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Human Resources Services Development Project

Report on Findings

Introduction
In 2010, the executive directors of 501 Commons (Seattle) and The Nonprofit Center (Tacoma) began addressing the need among small and mid-size nonprofits for professional Human Resources services. The thinking about this future program was grounded in the organizations’ experiences providing “back office” financial services to similarly sized nonprofits in the Puget Sound region. That program had been developed by The Nonprofit Center who then assisted 501 Commons (known at that time as Executive Service Corps of Washington) in replicating the program in King County. The success of that partnership was an important consideration in the planning of the HR program.
A proposal was submitted to the Paul G. Allen Family Foundation to develop the HR Services program and, in the spring of 2011, funds were granted. The planned impact of the program was described in the proposal as: 
The Human Resource program will benefit nonprofits by providing access to affordable professional human resources. Good management of human resources systems and processes reduces the high cost of turnover, diminishes legal risks and increases staff satisfaction, engagement, and performance.
At the time the grant was awarded, The Nonprofit Center was experiencing challenges, and the Board of Directors declined to participate in the project. With the approval of the Foundation, 501 Commons proceeded with the project on its own.
The project has several distinct phases:
· Information Gathering
· Identification of target groups
· Identification and staging of services to be provided
· Development of service delivery strategies
· Initial offering of HR services 
· Full implementation
This report addresses the first three of these phases as well as providing information pertinent to service delivery strategies.

Process
The initial step in the program development project was to gather information from nonprofits in the region through interviews and a survey. An invitation to complete a survey about Human Resources services was sent to 1,467 nonprofits in the Greater Puget Sound region. There were 168 responses to the survey, representing a very respectable 11.4% response. To supplement the survey data, 18 interviews and one focus group were conducted with organizations who volunteered to participate in addition to completing the survey.
Once the data was gathered and the initial analysis done, the planning team[footnoteRef:1] held several in-depth discussions with the following objectives: [1:  Nancy Long, Executive Director of 501 Commons; Katie Behrends, Associate Director of 501 Commons until December 2011; Liz Heath, Principal of Sound Nonprofits; and Frank Perry, HR Consultant, Perry Business Solutions] 

· determine any commonalities among organizations of similar sizes
· test our assumptions about the interest in ongoing HR support services vs. one-time projects
· determine the market segments most likely to use services and the services most likely to be of interest to them.
The remainder of the report presents the results of this analysis and provides the platform for the initial offering of HR services.

Survey and Interview Participation 
So as to correlate our findings with the information contained in the Biennial Wage and Benefit Survey published by United Way of King County (UWKC) and Washington Employers (WE), we used their categories for fields of service, budget size and staff size. We also compared our response numbers to those derived from Nonprofits in Washington[footnoteRef:2] as well as UWKC/WE. We were pleased to note that our response levels were comparable to the other sources. [2:  Nonprofits in Washington 2011, published by the Nancy Bell Evans Center on Nonprofits & Philanthropy in the Evans School of Public Affairs at the University of Washington] 

The HR study had slightly higher participation from organizations with budgets below $2 million and slightly lower participation from those with budgets above $10 million. This result is not surprising since those with budgets below $2 million are most in need of professional HR support and those with budgets about $10 million generally have HR staff in place. 


Chart 1: Comparison of study universe 


The study participants are also well distributed across various fields of service with the anticipated emphasis on “Social Service”.

Chart 2: # of Survey Respondents by Field of Service


There was equally good distribution of respondents by budget size with 66 (40%) in what we initially anticipated to be our primary target market (budgets of $500,000 to $2 million) and 23 (14%) in our secondary market (budgets of $2 million to $5 million.)

Chart 3: Number of Survey Respondents by Budget Size


Staff size is a significant factor in analyzing the market for HR services. Those organizations in the $500,000 to $2 million category have, on average 9.5 staff members. The results show that this is a staff size large enough to require serious attention to HR issues but not sufficiently large to have a staff member responsible, in whole or in part, for human resources work. Similarly, only 30% organizations with a budget of $2 million to $5 million dollars have a staff position dedicated to human resources.
It is interesting to note that organizations with budgets of $2-5 million have quite varied ranges of staff sizes. This can be a result of having pass-through funds which enlarge the budget without requiring many staff members. Others may utilize a large number of volunteers.  The result in the input from this group of organizations is a wide range of responses regarding needs and interest in services. As will be seen in the report, this group stands out in the results as having very different needs from the overall population in some surprising ways. This will make targeting communications and program offerings to this group more challenging and may require that we segment the category further.





