow money when it could not have done so on its own.
“[T]here was a time when [Heart] needed to borrow some
money. And they couldn’t borrow it on their own,” Nancy
Smith recalls. “The Middle board had to sign on with
them to borrow money. It was for an office building that
was going to house Middle’s Head Start program as well
as Heart’s Weatherization and CSGB programs. So it was
logical that both agencies would participate in the loan
based on the percentage of benefit they were going to get
from it.”

Challenges of the Arrangement
The primary challenge of the arrangement, according to
Ms. Smith, is that “[I]t is a lot of work on the administrative
staff because quite often we do everything in duplicates.
We have twice as many board meetings as anybody else,
twice as many board members to stay in touch with
and make sure they are comfortable with whatever we
are doing at the time. But, so far, we have been able
to [manage]. We’ve been doing it for so long, it’s just
something we do.”

4

The Decision Not to Merge
The boards of the two organizations have discussed
merging on two occasions, including after the death
of Middle’s long-time executive director. The boards
decided not to merge for several reasons. First, they were
concerned that the combination of the two organizations
and their service areas would result in a very large board
that would be hard to manage. Second, they worried
that the surviving entity might lose its CAA designation.
Finally, they believed that Heart would lose its identity
and that people in that portion of the service area would
not identify with the surviving entity. Nancy Smith
observes that “We’re very mindful of how proud the Heart
board is to be its own entity” and that “[I]n the Heart of
Georgia area, everything is named ‘Heart of Georgia.’
You’ve got the Heart of Georgia Regional Commission, the
Heart of Georgia this and the Heart of Georgia that. So,
each of the counties identifies with the Heart brand.”

LESSONS LEARNED
Ms. Smith emphasizes the importance of buy-in from
the boards of both organizations to the success of the
arrangement. “You cannot work through this type of
agreement unless you have unanimous agreement
from both boards,” she says.
As for CAAs considering merging, she emphasizes
the importance of maintaining the passion for
the Community Action mission. “Our [long-term]
board members and … employees have got passion
surrounding Community Action … [and] the intent of
the legislation that created us,” she explains. “I would
want [CAAs considering merging] to be aware of that
passion and not lose it as they combine. Because if
you combine to make a new entity, you might lose
that passion.… [With] a collaborative agreement like
we have, we still have the passion in the Heart area,
we still have the passion in the Middle area. If we had
one organization that was the sum of the two, [we]
might have diminished passion. And a lot of times it’s
that passion that makes things happen.”
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specify a term (for example, one year or three years) after
which it must be re-negotiated, as well as a section on
how the agreement may be terminated.
Each of the two organizations should have its own
attorney review the agreement before its board approves
the agreement and its board chair (or another boardauthorized representative) signs it. Before the agreement
is signed, both organizations should also discuss the
arrangement with their government funding sources
and obtain written funding source approval of the
arrangement.

Additional Considerations
Careful Structuring

Before establishing an
arrangement of the type outlined in this case study –
where all of the operations and finances of a CAA (let’s
call it Organization A, or simply A) are managed by
another organization (let’s call it Organization B, or just
B) – both organizations should take certain steps to be
sure the arrangement is structured properly and that the
boards of both organizations, as well as their government
funding sources, understand and are on board with the
arrangement.
When considering entering into this type of arrangement,
each organization should identify how the arrangement
will further its mission. The two organizations should
agree on whether the arrangement will be short-term
(for example, a year or two while the two organizations
complete the process of merging) or more long-term.
It is important to work with an attorney and an outside
accountant to ensure that the arrangement is structured
properly and will not have adverse legal, financial or tax
consequences. The arrangement should be documented
in a management agreement that is consistent with
state contact law and that takes into account the various
requirements that apply to organizations receiving
federal and state grant funds (e.g., required contract
provisions, accounting system, procurement and property
management standards, compliance with Office of
Management and Budget circulars, prior approval for
programmatic and budget changes, audit requirements,
etc.). Among other provisions, the agreement should

Effective Oversight and Financial Management

Keep in mind that Organization A’s board must take a
very active role in overseeing the arrangement. Because
there are no paid staff independent of Organization B who
report to A’s board, A’s board must be directly involved
in monitoring the financial transactions between A and B
and in ensuring that A is meeting the requirements of its
government grants and contracts. If A’s board members do
not have the time or the expertise to do this, they should
consider hiring an outside consultant or consultants
on a part-time basis. The consultant(s) would: receive
reports and other information from Organization B on a
regular basis; meet regularly with B’s staff to determine
the status of A’s finances and progress on grant-funded
activities; regularly check the financial records B keeps
for A and monitor B’s work on A’s contracts; and report
periodically to A’s board on the status of A’s finances and
grant deliverables and identify any problems or areas of
concern.
Financial transactions between A and B should be clearly
documented (for example, by having B invoice A on a
monthly basis for expenses it incurred on A’s behalf
during the month in question), report that information in a
transparent manner to A’s board so that A’s board can vote
on whether or not to approve the transactions.

Addressing Merger Concerns

The two
organizations in this case study have considered merging,
but have decided not to do so because of concerns about
the surviving entity losing its CAA designation, board
size and branding. These concerns, however, are not
insurmountable.

Shared Services Case Study: Management Agreement between Georgia CAAs
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This case study was created by Community Action Program
Legal Services, Inc. (CAPLAW). Visit us at www.caplaw.org.
This case study is provided for informational purposes only
and does not constitute legal advice. Please consult an
attorney for advice regarding your organization’s individual
situation.

State CSBG funding sources are often receptive to
CAAs considering mergers and in some cases will help
ensure that a proposed merger will not result in a loss of
designation as a CSBG-eligible entity or of CSBG funding.
(The issue is trickier when two CAAs, each with its own
Head Start program, want to merge. The federal Office of
Head Start takes the position that, in such a case, the Head
Start program of the non-surviving CAA will need to be
recompeted.)
Depending on state CSBG law, when two CAAs merge,
they may not need to include board representation from
every county to be served by the surviving CAA. Thus,
the board may not need to expand significantly, if at
all. Keep in mind also that, in a large service area, the
location of board meetings may be rotated so that board
members who live or work far from the CAA’s main office
can attend more easily some of the time. If state nonprofit
corporation law, state open meetings law (if it applies) and
the CAA’s bylaws permit, board members may be able to
participate in board meetings via conference call or web
conference.
Branding is often a key issue in a merger; however, it need
not be a deal-breaker. For example, even if Organizations
A and B were to merge and B were to be the surviving
entity, B should still be able to operate under Organization
A’s name in A’s original service area. This can be done
by using a d/b/a (“doing business as”) name in that area,
while using B’s name elsewhere.
When considering a shared services or merger
arrangement, consulting with an attorney can help a CAA
understand the issues and options involved and plan a
course of action that will enable it to meet its objectives
and fulfill its mission.
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MERGER
CASE STUDY

Merger between Economic
Opportunity Council of Suffolk,
Inc. (EOC) and Suffolk Network on
Adolescent Pregnancy, Inc. (SNAP)

This case study is based on CAPLAW’s interview with Adrian Fassett, President/Chief Executive Officer of Economic
Opportunity Council of Suffolk, Inc. (EOC) in Patchogue, New York, as well as a review of EOC’s website and its IRS Form 990.

