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Preface: The Purpose of this Historical Review

The Community Link Foundation (CLF) proposes to create afaeding
system for the charitable sector. This overview provide®rical
background for the Community Link project, showing how it respomds
current needs in light of long-term trends affecting tletseas a whole.
CLF, it argues, has the potential to help existing nonpstiiictures
negotiate the new realities facing the charitabléose¢oday.

The historic argument for CLF is described in four parts.

Part One describes ti@urrent Circumstance of non profits’ access to
contributed support -donations. It describes why new \eshiolr seeking
and deriving charitable support are being pursued by the Aameri
charitable community, arguing that significant new sosiafeunrestricted
operating funds are needed.

Part Two briefly describes théistory of Structural Innovation in the
charitable sector in the United Sates. Innovationahrigue and approach
to raising charitable dollars has been central to theess of the charitable
sector. However, it has been the better part of a cestocg the founding
of many of the great philanthropic foundations and structofrdse

industrial age. A new wave of innovation is needed,revd techniques are
being explored by entrepreneurial nonprofits and foundations

Part Three examines how a number of new eflarik Consumer Behavior
and Charitable Giving. There is sufficient reason to believe that this arena
of experimentation holds significant promise for exponegtialth.

The fourth part of this overview describes how the Communitl
Foundation and its effortSapture Historic Trends in support of the
charitable sector’s need for unrestricted operating capiaF arises at the
confluence of a number of developments in the history o&pttitopy, in
enterprise organization, in the larger economy, in telclyy, and in the



wave of fundamental cultural change that has accompanie¢hef the
Internet. The time is ripe for a new wave of stregtehange. CLF's
delivery system can provide the engine for innovation in tiagi@ble
sector as a whole, and will be a source of innovatiots iown right.

Current Circumstance:
A Conceptual Analysis of Charitable Giving

In the face of increasing operational, economic andoetitive challenges
America’s charitable non-profits find themselves hatbeginning of the 21
century, in need of innovative means of developing neauees and
sources of supportNonprofit structures and organizational practices have
remained relatively static, even as changing circumstahave increased
the need for nonprofits and the social services they provide.

The Changing Nonpr ofit L andscape

By many measures, the nonprofit sector itself seerbg ta booming
success. The number and range of organizations qualdielkaaitable non-
profits continues to grow at an almost exponential rateweyer, pressure
on the sector is increasing, especially on the genersahtopg funds
nonprofits need to survive. Part of this pressure comemuke donors are
targeting their donations. A significant number of newegation donors
and grant makers restrict their gifts to particular issuesauses, instead of
trusting large nonprofits to allocate contributed dollarselyi and
effectively (Murphy 2003). Frequently, individuals and foundations are
specific in their exclusion of operating support, judginmemstrative
overhead to be wasteful of charitable dollars.

A larger issue is long-term structural stasis and dedfirsome of the
sector's major institutions. The net result of theseds is a looming crisis
for general operating funds, with resulting pressure onuseimability of
nonprofit organizations.

Despite growth in absolute terms, revenues for noniprafe flat in terms
of the percentage of overall wealth. Reports of grassipées from all
sources supporting the nonprofit sector reveal significanttgegear,



decade-to-decade and era-to-era increases. Yet, the tageeenboth GDP
and personal income going to freely contributed gifts for-pifits has
remained stubbornly stuck within a very narrow and modeserafmge
same is true of gifts from the corporate sector. Wimenrolled for inflation,
the amount of contributions measured in real termsdmasined almost
static for almost a half a century (Giving 2008).

Within that static share, two sources of donations itiqudar — federated
models like the United Way and traditional religious organons — are
actually in decline. These two systems within the nditmector have
formed a significant part of infrastructure support. Feddratedels have
been an important historical source of regular and depensiafpert for
core nonprofits in many communities. These models hgyerexced real
declines in absolute dollar contributions, reduction strdiuted operating
support grants, and real marketplace challenges. Aaime time,
traditional community leadership structures have been tuaviray from
federated models to an unprecedented degree (Cohen 2003).

Giving to religious organizations is in decline as well.sTinend is
particularly worrisome because religious organizatiotisrepiresent by far
the largest single group recipient of giving. Moreover, cagafiens are an
essential part of the nonprofit infrastructure, providind austaining a basic
network of belonging and care as well as the “ground troops’hef ot
charitable enterprises in American communities. B8idf generational
shifts in affiliation, attendance and spiritual pracscggest that “religious
giving” will likely continue a downward trend.

Unfortunately, even as giving to traditional institutioms ldeclined, social
need has not. Indeed, the first decade of tiecttury has seen an
acceleration in social need, as income imbalanagglmiclass decline,
barriers to health care, and increasing debt burden chabemigereasing
share of American families. In this context, thd fmalthe charitable
sector’'s good works is even in higher demand. At the sanag the decline
of government’s role as source of support and caretakératels has
shifted ever-greater burdens to the sector (Grnbjerg & szt 2008)This
pressure cuts across all elements of the sector, inglbésic social
services, health care, education, the arts, and ecom@velopment (Egan
2008).



The Role of Donations

Is it possible that the concern about declines inticadil forms of support
might be overstated? After all, the vast majorityio&hcial inputs for the
nonprofit sector overall are derived from program, membeshd fee
income (Raymond 2001). This would seem to mitigate conedrogt the
declines in freely given individual contributions to tse®rganizations.