Chart 4: Distribution of Survey Respondents by Staff Size vs. Budget

In the interview phase of the project we talked with Executive Directors or Board members of twenty-one nonprofits. The distribution of this group by staff size and budget mirrors that of the survey group reasonably well.

Chart 5: Distribution of Interviewees by Staff Size vs. Budget




Responses by Budget and Staff Size
For the balance of this report, we will provide analysis of responses for all survey participants and the responses for four groups:
By budget: 
1. Budgets of $500,000 to $2 million. (Primary target)
2. Budget of $2 million to $5 million. (Secondary target)
By staff size:
3. Staff size of 1 to 10  
4. Staff size of 11 to 30 employees
The research indicates that organizations willing to contract for ongoing services are most likely to be in the budget category of $500,000 to $2 million. This is the primary target group.  Those organizations in the $2 million to $5 million range that have a similar staff size of 9.5 FTE as is found in the $500,000 to $2 million range may have a higher interest in ongoing services.
The budget size of those organizations willing to contract for short-term HR consulting services, rather than the ongoing service, are found across all budget categories. Generally those with budgets below $500,000 are looking for assistance in developing basic systems such as HR policies while those with larger budgets are interested in services like specialized internal training that augment internal staff resources.

Current HR Staffing and Systems 
Most of those responding to the survey have some formal HR practices in place. Only 9% stated that they have few or no formalized HR practices. Of those in the primary target group with budgets up to $2 million, 72% have a handbook and 40% have comprehensive written personnel policies. This correlates with the information gathered in the interview process. In the interviews as well as the survey, a number of respondents indicated the need for handbook/policy review and updating. 
When asked about their confidence level in the completeness and currency of their policies, only 23% were “Very Confident.” That drops to 17% for the budget target group and 16% for the 1-10 staff size.                                                                                                                                                                                                                                              
All respondents were asked about the HR challenges they have faced in the past year (Q. 11). 



Table 1: HR Challenges
	Challenge
	All Resp.
	$500k-$2mm 
	$2-$5 mm
	1-10 emp                  
	11-30 emp.

	We have terminated (for performance issues) at least one employee.
	71%
	64%
	90%
	68%
	61%

	We have had to deal with one or more employee complaints that were not resolved when initially raised
	24%
	19%
	16%
	18%
	18%

	We have laid off at least one employee
	55%
	54%
	58%
	49%
	61%

	We have had an employment-related lawsuit or threat of lawsuit
	12%
	9%
	11%
	4%
	18%

	We have internal personality clashes/tensions among staff
	64%
	64%
	53%
	58%
	64%



As expected, in most organizations, the Executive Director has primary responsibility for Human Resources (Q. 12). 
Table 2: Responsibility for HR
	HR Responsibility
	All Resp.
	$500k-$2mm 
	$2-$5 mm
	1-10 emp                  
	11-30 emp.

	The ED/CEO does all the human resources work
	28%
	22%
	0
	43%
	11%

	The ED/CEO does policy level and some HR work, along with support from one or more staff members
	29%
	47%
	38%
	34%
	43%

	HR functions are handled by an operations director or similar person
	18%
	23%
	29%
	13%
	36%

	We have a dedicated HR manager/director with or without support staff
	18%
	0
	29%
	0
	0

	HR management is not assigned specifically to anyone; the work is distributed among our staff
	8%
	8%
	5%
	8%
	7%


Overall, most people doing HR work (57%) have learned the skills on the job and do not have a professional certification. This response is higher for organizations with 1–10 employees (69%) and those with 11-30 employees (62%). 



Priorities Related to Human Resources 
The survey then asks about the HR priorities of organizations in the coming three years (Q. 14). The following are priorities areas.

Table 3: HR Future Priorities
	Priority
	All Resp.
	$500k-$2mm 
	$2-$5 mm
	1-10 emp                  
	11-30 emp.

	Policies and procedures
	57%
	61%
	48%
	58%
	52%

	Employee handbook
	36%
	34%
	29%
	34%
	28%

	Salary/compensation system
	57%
	57%
	71%
	46%
	69%

	Benefit changes
	51%
	64%
	38%
	53%
	66%

	Job design/restructuring
	57%
	64%
	52%
	57%
	52%



It was interesting to learn that a relatively small number (14%) of organizations are currently contracting outside their organization for some or all of their HR functions. When asked near the end of the survey (Q.23) about their thinking on contracting, a larger number would do so, especially if they could save money. This level of interest holds across all groups.