Economic Opportunity Council of Suffolk, Inc.

Suffolk Network on Adolescent Pregnancy, Inc. (SNAP)

Economic Opportunity Council of Suffolk, Inc. (EOC) is a 501(c)

Suffolk Network on Adolescent Pregnancy, Inc. (SNAP) was a

(3) Community Action Agency (CAA) with annual revenue of

501(c)(3) organization that focused exclusively on adolescent

approximately $9 million and about 200 employees. EOC

pregnancy prevention programs in Suffolk County, NY. Prior

provides the following services to low-income people in

to the merger, it had annual revenue of approximately $1.5

Suffolk County, on Long Island, New York:

million and 21 employees. The merger was completed in

•

Family development services to help clients: improve job
skills; secure higher paying, more fulfilling employment;
effectively manage conflicts between family and job
demands; master budgeting skills; and strengthen family

March 2011. After the merger, EOC hired most of SNAP’s staff,
including its executive director. SNAP is now a division of EOC.
One SNAP board member – the board chair – joined the EOC
board. SNAP ceased to exist as a separate corporation.

relationships
•

Housing services, including: affordable housing
development; down payment and closing cost assistance

Reasons for the Merger

to eligible first time homebuyers; homeownership
counseling; mortgage counseling for homeowners who are
having difficulty maintaining their mortgage; and reverse
mortgage counseling for seniors
•

Child care services at two centers and at Suffolk County
Family Court

•

Youth and adolescent programs – including adolescent
pregnancy prevention, parenting programs for adolescent
parents, a middle school after-school program, and a
program that helps at-risk youth prepare for and graduate

According to EOC’s president/CEO Adrian Fassett, SNAP
was having a difficult time financially because it only
provided a single type of service – adolescent pregnancy
prevention. SNAP was experiencing cash flow problems
and, on occasion, problems making payroll. Although
SNAP probably could have survived on its own, the SNAP
board felt that it would be beneficial to find a merger
partner before the organization was in such dire straits
that it had to merge or dissolve.

from college
•

HIV/AIDS case management, prevention and outreach

•

Services for people with developmental disabilities,
including: Medicaid and non-Medicaid service
coordination; respite/recreation services; individual
support services; community habilitation services; and
group day habilitation services

•

Community-based community revitalization and crime
prevention services funded by the U.S. Department of

The EOC board viewed the potential merger as an
opportunity for EOC to broaden its services and outreach
into the public schools in Suffolk County, where SNAP
operated well-respected programs. In addition, at
the outset, the EOC board believed that SNAP had a
$260,000 surplus and that the merger would improve
EOC’s overall financial condition. “[W]e thought that,
financially, it wouldn’t put a stress on us,” says Mr. Fassett.

Justice’s Weed and Seed Program
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Due Diligence Because he had resigned from the SNAP

board, Adrian Fassett could not describe the due diligence
process SNAP used. He reports, however, that “[EOC] went
through [SNAP’s] audit reports, financial statements. We
talked to their funding sources. We visited their programs.
We spoke with other community partners… [W]e were
very familiar with them, so there was a lot we knew about
the organization already.”

Merger Committee
“Programmatically, it just made sense; it fit. It was a gap in
services that [EOC] had that [the merger] would fulfill.”

How Merger Talks Were Initiated
According to Adrian Fassett, who was a SNAP board
member at the time, the SNAP board “had talked with
some other potential partners and it didn’t work out. I
never brought up my agency since I thought it was a
conflict of interest because I was a board member. And
then I was approached by the board chair and [SNAP’s
executive director] about a possible merger.” He notes
that the two organizations were familiar with each other
because they had worked together over the years and
because of his service on the SNAP board.
Both organizations’ boards met to discuss whether they
wanted to explore the possibility of merging further. Mr.
Fassett resigned from the SNAP board to eliminate the
conflict of interest between his role as a SNAP board
member and as the president/CEO of the organization
with which SNAP was considering merging.

The Merger Process
Board Resolutions After initial merger discussions,

the boards each met separately and voted to explore the
possibility of merging, including conducting due diligence
and forming a merger committee with representatives
from both organizations. Later, after due diligence and
resolution of outstanding issues by the merger committee,
each board voted to complete the merger.

2

“Then we started discussing what
the merger would look like if it did take place – would we
keep all their staff, would we keep their executive director,
those type of things,” Mr. Fassett explains. The SNAP and
EOC boards formed a merger committee which included
some SNAP board members, some EOC board members,
and executive staff from each organization. The merger
committee’s goal was to iron out issues in areas such as
governance, staffing, policies and procedures, personnel
policies, and employee benefits. “We were able to do that
smoothly … in one meeting,” he notes.

Government Grants and Contracts Of

transferring SNAP’s government grants and contracts and
getting funding source approval, Mr. Fassett observes,
“That was actually the easiest part. We got approval from
all government funding agencies before the state [i.e., the
New York Attorney General, the New York Supreme Court
and the New York Department of State] approved the
merger … The funding sources were the easiest issue, and
we thought it would be a big deal. We had no problem
with any of them.” “One of the reasons for that,” he
explains, “is that we had a prior relationship with [SNAP’s]
funding sources already. They knew our agency and our
work, too. So that was simple, we had not one problem
with a funding source.”

Communication Throughout the merger process, both

organizations communicated regularly with their staff.
“Internally, both agencies had agency-wide meetings
with their staff to explain what they were doing, and we
had updates every three months with our staff,” Adrian
Fassett recalls. “On the outside it was pretty well known
… that we were contemplating [the merger] … it was in the
paper,” he says. “Then when the merger was completed,
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Board Composition EOC made one seat on its board
available for one of SNAP’s board members. SNAP
designated its board chair to serve on the EOC board.

Staffing EOC took on all but two of SNAP’s employees.

we had a big community dinner and night out where we
invited politicians, other community-based organizations
[and] partners.”

Working with Professionals EOC worked with

an attorney and its accounting firm on the merger.
The attorney drafted the plan of merger and filed the
certificate of merger with the state to effectuate the
transaction. EOC’s accounting firm worked with EOC
to ensure that SNAP’s books were in order and were
transitioned over properly to EOC’s financial software
system.

Merger Costs The primary expense associated with
the merger was about $15,000 in legal fees, which was
paid out of SNAP’s unrestricted surplus funds. EOC’s
accounting firm worked on a pro bono basis.

Integration of the Two
Organizations
Much of the work of integrating the two organizations
actually took place before the merger was finalized.
Adrian Fassett explains that “physically, programmatically,
and financially, we did the integration before the merger
actually became effective.” The integration was overseen
by a transition team, consisting of EOC’s management
team plus SNAP’s former executive director and finance
director.

It hired SNAP’s executive director, who had founded SNAP
and is well-respected and well-connected in Suffolk
County, to manage its SNAP division. It also brought on
SNAP’s fiscal staff to augment EOC’s finance department,
as well as most of SNAP’s program staff. Despite the
pre-merger integration of most aspects of SNAP into EOC,
SNAP’s employees were not brought onto EOC’s payroll
until the merger was finalized.
While he was a board member of SNAP, Adrian Fassett had
made recommendations to SNAP regarding its employee
benefits based on EOC’s benefit plans. Thus, SNAP’s
benefit plans were similar to EOC’s and administered by
the same company and moving SNAP’s employees onto
EOC’s benefit plans proved relatively simple.

Facilities and Equipment SNAP was able to negotiate
out of its leases for facilities and equipment with no
penalty based on the fact that it would be merging into
EOC. Before the merger was complete, SNAP staff moved
out of SNAP’s facilities and into EOC’s.

Finances EOC began integrating SNAP’s financial data

into its accounting software prior to the merger. This task
was made easier by the fact that SNAP used the same
accounting software as EOC, based on a recommendation
Adrian Fassett had made years earlier in his capacity as
a SNAP board member. Initially, SNAP was treated as a
separate entity in EOC’s accounting system. Eventually,
however, SNAP’s finances were integrated into EOC’s as
a separate division of EOC. SNAP had a $50,000 line of
credit secured by its receivables, which was transferred to
EOC.

Merger Case Study: Merger of CAA and non-CAA in Suffolk County, NY
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Merger Challenges
There were three main challenges to the merger. First,
SNAP’s surplus turned out to be smaller than EOC had
originally thought. Second, it took longer than anticipated
to obtain approval of the merger from the state. And,
third, integrating the two organizations’ cultures took
more effort than anticipated.

Merger Benefits
There have been both programmatic and financial benefits
to EOC from the merger, according to Adrian Fassett. First,
it has enabled EOC to expand its programs and outreach
into the public schools in its service area. SNAP brought to
the merger its “well-respected programs in all the school
districts in the community,” he notes. As a result, he says,
EOC has been able to “bring in some additional resources
into our programs. And the schools have opened up new
partnerships, so it has worked well.” He provides the
following example: “Through our adolescent pregnancy
prevention programs, we do assessments of families
and make referrals to our family development program
… [T]hat [has] helped us as far as growing our family
development program, and it [has been] a tremendous
asset to the program … the school superintendents really
love[] that piece of it. It was a value-added bonus there.”
Second, the merger has provided additional funding and
finance staff for EOC.
Presumably, the merger has also benefited SNAP by
enabling it to continue its programs within an organization
that has a broader range of programs and is more
financially secure.
Overall, Adrian Fassett says of the merger that “It has
been very successful. And with funding issues and the way
money is now, that $1.5 million dollars really helped out
my agency and the programs are wonderful.”
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A closer examination of SNAP’s books revealed that SNAP
had a surplus of only about $72,000 and not $260,000.
Adrian Fassett explains that “Once we had agreed to go
ahead with the merger and the train had left the station
and was going down the track, we had started combining
our operations before the merger.” “When we started
combining their books onto our books,” he recalls, “we
found out their auditing firm had made a $90,000 mistake.
So their $260,000 surplus was not really $260,000. Then
we found another misstatement, so it came out that their
surplus was only about $72,000. But at that point it was
past the point of no return.”
Another hurdle was the fact that the state was slow to
approve the merger. In New York, mergers of nonprofits
formed for charitable purposes must be approved by
the Attorney General, the New York Supreme Court, and
the New York Department of State; funding sources or
licensing agencies whose approval or consent is required
must also sign-off on the transaction. One thing that
slowed the approval process, according to Mr. Fassett,
was the fact that an attorney from the state “picked up
that … my agency had started doing childcare and …we
didn’t have the right certification with the state in terms
of nonprofit status. So we had to re-file our status for
our nonprofit standing before they could go ahead and
approve the merger.”
“The most challenging issue we faced was corporate
culture,” Adrian Fassett recalls. “SNAP was a
predominantly Caucasian organization with all Caucasian
management, and my agency was a predominantly
minority agency with all minority management. Their
corporate culture was totally different, more laid back.”
He observes that “it took a good year and a half, almost
two years to get this culture thing worked out.”
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Footnote:

Lessons Learned
Merging with an organization with which your CAA
already has a solid relationship facilitates the process
– from initiating merger talks through integration.

1. LaPiana Associates, Inc., The Nonprofit Mergers
Workbook Part II: Unifying the Organization after a
Merger, p. 79.

Communicate with the funding sources of both
organizations early and often during the merger
process.
Conduct thorough due diligence, especially financial
due diligence, before beginning to integrate the
two organizations. It is important to get a complete
and accurate picture of a merger partner’s financial
position, especially whether it has any hidden
liabilities such as unpaid payroll taxes or outstanding
legal claims, before getting “past the point of no
return.”
Before merging, have an attorney check that both
organizations are up-to-date on all of their corporate,
tax and other legal filings and that those filings have
been done correctly.
Most importantly, don’t underestimate the
importance of organizational culture. “Cultural
integration begins with cultural awareness and
sensitivity – and fostering these should be an
important element of the entire merger process, from
assessment and negotiations through integration,”
merger consultants LaPiana Associates explain in
The Nonprofit Mergers Workbook Part II: Unifying
the Organization after a Merger. “No matter how
successful other integration efforts may be, if issues
around organizational culture are not considered
and attended to, the merger will not achieve its
potential.”1

This case study was created by Community Action Program
Legal Services, Inc. (CAPLAW). Visit us at www.caplaw.org.
This case study is provided for informational purposes only
and does not constitute legal advice. Please consult an
attorney for advice regarding your organization’s individual
situation.
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MERGER
CASE STUDY

Merger between Economic
Opportunity Council of Suffolk,
Inc. (EOC) and Suffolk Network on
Adolescent Pregnancy, Inc. (SNAP)

This case study is based on CAPLAW’s interview with Adrian Fassett, President/Chief Executive Officer of Economic
Opportunity Council of Suffolk, Inc. (EOC) in Patchogue, New York, as well as a review of EOC’s website and its IRS Form 990.

Economic Opportunity Council of Suffolk, Inc.