Table 4: Interest in Contracting - Summarized
	Interest
	All Resp.
	$500k-$2mm 
	$2-$5 mm
	1-10 emp                  
	11-30 emp.

	Yes
	22%
	27%
	19%
	25%
	26%

	No
	25%
	19%
	14%
	21%
	17%

	Interested in learning more
	53%
	54%
	67%
	54%
	57%



When asked about their ability to meet routine and strategic HR needs, respondents overall were confident that they could meet their routine needs at least acceptably. As to meeting strategic needs, all groups were less confident.



Table 5: Meeting Routine Needs
	Ability to meet routine needs (Q. 18)
(% responding Fair or Poor)
	All Resp.
	$500k-$2mm 
	$2-$5 mm
	1-10 emp                  
	11-30 emp.

	Recruitment & Hiring
	10%
	8%
	9%
	11%
	7%

	Termination
	23%
	15%
	19%
	28%
	24%

	Performance Management & Review
	34%
	28%
	30%
	37%
	46%

	Payroll & Payroll Taxes
	6%
	4%
	5%
	8%
	3%

	Recordkeeping
	11%
	4%
	5%
	17%
	10%

	Regulatory Compliance
	9%
	4%
	5%
	12%
	10%

	Independent Contractor Management
	15%
	8%
	6%
	13%
	21%

	Workplace Safety
	14%
	11%
	17%
	13%
	28%




Table 6: Meeting Strategic Needs
	Ability to meet strategic needs (Q. 19)
(% responding Fair or Poor)
	All Resp.
	$500k-$2mm 
	$2-$5 mm
	1-10 emp                  
	11-30 emp.

	Policy Development
	26%
	28%
	17%
	30%
	28%

	Staffing & Succession Planning
	46%
	49%
	46%
	49%
	52%

	Compensation Planning
	40%
	46%
	36%
	42%
	52%

	Benefits Planning
	35%
	45%
	9%
	46%
	45%

	Employee Relations
	22%
	29%
	18%
	25%
	34%

	Team Building
	27%
	34%
	27%
	30%
	38%

	Crisis Management
	24%
	24%
	14%
	28%
	21%

	Training & Development
	32%
	35%
	30%
	32%
	38%



When respondents were asked about their three highest HR concerns a wide-ranging list came forth. However, there were, not surprisingly, strong commonalities among the groups.
The highest concerns for all respondents collectively were, in ranked order:
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2. Compensation Planning
3. Benefits Planning
4. Staffing and Succession Planning 
5. Policy Development


For those with budgets of $500,000 to $2 million, the ranked concerns were:
· 
1. Compensation Planning
2. Policy Development
3. Benefits Planning
4. Performance Management


For organizations in the target market with budgets of $2 to $5 million, concerns were ranked as follows:
1. 
2. Training and Staff Development
3. Compensation Planning
4. Benefits Planning
5. Employee Relations


When viewed by staff size, the following is seen:

A. Organizations with 1 to 10 employees
A. 
1. Compensation Planning
2. Policy Development
3. Benefits Planning
4. Employee Relations
B. 

C. Organizations with 11 to 30 employees
1. 
2. Compensation Planning
3. Performance Management & Review
4. Benefits Planning
5. Training and Development


Interest in Contracting for Services
Near the end of the survey (Q. 21) we began probing for the likelihood of engaging 501 Commons HR services. Respondents were asked to identify which of the following statements resonated with them. Three of the four groups identified the same top four statements:
1. Because of the risk in HR, I would feel more secure if I had access to an HR professional.
2. Most of the time we handle HR issues well, but we could occasionally use additional support.
3. I am concerned that I don't know enough about human resource management and may be missing something important.
4. We might save money and time if we had access to cost-effective, professional HR services.

The prioritized responses from organizations with budgets of $2 to $5 million were somewhat divergent from those of the other groups, perhaps because of the wide range in staff sized in this budget group:
1. Most of the time we handle HR issues well, but we could occasionally use additional support.
2. Because of the risk in HR, I would feel more secure if I had access to an HR professional.
3. We have a pretty good grasp of our HR needs and are able to meet them with existing staff and/or consultants. 
4. We might save money and time if we had access to cost-effective, professional HR services.
A second question in this vein was: “What is your current thinking for HR services?” (Q.23) Overall 25% of the respondents stated that they would rather keep all HR functions in-house. This figure was only slightly smaller for the primary and secondary target groups collectively at 19%. As the table below shows, approximately 20% of all groups are close to being ready for contracting, and more than half are curious enough to want to know more.