Suffolk Network on Adolescent Pregnancy, Inc. (SNAP)

Economic Opportunity Council of Suffolk, Inc. (EOC) is a 501(c)

Suffolk Network on Adolescent Pregnancy, Inc. (SNAP) was a

(3) Community Action Agency (CAA) with annual revenue of

501(c)(3) organization that focused exclusively on adolescent

approximately $9 million and about 200 employees. EOC

pregnancy prevention programs in Suffolk County, NY. Prior

provides the following services to low-income people in

to the merger, it had annual revenue of approximately $1.5

Suffolk County, on Long Island, New York:

million and 21 employees. The merger was completed in

•

Family development services to help clients: improve job
skills; secure higher paying, more fulfilling employment;
effectively manage conflicts between family and job
demands; master budgeting skills; and strengthen family

March 2011. After the merger, EOC hired most of SNAP’s staff,
including its executive director. SNAP is now a division of EOC.
One SNAP board member – the board chair – joined the EOC
board. SNAP ceased to exist as a separate corporation.

relationships
•

Housing services, including: affordable housing
development; down payment and closing cost assistance

Reasons for the Merger

to eligible first time homebuyers; homeownership
counseling; mortgage counseling for homeowners who are
having difficulty maintaining their mortgage; and reverse
mortgage counseling for seniors
•

Child care services at two centers and at Suffolk County
Family Court

•

Youth and adolescent programs – including adolescent
pregnancy prevention, parenting programs for adolescent
parents, a middle school after-school program, and a
program that helps at-risk youth prepare for and graduate

According to EOC’s president/CEO Adrian Fassett, SNAP
was having a difficult time financially because it only
provided a single type of service – adolescent pregnancy
prevention. SNAP was experiencing cash flow problems
and, on occasion, problems making payroll. Although
SNAP probably could have survived on its own, the SNAP
board felt that it would be beneficial to find a merger
partner before the organization was in such dire straits
that it had to merge or dissolve.

from college
•

HIV/AIDS case management, prevention and outreach

•

Services for people with developmental disabilities,
including: Medicaid and non-Medicaid service
coordination; respite/recreation services; individual
support services; community habilitation services; and
group day habilitation services

•

Community-based community revitalization and crime
prevention services funded by the U.S. Department of

The EOC board viewed the potential merger as an
opportunity for EOC to broaden its services and outreach
into the public schools in Suffolk County, where SNAP
operated well-respected programs. In addition, at
the outset, the EOC board believed that SNAP had a
$260,000 surplus and that the merger would improve
EOC’s overall financial condition. “[W]e thought that,
financially, it wouldn’t put a stress on us,” says Mr. Fassett.

Justice’s Weed and Seed Program
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1

Due Diligence Because he had resigned from the SNAP

board, Adrian Fassett could not describe the due diligence
process SNAP used. He reports, however, that “[EOC] went
through [SNAP’s] audit reports, financial statements. We
talked to their funding sources. We visited their programs.
We spoke with other community partners… [W]e were
very familiar with them, so there was a lot we knew about
the organization already.”

Merger Committee
“Programmatically, it just made sense; it fit. It was a gap in
services that [EOC] had that [the merger] would fulfill.”

How Merger Talks Were Initiated
According to Adrian Fassett, who was a SNAP board
member at the time, the SNAP board “had talked with
some other potential partners and it didn’t work out. I
never brought up my agency since I thought it was a
conflict of interest because I was a board member. And
then I was approached by the board chair and [SNAP’s
executive director] about a possible merger.” He notes
that the two organizations were familiar with each other
because they had worked together over the years and
because of his service on the SNAP board.
Both organizations’ boards met to discuss whether they
wanted to explore the possibility of merging further. Mr.
Fassett resigned from the SNAP board to eliminate the
conflict of interest between his role as a SNAP board
member and as the president/CEO of the organization
with which SNAP was considering merging.

The Merger Process
Board Resolutions After initial merger discussions,

the boards each met separately and voted to explore the
possibility of merging, including conducting due diligence
and forming a merger committee with representatives
from both organizations. Later, after due diligence and
resolution of outstanding issues by the merger committee,
each board voted to complete the merger.
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“Then we started discussing what
the merger would look like if it did take place – would we
keep all their staff, would we keep their executive director,
those type of things,” Mr. Fassett explains. The SNAP and
EOC boards formed a merger committee which included
some SNAP board members, some EOC board members,
and executive staff from each organization. The merger
committee’s goal was to iron out issues in areas such as
governance, staffing, policies and procedures, personnel
policies, and employee benefits. “We were able to do that
smoothly … in one meeting,” he notes.

Government Grants and Contracts Of

transferring SNAP’s government grants and contracts and
getting funding source approval, Mr. Fassett observes,
“That was actually the easiest part. We got approval from
all government funding agencies before the state [i.e., the
New York Attorney General, the New York Supreme Court
and the New York Department of State] approved the
merger … The funding sources were the easiest issue, and
we thought it would be a big deal. We had no problem
with any of them.” “One of the reasons for that,” he
explains, “is that we had a prior relationship with [SNAP’s]
funding sources already. They knew our agency and our
work, too. So that was simple, we had not one problem
with a funding source.”

Communication Throughout the merger process, both

organizations communicated regularly with their staff.
“Internally, both agencies had agency-wide meetings
with their staff to explain what they were doing, and we
had updates every three months with our staff,” Adrian
Fassett recalls. “On the outside it was pretty well known
… that we were contemplating [the merger] … it was in the
paper,” he says. “Then when the merger was completed,
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Board Composition EOC made one seat on its board
available for one of SNAP’s board members. SNAP
designated its board chair to serve on the EOC board.

Staffing EOC took on all but two of SNAP’s employees.

we had a big community dinner and night out where we
invited politicians, other community-based organizations
[and] partners.”

Working with Professionals EOC worked with

an attorney and its accounting firm on the merger.
The attorney drafted the plan of merger and filed the
certificate of merger with the state to effectuate the
transaction. EOC’s accounting firm worked with EOC
to ensure that SNAP’s books were in order and were
transitioned over properly to EOC’s financial software
system.

Merger Costs The primary expense associated with
the merger was about $15,000 in legal fees, which was
paid out of SNAP’s unrestricted surplus funds. EOC’s
accounting firm worked on a pro bono basis.

Integration of the Two
Organizations
Much of the work of integrating the two organizations
actually took place before the merger was finalized.
Adrian Fassett explains that “physically, programmatically,
and financially, we did the integration before the merger
actually became effective.” The integration was overseen
by a transition team, consisting of EOC’s management
team plus SNAP’s former executive director and finance
director.

It hired SNAP’s executive director, who had founded SNAP
and is well-respected and well-connected in Suffolk
County, to manage its SNAP division. It also brought on
SNAP’s fiscal staff to augment EOC’s finance department,
as well as most of SNAP’s program staff. Despite the
pre-merger integration of most aspects of SNAP into EOC,
SNAP’s employees were not brought onto EOC’s payroll
until the merger was finalized.
While he was a board member of SNAP, Adrian Fassett had
made recommendations to SNAP regarding its employee
benefits based on EOC’s benefit plans. Thus, SNAP’s
benefit plans were similar to EOC’s and administered by
the same company and moving SNAP’s employees onto
EOC’s benefit plans proved relatively simple.

Facilities and Equipment SNAP was able to negotiate
out of its leases for facilities and equipment with no
penalty based on the fact that it would be merging into
EOC. Before the merger was complete, SNAP staff moved
out of SNAP’s facilities and into EOC’s.

Finances EOC began integrating SNAP’s financial data

into its accounting software prior to the merger. This task
was made easier by the fact that SNAP used the same
accounting software as EOC, based on a recommendation
Adrian Fassett had made years earlier in his capacity as
a SNAP board member. Initially, SNAP was treated as a
separate entity in EOC’s accounting system. Eventually,
however, SNAP’s finances were integrated into EOC’s as
a separate division of EOC. SNAP had a $50,000 line of
credit secured by its receivables, which was transferred to
EOC.
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Merger Challenges
There were three main challenges to the merger. First,
SNAP’s surplus turned out to be smaller than EOC had
originally thought. Second, it took longer than anticipated
to obtain approval of the merger from the state. And,
third, integrating the two organizations’ cultures took
more effort than anticipated.

Merger Benefits
There have been both programmatic and financial benefits
to EOC from the merger, according to Adrian Fassett. First,
it has enabled EOC to expand its programs and outreach
into the public schools in its service area. SNAP brought to
the merger its “well-respected programs in all the school
districts in the community,” he notes. As a result, he says,
EOC has been able to “bring in some additional resources
into our programs. And the schools have opened up new
partnerships, so it has worked well.” He provides the
following example: “Through our adolescent pregnancy
prevention programs, we do assessments of families
and make referrals to our family development program
… [T]hat [has] helped us as far as growing our family
development program, and it [has been] a tremendous
asset to the program … the school superintendents really
love[] that piece of it. It was a value-added bonus there.”
Second, the merger has provided additional funding and
finance staff for EOC.
Presumably, the merger has also benefited SNAP by
enabling it to continue its programs within an organization
that has a broader range of programs and is more
financially secure.
Overall, Adrian Fassett says of the merger that “It has
been very successful. And with funding issues and the way
money is now, that $1.5 million dollars really helped out
my agency and the programs are wonderful.”

4

A closer examination of SNAP’s books revealed that SNAP
had a surplus of only about $72,000 and not $260,000.
Adrian Fassett explains that “Once we had agreed to go
ahead with the merger and the train had left the station
and was going down the track, we had started combining
our operations before the merger.” “When we started
combining their books onto our books,” he recalls, “we
found out their auditing firm had made a $90,000 mistake.
So their $260,000 surplus was not really $260,000. Then
we found another misstatement, so it came out that their
surplus was only about $72,000. But at that point it was
past the point of no return.”
Another hurdle was the fact that the state was slow to
approve the merger. In New York, mergers of nonprofits
formed for charitable purposes must be approved by
the Attorney General, the New York Supreme Court, and
the New York Department of State; funding sources or
licensing agencies whose approval or consent is required
must also sign-off on the transaction. One thing that
slowed the approval process, according to Mr. Fassett,
was the fact that an attorney from the state “picked up
that … my agency had started doing childcare and …we
didn’t have the right certification with the state in terms
of nonprofit status. So we had to re-file our status for
our nonprofit standing before they could go ahead and
approve the merger.”
“The most challenging issue we faced was corporate
culture,” Adrian Fassett recalls. “SNAP was a
predominantly Caucasian organization with all Caucasian
management, and my agency was a predominantly
minority agency with all minority management. Their
corporate culture was totally different, more laid back.”
He observes that “it took a good year and a half, almost
two years to get this culture thing worked out.”
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Footnote:

Lessons Learned
Merging with an organization with which your CAA
already has a solid relationship facilitates the process
– from initiating merger talks through integration.

1. LaPiana Associates, Inc., The Nonprofit Mergers
Workbook Part II: Unifying the Organization after a
Merger, p. 79.

Communicate with the funding sources of both
organizations early and often during the merger
process.
Conduct thorough due diligence, especially financial
due diligence, before beginning to integrate the
two organizations. It is important to get a complete
and accurate picture of a merger partner’s financial
position, especially whether it has any hidden
liabilities such as unpaid payroll taxes or outstanding
legal claims, before getting “past the point of no
return.”
Before merging, have an attorney check that both
organizations are up-to-date on all of their corporate,
tax and other legal filings and that those filings have
been done correctly.
Most importantly, don’t underestimate the
importance of organizational culture. “Cultural
integration begins with cultural awareness and
sensitivity – and fostering these should be an
important element of the entire merger process, from
assessment and negotiations through integration,”
merger consultants LaPiana Associates explain in
The Nonprofit Mergers Workbook Part II: Unifying
the Organization after a Merger. “No matter how
successful other integration efforts may be, if issues
around organizational culture are not considered
and attended to, the merger will not achieve its
potential.”1

This case study was created by Community Action Program
Legal Services, Inc. (CAPLAW). Visit us at www.caplaw.org.
This case study is provided for informational purposes only
and does not constitute legal advice. Please consult an
attorney for advice regarding your organization’s individual
situation.
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MERGER

Merger between Peoples’ Regional
Opportunity Program, Inc. and
Youth Alternatives Ingraham to
form the Opportunity Alliance

CASE STUDY

This case study is based on CAPLAW’s interview with Mike Tarpinian, Chief Executive Officer of the Opportunity Alliance in
Portland, Maine, about the merger of a Community Action Agency, Peoples’ Regional Opportunity Program, Inc., with Youth
Alternatives Ingraham to form the Opportunity Alliance.

Peoples’ Regional Opportunity Program, Inc.

Youth Alternatives Ingraham

People’s Regional Opportunity Program, Inc. (PROP) was
a 501(c)(3) Community Action Agency (CAA) with annual
revenue of approximately $17 million and about 225
employees. PROP provided the following services to
low-income people in Maine, particularly in the Portland
area:

Youth Alternatives Ingraham (YI) was a 501(c)(3)
organization with annual revenue of approximately $19
million and about 260 employees. YI, based in South
Portland, Maine, served children, youth, adults, seniors,
families, and communities throughout Maine.
YI provided the following:

•
•

•
•
•
•
•
•
•
•
•
•

•
•
•
•

•

•
•

Head Start, Early Head Start and child care services
Nutrition services – Women, Infants and Children
(WIC) and USDA Summer Food Service Program
Low-Income Home Energy Assistance Program
(LIHEAP)
Weatherization Assistance Program
Management and rental of low-income housing
The Women’s Project – statewide case management
and information and referral services to women
affected by substance abuse
Community services programs including, for
example, temporary housing assistance, food
vouchers, transportation, security deposits
Foster Grandparents and Senior Companions
Youth programs

Crisis prevention and intervention services
Counseling
Psychiatric services
Medication management
Case management
Advocacy
Residential treatment programming
Parent and family education
Services via a 24-7 crisis phone line
Information and referral services through 2-1-1
Maine

The two organizations merged in early 2012
to form the Opportunity Alliance, which
is based in Portland, Maine, and focuses
its work in Cumberland County, the most
populated county in the state. The merged
entity has annual revenue of approximately

$37 million and about 625 employees.
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contacted Youth Alternatives and four other
organizations and led [them] through what was
literally an interview process to find a partner
for the organization. At the end of that process,
Youth Alternatives was selected to merge with
[Ingraham]. [The two organizations merged to
form Youth Alternatives Ingraham in 2007.]