Table 7: Interest in Contracting - Detail
	Interest in Contracting
	All Respondents
	 $500k-$2mm Respondents
	 $2-5mm Respondents
	1-10 employees                  
	11-30 employees

	If it saves us money, I’d do it
	18%
	20%
	14%
	19%
	22%

	I’d do it even if it wasn’t cheaper in order to have access to qualified professional services.
	4%
	7%
	5%
	6%
	4%

	I’m interested in learning more but don’t know yet what I would do
	53%
	54%
	67%
	54%
	57%



The services for which respondents are interested in contracting (Q. 22) are, in ranked order by group: 



Table 8: Interest in Contracting – Services 
	Services
	Ranking by all Respondents
	Ranking by $500k-$2mm Respondents
	Ranking by $2-5mm Respondents
	Ranking by 1-10 employees                  
	Ranking by 11-30 employees

	Performance Management & Review
	1
	1
	7
	1
	2

	Compensation Planning
	2
	2
	1
	2
	1

	Policy Development
	3
	6
	14
	8
	5

	Regulatory Compliance
	4
	5
	5
	7
	4

	Benefits Planning
	5
	3
	8
	3
	3

	Staffing & Succession Planning
	6
	4
	3
	4
	6

	Training & Development
	7
	8
	2
	6
	9

	Termination
	8
	7
	13
	5
	8

	Crisis Management
	9
	9
	6
	10
	7

	Employee Relations
	10
	10
	9
	9
	13

	Team Building
	11
	13
	4
	11
	10

	Recordkeeping
	12
	12
	15
	12
	12

	Recruitment & Hiring
	13
	15
	10
	13
	15

	Independent Contractor Management
	14
	11
	11
	15
	11

	Payroll & Payroll Taxes
	15
	16
	16
	16
	16

	Workplace Safety
	16
	14
	12
	14
	14



The above table presents an interesting analysis dilemma. As can be seen, there is relative consistency in the tier of lesser desired services, but the responses of the target group with $2 to $5 million budgets are unusually different from the general ranking by the other groups. Regardless, the table provides insight into how services might be designed for each of the groups. 
In terms of the logistics of contracting, a large majority in all groups would be satisfied with interactions being mostly by telephone and email with occasional in-person meetings. There was general acceptance of the pricing structure, which was quoted as $50 per hour for ongoing services, and a preference for on-demand rather than retainer services. Most indicated that they would likely use 10 hours a year or fewer.
This result presents a challenge to the program model initially proposed by 501 Commons which was to focus on ongoing services. The intention is to replicate the relationship 501 Commons bookkeepers have with the organizations they serve as contractors who become “native” to the organization, in the role of a human resources generalist contracted only for the needed hours per month. 
We suspect that respondents did not have top-of-mind information on the amount of time being devoted to human resources monthly and have the sense that these activities are very transitory rather than routine.  One advantage of an ongoing contracted service that will need to be demonstrated to organizations is the value of having someone focused on human resources issues and knowledgeable about the organization providing services on an ongoing basis rather than just when a specific problem or need is identified. This approach will allow organizations to buy the portion of an HR professional they need but to have someone who is thinking proactively about the needs of the organizations and identifying gaps and problems before they reach a crisis point. 
It may be that the human resource program will need to evolve, beginning with consulting relationships until value and trust are established. Many bookkeeping relationships start out with a consulting engagement and become an ongoing contract after the relationship is established. 
As to the pricing (Q. 28), the responses below indicate that the dollar amount quoted in the survey of $50/hour is seen as reasonable and that a significant share of the target market believes that they could afford the service, on a short time basis at least. The amount quoted was for ongoing contracted services, and consulting services would be provided at a somewhat higher rate (likely $100/hour) so 501 Commons will need to test the pricing for consulting services.
Notably the group that responded most positively to the $50/hour rate was organizations with budgets of $2-$5 million.

Table 9: Price Sensitivity
	Cost
	All Resp.
	$500k-$2mm 
	$2-$5 mm
	1-10 emp                  
	11-30 emp.

	Too low; concern for quality
	1%
	2%
	0
	2%
	0

	Reasonable but can’t afford
	47%
	52%
	19%
	46%
	25%

	Reasonable and could afford
	40%
	39%
	69%
	38%
	61%

	Too high; can find elsewhere for less
	12%
	7%
	13%
	15%
	14%



The level of interest in contracting (Q. 29) is encouraging with more than half of all groups open to or definitely interested in contracting.