Merger that Formed Youth
Alternatives Ingraham
PROP’s merger partner, Youth Alternatives Ingraham,
was itself the product of a merger. In fact, the PROP
board selected YI as a merger partner due, in part, to YI’s
successful experience merging. Mike Tarpinian, CEO of the
Opportunity Alliance and formerly the CEO of YI, describes
the merger that created YI:
Youth Alternatives was established in 1972 and its
focus was on youth and children. It was a classic
child welfare agency that did a lot of out-ofhome placement; [it] had a number of residential
programs and emergency shelters for runaway
youth. It began to evolve from that to much more
of a family-focused and prevention agency with
a series of new contracts and began to build a
continuum of services focusing on child welfare
and keeping families together. [It] built a family
center in 2006 that allowed [it] to focus even
[more] on its work with families, family mediation,
parenting education and family reunification
efforts. When [it] shifted from being just a child
welfare agency [doing] out-of-home placement,
and started focusing on families, the view of the
world, at least from [the] staff, was that many …
families were coming to [it] with mental illness
and challenges around substance abuse.

Youth Alternatives … had [a budget of] about $12
million … and about 125 staff. Ingraham had a
little bit larger budget and [an] equal number
of staff. [The merged entity was] … about a $26
million operation [with] … about 250 employees.
Because of the change in out-of-home placement
that was going on in the child welfare system, and
[YI’s] belief that [its] focus ought to be more on
keeping families together as opposed to taking
children away from families, [it] ended up closing
about five residential facilities for children and
youth. That dropped … revenue to about $19
million, but we were in a place where we were
doing our best work and focusing on keeping
families together, on doing our work in some high
needs neighborhoods.
YI’s focus on poverty issues developed at the time of the
merger between Youth Alternatives and Ingraham. Mike
Tarpinian recalls:
It was at a board meeting in 2006 that [a Youth
Alternatives] board member said, “You know, the
real issue with many of our families is poverty.
If we could do something to help people get
out of poverty … that [should] be a focus [of
our organization].” [O]ur strategic plan began
to reflect that.” I would say that our mindset in
2006 was less about treatment, although we were
treating people with mental illness, they were also
people living in poverty. So we weren’t the typical
mental health agency, we were more of an innercity mental health clinic where homeless folks
came to us for outpatient services. As opposed
to treating people in the middle or upper middle
class, our folks were clearly people in poverty.

In 2005, the executive director of Ingraham,
which was an adult mental health agency located
in Cumberland County, retired. [Ingraham]

2
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to enter our system, and a consumer of our services need
only tell his or her story once,” Mike Tarpinian explained
in the same report.

Reasons for the PROP-YI Merger
Both PROP and YI believed that the merger of their
organizations would result in more integrated and
effective service delivery and would enhance both
organizations’ sustainability and leadership capacity.
PROP, according to a press report,1 viewed the merger as
“an opportunity to gain strong organizational leadership
while maximizing funding and programs, serving families
and individuals more efficiently.” The PROP board
believed that “a combined agency with deep experience
[could] operate more nimbly and proactively to deploy
limited resources more sustainably in the community.”
The press report emphasized that “recent federal and
state budget proposals have underlined the need for
examining alternatives and efficiencies.” PROP’s interim
CEO, Catherine Fellenz, explained PROP’s rationale for
merging in the same report: “We believe PROP’s vision
can potentially be carried out with greater efficiency,
creativity and strong leadership through a merged
operation with YI, an equally experienced agency with
aligned goals.”
YI’s goal, according to the media report, was to form an
“integrated agency [that] furthers a shared vision of strong
communities that includes investments in infant and early
childhood development and education, programming
and support for families and youth, a county-wide mental
health crisis response system, and an improved quality
of life for all people in need, from infants to seniors.” “A
merger with PROP can offer families who come to us in
need a broader continuum of services that are integrated
and seamless so that there is no wrong door with which

“There was never an issue of ‘We are doing this because
we are in financial straits,” according to Mr. Tarpinian.
However, he notes that “There [have] been shrinking
dollars on the state side as well as the threat of shrinking
dollars on the federal side, and in some cases actual
reductions.” The YI board, as well as the PROP board,
he recalls, “were clear on [wanting to] find ways to at
least maintain the programs that we have and reduce
duplication of infrastructure cost. One way of doing that
is to merge and to reduce duplication of administrative
staff, and take those dollars and put them back into
programs so that you can … sustain and strengthen [them]
during state or federal reductions.”
“[YI] has had a history in the community of being a very
disciplined back room … organization along with being
very passionate about serving people that are less
fortunate,” Mr. Tarpinian explains. “That combination
doesn’t always exist, and so I think that people were
willing to make those hard decisions, leave their
organizational egos at the door, to do what’s best for
people in the community and the people that they serve.”

How Merger Talks Were Initiated
The merger process began when PROP’s CEO left to head
the United Way of Greater Portland. The PROP board used
her departure as an opportunity to consider a merger.
It hired an interim CEO and began assessing possible
merger partners with the help of a merger consultant.
“Interestingly enough,” Mike Tarpinian recalls, “the board
of PROP went through a similar process that Ingraham
had, where they brought about four or five organizations
together, interviewed them, asked them to think about
what the mission would be, what the values would be, of
a new organization.” “This was not two execs sitting in
a room, putting a deal together, and presenting it to the
boards,” he observes.
PROP and YI had had a relationship prior to the merger
discussions. “[W]e were working in some neighborhoods
together,” Mike Tarpinian explains, “The former [PROP]
CEO and myself had a number of discussions around
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joint programming. So … to some extent, it made sense
for us to come together. [YI] thought in many ways as
a Community Action Agency, even though [it] certainly
didn’t have the designation. So the cultural piece,
although different, was not dissimilar.” One thing that
particularly interested PROP about YI, according to Mr.
Tarpinian, is that YI had already gone through a successful
merger.

The Merger Process
Merger Committee Discussions The board of each

organization established a merger committee consisting
of the organization’s CEO and three board members. For
the six months or so after PROP had identified YI as a
merger partner, the two committees met regularly to work
out the details of the proposed merger, starting with the
mission and vision of the merged organization. PROP
had hired a consultant who helped to facilitate those
meetings. “[S]he would say to you, retrospectively,” says
Mike Tarpinian, ”that it was probably the easiest job she
had – because both of the entities were very vigilant
about their responsibilities and did their homework ... and
asked the tough questions.”
At this phase of the merger talks, several issues were clear,
according to Mr. Tarpinian. “We knew we wanted to be
a Community Action Agency … so that would be number
one. Number two, [the boards of the two organizations]
wanted to make sure that (and I say this because it has
been quoted before) … I was going to be the CEO and that
I was bringing my management team with me.” Number
three, Mr. Tarpinian says, was “to make sure that the new
board going forward would be representative of both
organizations.”
After the first six months of merger committee
discussions, “when it became clear that this was a
direction that we wanted to go,” Mr. Tarpinian explains,
“we brought the recommendations back to our respective
boards to ratify our intent to merge. And what that did
was allow us to, both organizations, to dig deeper into the
due diligence process.” At this stage, both organizations
jointly hired the merger consultant to help facilitate the
subsequent steps in the merger, including due diligence.

4

Due Diligence In the next phase of the process, Mike

Tarpinian explains, PROP and YI signed a confidentiality
agreement and then “dove into … six months worth of
… significant due diligence - reading audits, looking
at contracts, identifying assets, identifying liabilities.
And in essence, we began the slow process, of at least
conceptually, bringing the organizations together.”
Each organization hired its own attorney to assist it with
due diligence. The attorneys, according to Mr. Tarpinian,
helped the organizations “to delve into not only the
contracts but all of the mortgages, financing, leases and
… to help … put together what would be a structure that
would, at least from a legal perspective, preserve Head
Start and preserve the tripartite governance structure.” It
was at this time that the organizations and their attorneys
contacted CAPLAW to help ensure that the merged entity
would retain its status as a CAA and as a Head Start
grantee and would maintain its tripartite board structure,
as required by the federal Community Services Block
Grant (CSBG) Act.
Mike Tarpinian explains that, as part of the financial
due diligence process, the organizations hired YI’s CPA
firm to review “the last three years of audits on both
organizations to make sure there were no hidden and
outstanding debts or paybacks to the states that were not
on the balance sheet … We looked at management letters
to make sure that there wasn’t anything outstanding.”
“We reviewed almost every contract that PROP … and
[YI] had to make sure that they were maintained,” Mr.
Tarpinian recalls. “We looked at the finances from the
mortgages – [YI] had … a New Markets Tax Credit office
building in downtown Portland that had some covenants
on it, some debt ratio requirements. We wanted to make
sure that if we came together, those were still solid.”
The organizations also focused explicitly on the role
of culture in the merger process. “We did a cultural
assessment – a rather extensive one, where every
manager, every position from a program director on up,
were interviewed,” Mr. Tarpinian notes. “We began to
understand how they did their work and what were the
rituals that were really important for the staff.”
At the end of the due diligence process, the merger
committees recommended to their respective boards that
they vote to proceed with the merger, which the boards
then did.
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transparent,” he says. “People knew we were looking for
mergers, so it wasn’t something that was hidden or silent.
And obviously once you sign a confidentiality agreement,
things get quiet. My staff knew that the quieter I got, the
closer we were getting. Once we got to the place where
we were going to merge, we hired [a communications
consultant] … to help us with the packaging. We also
wanted to get out in front of everything, so we … [made]
phone calls. Everyone had a list, myself, the board, had
phone calls that needed to be made. Communications
were to … our donors as well as our state agencies and
federal agencies. So we kept people in the loop.”

Government Grants and Contracts

The
organizations were careful to ensure that the merger
would not adversely affect either organization’s
government grants and contacts. Mike Tarpinian recalls
“multiple, multiple meetings” with funding sources,
including “a couple of on-site meetings with federal Head
Start [officials] in Boston to make sure that we dotted our
i’s and crossed our t’s.” At the state level, he says, “we
met with the commissioner of the Department of Health
and Human Services, and her staff, to make sure that
contracts could be transferred.”
“The one issue that surfaced, interestingly enough,” Mr.
Tarpinian notes, “was that Youth Alternatives Ingraham
had about $12 million in federal money through Medicaid.
And the state could not handle a conversion of all of
those at once, at the time of the merger. So we ended up
carrying two tax ID numbers – one simply as a subsidiary
to the Opportunity Alliance, to allow us to continue to bill
on that old tax ID number.”
“But other than that,” he recalls, “all of the federal and
state agencies could not have been better with helping
us through that transition. And I think what helped is that
they were contacted very early on and asked for their
advice and counsel to help us move through this. So there
were no issues—no contracts were lost and no revenues
were lost.”

Communication Mr. Tarpinian describes the proactive

steps Youth Alternatives Ingraham took to communicate
with internal and external stakeholders about the merger.
“Youth Alternatives Ingraham and myself were very

Merger Costs The primary costs associated with the

merger were the professional fees paid to the accountants,
the lawyers, the merger consultant and the public
relations consultant. Mike Tarpinian estimates that these
costs totaled about $150,000. The largest expense was
the legal fees. Once both boards had voted to merge, the
two organizations jointly hired one attorney. “We were
fortunate enough that a local foundation gave us some
money and the United Way gave us some money,” Mr.
Tarpinian notes, “And we had enough savings for some
positions that we had left vacant. Both organizations
helped in paying for those costs.”

Integration of the Two
Organizations
Blending the Cultures The process of integrating

the two organizations began before the merger became
official. “I was named the CEO of both organizations
beginning [about six months before the merger was
finalized],” Mike Tarpinian explains, “because we felt it
was time for [PROP’s interim CEO, who had been in that
position for a year and a half] to move on, and she was
ready to move on … And it was time for me to begin the
work of bringing both organizations together.”
In his role as CEO of both organizations, Mr. Tarpinian
steeped himself in PROP’s culture. “I moved my office
into PROP’s headquarters and I worked with the PROP
staff,” he explains. “I figured that [YI’s] staff knew me well
enough. I wanted to feel and experience the culture of
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where people are referring to themselves as working
for the Opportunity Alliance as opposed to ‘I used to
work at legacy PROP,’ or ‘I used to work at legacy Youth
Alternatives Ingraham.’ So I think we are right on schedule
there.”

Blending the Boards From early on in the merger

PROP so that I could better lead both organizations with a
day-to-day understanding of how it worked. So, for a year,
that’s where my office was.” “It was long days,” he says,
“but it was an opportunity for me to learn every program
that they offered, and for me to experience the day-today operations. It was important for them to know that I
understood their work and that I understood that there is a
Head Start Policy Council, and I met with them. We have a
Senior Companion Advisory Committee – I met with them.
And I gave them the attention that I think they needed,
and it also gave me an opportunity to learn every aspect
about PROP.”
Mr. Tarpinian provides two examples of other initiatives
intended to facilitate integration of the two organizations’
cultures. “We established a culture committee made up
of staff … from both organizations,” he explains “to [serve
for] a 2 or 3-year term, to get us through the various
integration pieces as well as to survey staff periodically
over the next 3-5 years and get feedback.” In addition,
he says, “we decided to bring [together] … what we called
an ‘HR workgroup’ – staff from both organizations – to
go through every benefit and evaluate which of the two
is better. And they will then literally create an entirely
new benefits package. That shows people that this is
not an acquisition, and that’s very important. If you say
it’s a merger, you best make sure it’s a merger. And I
think culturally, if people begin to think that his is an
acquisition, you are dead in the water. So, that takes time
and it takes energy.”

talks, it was agreed that the board of the merged entity
would be made up of an approximately equal number
of board members from PROP’s board and from YI’s
board. “The board began with 24 members – 13 from
Youth Alternatives Ingraham, and 11 from PROP,” Mike
Tarpinian explains. “Youth Alternatives Ingraham had a
history, of having consumers on the board – consumers
of mental health. So the fact of having a consumer or a
representative from Head Start, or people living in poverty
on the board was something we were accustomed to. It
was really something that we embraced as opposed to
negotiated.” “The only difficult part, he says, “was making
sure that we could maintain the tripartite [structure].”
One challenge was orienting the new Opportunity Alliance
board to the organization’s work. With half the board
from PROP and half from YI, Mike Tarpinian explains:
When I was talking about a particular program, half
the board didn’t know what I was talking about. That’s
an interesting place to be. So we sat down and said,
“Here is what we are going to do – we are going to set
up six learning opportunities over the course of six
weeks. We are going to require … each board member
to attend three.” … It was almost like a total immersion
into the programs that the new Opportunity Alliance
was going to offer, so that I wouldn’t get those blank
stares. And people took it seriously … I mean, they
were exhausted. We had many board members
attend 100% of them. And we did it at various sites
so that they could not only hear about, but also see
the various programs and talk with the staff providing
those programs. It was a great opportunity for them
and a great refresher course for some of the board
members from either side who came from that legacy
organization.