Table 10: Interest in Contracting - Final
	Interest
	All Resp.
	$500k-$2mm 
	$2-$5 mm
	1-10 emp                  
	11-30 emp.

	No need regardless of cost
	12%
	4%
	21%
	10%
	5%

	Can’t afford
	28%
	21%
	21%
	26%
	29%

	May be worth it if HR improved
	43%
	57%
	53%
	47%
	48%

	Interested in contracting
	14%
	17%
	5%
	17%
	19%



Conclusions
The survey results indicate that a market for HR services certainly exists, particularly in the primary and secondary target groups. The services of interest to specific nonprofits will vary by budget and staff size as well as maturity of the organization and many other factors. 
We entered this project believing that we would discover a market for HR services that is similar to the market for our financial services. We expected that nonprofits of a certain staff and/or budget size would want to improve their HR practices by using the cost-effective strategy of contracting, thus giving them access to more knowledgeable professional services than they could afford by hiring a staff member.
The survey results demonstrated some differences between the market for financial services and human resources. The level of urgency for HR services is not as great as it is for financial services. Further, financial services are more task-oriented rather than consultative, and they have a greater level of frequency and regularity. Our service offerings and marketing strategies will have to be designed with these issues in mind.
As noted at the beginning of this report, we believe our primary target for HR services is that group of nonprofits whose budgets range from $500,000 to $2 million. Based on conversations held during the interview process, we are narrowing that focus somewhat to those with budgets of $750,000 to $1.5 million. All of those interviewed in this budget range indicated that it was quite possible that they would enroll for services. [Note: the staff size range for this small group of interviewees is 5 to 20.]
Because of the variance in the priorities of the target groups, we believe it would be wise to focus initially on the seven areas ranked highest by all those surveyed with the addition of a couple of areas that are ranked in the top seven in the specific budget and staff size groups:


Table 11: Identification of Priority Services
	Services
	Ranking by all Respondents
	Ranking by $500k-$2mm Respondents
	Ranking by $2-5mm Respondents
	Ranking by 1-10 employees                  
	Ranking by 11-30 employees

	1. Performance Management & Review
	1
	1
	7
	1
	2

	2. Compensation Planning
	2
	2
	1
	2
	1

	3. Policy Development
	3
	6
	14
	8
	5

	4. Regulatory Compliance
	4
	5
	5
	7
	4

	5. Benefits Planning
	5
	3
	8
	3
	3

	6. Staffing & Succession Planning
	6
	4
	3
	4
	6

	7. Training & Development
	7
	8
	2
	6
	9

	8. Termination
	8
	7
	13
	5
	8

	9. Crisis Management
	9
	9
	6
	10
	7

	10. Team Building
	11
	13
	4
	11
	10



Our service model will need to include both short-term contracting and ongoing services, and we believe the entry point for nearly all clients will be project-based services such as employee handbook review and revision. We expect that the interest in ongoing services will increase as relationships are established and as the program’s reputation grows. Initial interest in the service will likely be strongest among larger organizations already using 501 Commons financial services as well as organizations familiar with 501 Commons through programs and consulting projects. Since 501 Commons has consulting or coaching relationships with over 100 organizations each year, there is a significant pool of recent clients who can be approached about the new service. 
Given the budget pressures being experienced by most nonprofits and the always limited resources for administration and infrastructure, 501 Commons will need to develop a strong case for why the use of outside resources is cost effective for organizations.  The “sweet spot” we find for many bookkeeping clients, is that the cost of contracted services is similar to what is being spent internally but the organizations get a higher level of nonprofit-specific expertise through contracting. 
For organizations with budgets below $500,000, 501 Commons will need to continue to use its service corps members who serve as volunteer consultants to provide affordable HR consulting services to small organizations (under $500,000 and with fewer than 10 staff members) that cannot afford to pay the staff consulting rate.   There are approximately 30 HR professionals in the services corps.  They will have access to the best practice information being used in the Human Resources Program and to the expertise of the program staff.
In particular, 501 Commons service corps members will continue to be important for small nonprofits outside of metropolitan areas where local donated HR expertise is limited. Service corps members can often meet the needs of these organizations for basic HR policies, salary information, employee handbooks, etc. 
The support provided by the Paul G. Allen Family Foundation during the first three years of the program will allow the program to be thoughtfully developed with strong systems that ensure professional services and cost-effective program models. The support the foundation is providing also allows the program time to build up its client base to the point where the program can cover direct and indirect costs.  Additionally, the foundation’s support allows 501 Commons to be innovative in exploring ways to meet the needs of the broadest possible range of nonprofits in the state.  
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