“The cultural integration is about three to five years in
length,” Mr. Tarpinian observes. At this point (a year and
a quarter after the integration began and nine months
after the formal merger), he says, “We’ve reached a place
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Merger Benefits
Mike Tarpinian describes the increased community impact
the merged entity is starting to make as a result of the
merger:
We have come to the place where the vast
majority of our work will be in the neighborhoods.
What we have decided is that we are going to be
creating three or four what we call “hubs.” … We
are looking at three hubs in the greater Portland
area, and one hub in … the Lakes Region, a more
rural part of Cumberland County. Typically what
happens is that programs cluster together, so
all case managers are in one place - parenting
education might be all in one location, etc.
[Instead,] we’re putting a representative sample of
all of our programs in all of the hubs.
What we are doing is we are bringing the
community together to help us identify
what their needs are, and what the solutions
are. So we hold, for example, in one of our
neighborhoods, monthly supper clubs. We have a
corporation that sponsors the suppers. We started
out with 20 people, the last one we had was 125
people. They are from the community, coming
together and finding their voice, and talking about
the needs of their families and their children –
being part of the solution. We are not restricting
our focus just on the programs that we offer … it
is all of what families may need. So in one area,
we are looking at about 30 organizations who
are involved in trying to make an impact on the
individuals living in the community. We are going
to replicate that in two or three other places. We
wouldn’t be able to do that, with the menu of
services, without this merger.
The mental health clinic that we have in
downtown Portland that serves homeless folks, we
are beginning a partnership with the local hospital
to be able to bring physical healthcare to the
clinic in what is called a “person-centered medical
home.” It will allow people who are more likely to
come for their med management, to be able, while
we have them, to give them physical healthcare

… because they won’t go to their appointments
with their local PCP. That is something that
without the merger would never have happened.
Our goal is to bring that medical care also to the
neighborhoods - to be able to have folks access
healthcare in some form or fashion. That wouldn’t
have happened without the merger.
We are beginning to think about long-term
investment in the neighborhoods where we are
asking ourselves the question—of the x number
of families that are here, and x number of schoolage kids, what can we do…what resources can we
bring, to have as a goal that every child graduate
from high school? So we get to look at long-term
impact. That would not have happened without
the merger.

Merger Challenges
“We had no challenges prior to the merger,” say Mike
Tarpinian. Instead, the challenges he describes relate to
the post-merger integration process.
One challenge is increased demand on senior staff time.
“We have senior staff who have three jobs – and that’s
exhausting,” Mr. Tarpinian explains. “One is their day
job, which is managing departments on a day-to-day
basis. The second is to bring new systems together and
integrate two large organizations – payroll conversion, for
example. And the third is, also looking for opportunities.
The opportunities don’t go away, new programming
options don’t go away … [J]uggling those three … that is a
challenge.”
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Another challenge, Mr. Tarpinian says, is “people learning
to play together. Decision making, how it gets done,
who has authority, and just getting used to a very large
blended family – this has its challenges … and has its
rewards. It’s also very time consuming.”
A third challenge he identifies is the effort involved
in establishing and maintaining effective lines of
communication within the merged organization. “[T]he
last piece, which is probably the most important piece,”
he says, is “the challenge of communication – both from
a presence as well as a weekly email, to an internal
newsletter. All of those pieces together … you cannot take
a week off from doing those.” Mr. Tarpinian describes
his efforts to ensure effective communication with and
feedback from his staff: “I hold bagels and coffee, meet
with the staff, get feedback and make decisions on that
feedback, indicating that I’m making decisions based on
their feedback. I do a Friday afternoon update, which is
about a page long on the highlights of the week. We have
an … internal newsletter that comes out every two weeks.
And I’m on the road and in their offices, at their Head Start
[sites] – going wherever I need to go, weekends, evenings
– so that they get an opportunity to see me and talk to
me.”

Lessons Learned
Reflecting on the merger, Mike Tarpinian says, “I think
that [YI’s] experience of … having gone through a
merger before helped … we got a lot of experience
going through … the school of hard knocks.”
Mr. Tarpinian also highlights the importance of culture
in the merger process. He says, “we came to the
conclusion … It’s all about people. Culture will eat
strategy for breakfast. So if you don’t get the culture
right – if people don’t understand the dynamics of
change – then life is going to be very difficult. And so,
we focus on that. We don’t focus on that totally – we
were vigilant on our finances, vigilant on bringing
these various systems together.” “[A]t the end of the
day,” he observes, “it’s the people who are going to
make it. And our mission is clear, what we want to do
is very clear. People feel part of an organization;
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they feel like they are being heard. They may not like
every decision you make – so where we can involve
them in making policy, we do. And we also recognize
that the community is watching, and so we need to get
it right.”

Additional Take Aways
The merger partners’ reasons for merging should be
mission-driven, in addition to financial, in order for the
merger to succeed.
Take the time and effort to identify a compatible merger
partner – by reaching out to organizations that your CAA
trusts, with whom it has a prior relationship, and that have
missions and programs that complement those of your
CAA.
Thorough due diligence is essential. Hire experienced
professionals to assist with due diligence to make
sure your CAA covers all of its bases and identifies any
problems as early in the merger process as possible.
Communicate with funding sources early and often about
the proposed merger about the steps necessary to ensure
continued funding after the merger.
Keep culture front and center from day one. Assess the
cultures of both organizations and identify areas where
culture could get in the way of effective integration. Take
proactive steps to address those issues and to develop a
new organizational culture in the merged organization.
This case study was created by Community Action Program
Legal Services, Inc. (CAPLAW). Visit us at www.caplaw.org.
This case study is provided for informational purposes only
and does not constitute legal advice. Please consult an
attorney for advice regarding your organization’s individual
situation.

Community Action Partnership ● www.communityactionpartnership.com ● October 2012

Footnote:
1. “Peoples Regional Opportunity Program and
Youth Alternatives Ingraham Announce Merger
Discussions,” Mar. 7, 2011, on WCSH6 Portland’s
website http://portland.wcsh6.com/news/business/
people-s-regional-opportunity-program-andyouth-alternatives-ingraham-announce-mergerdiscussions/58044.
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