Over time, however, the contributed dollar has prot®mole as a core
component for the charitable sector. Donated funds haam denainstay of
its general operating support. The contributed dollar altbesector to
provide essential services that the government wilpnotide, and which
could not be delivered profitably by the commercial seciwnations
provide the ongoing general funding philanthropic organizatiegsire to
sustain their operations and grow over time.

The case for the contributed dollar and its centralipobees clearer if we
focus on smaller nonprofits, as measured by budget Sueh organizations
make up the vast majority of the sector as a wholee Iditgest number of
these is substantially dependent on contributed dollaescfomomic vitality
(Giving USA 2007). Setting aside the major grantmaking fouadati
established by individuals of great wealth, even éingdst of the
organizations and “nonprofit systems” in the sectorewszrn at small scale
and with limited capacity . The lifecycle of organipas in the sector and
the evolutionary paths traveled by such organizationaatrall that
dissimilar from the paths traveled by other enterpiyséesns (Burlingame
2004). Since the contributed dollar is especially importangriaaller
organizations, it provides crucial support for the cyd¢leeaewal in the
sector as a whole.

The contributed dollar also plays a disproportionate rofestering
innovation within the nonprofit sector. Historicallynaller organizations
have been the “seedbeds” of historical innovation and expeat@mnin
American culture — this is as true of nonprofits groupg & of for-profit
enterprises (Grant and Crutchfield 2007). Because ofdlasthe
contributed dollar has served as an essential soufeermre capital” for
innovation, experimentation and model building in the ¢ahle sector.



Contributions give nonprofit organizations the freedorfirtd solutions
outside of the various constraints on both governmentat@menercial
activity.

History of Sructural Innovation
Searching for New Answers. The Trendline of Innovation

The early 28 century was a period of almost unprecedented innovation in
American philanthropy. It was, after all, in this eeafdecially the first two
decades of the century) that the modern nonprofit orgamizanational
charitable federations, private foundations, united waycammunity chest
giving mechanisms, community foundations, and other innovatmwesfo
took shape and became rooted in American communities. Thestists
and forms created the footings and framework of the cbhé&isector which
came to grow so dramatically from the inter-war yearsughn the end of the
20" century. The scope and scale of the sector has changed, but
organizational fundamentals have remained within the brotithes laid

out in this period (Cutlip 1990).

These advances came about in conjunction with majasitions in
economic, cultural and community systems. They accomgaimee
explosion in the wealth of individual Americans and ¢cbenmunities in
which they lived (Cutlip 1990). New forms of industrial, teclmgical and
institutional organization were taking root; a wavensfovation was felt in
finance, industrial production, service and communicafldw charitable
sector’'s own creativity was connected to the sweeping chamgegowerful
forces present in other sectors of the society (Cutlip 1986¢ concept of
the endowed foundation established in perpetuity, buildingesmamin
Franklin’s early model, resulted in capturing the vasakh of individual
capitalists in the early century. The rise of nagilchierarchical nonprofit
organizations with state and regional divisions paralldledndustrial
production model.

Two primary engines drove the growth in support for thepnwiit sector,
both reflecting fundamental social shifts occurring in thet fialf of the 28
century. The first shift was the growth in the number divilduals capable
of and willing to support charitable causes with their @weHars. This
growth tracked the explosion in the middle classes ofdlatry and the



amazing increase in privately held wealth which accompahie new
century’s advance. The second shift was the interesteopdrt of the
government at all levels in becoming a partner with and tmges the
sector and its work. This shift tracked the growth in the, gpwer and
resources of the government, especially after the 1920’s.

Both the society and the sector would be confronted and chagdbd b
great wars and economic crises of the first halhef20th century. It was in
response to these misfortunes that the charitable seatomwst thoroughly
challenged, realized performance at great collective gt the first time),
and became a more permanent and significant part of tlezi¢an fabric
beyond houses of worship, hospitals and higher education (C28ip).

Over the course of the last century, government’s irttar@simpact on the
sector has been defined and mediated by varying levels sk and
executive activism. New arenas of special concerrf@ng have arisen
(e.g. civil rights, economic development, early childhooccatan, etc.) in
which the sector has played a major role. Great atiddasontributions to
society in the form of “Big Bird” in children’s televan, the virtual
elimination of polio through the Salk Vaccine, and suppartHe civil

rights of minorities exemplify this period. By any quaatiite measures the
sector has grown consistently, hardly ever experierecingt decline in
relative size from decade to decade.

As the 2% century began, the charitable sector found itselfrtheritor of
this 20" century tradition, yet faced by a new set of challengé® sector is
beginning to respond to these challenges with a new wave ofatioo. It

Is too early to tell whether this wave will reshapegbetor as fundamentally
as the innovations of the industrial age, but theseviamons are central to
our story.

Innovation and change in the last 20 years has beemdrweechnology
and the consumer and capital cultures that have growroupd
technological change. Much of the innovative energhencharitable
sector has arisen in a kind of nervous flirtation betweon-profit culture
and technology-driven capitalism.

Signs of this flirtation abound. In 1997, Hauser Center lsa@fristine
Letts, William Ryan and Allen Grossman published aisaharticle,
“Virtuous Capital: What Foundations Can learn From tdes Capitalists”



in theHarvard Business Review (Letts 1997), proposing a creative
adaptation of venture capitalism’s model of investmentcatidboration.
The piece sparked an ongoing debate in the sector. Althbpgiduced
little in the way of substantive innovation (perhaps irt pacause venture
capitalists looked less masterful after the Internet mubbfst) (Chang,
2004), it cleared the way for more discussion of markeedrinnovation in
the nonprofit sector as a whole.

The appetite for structural innovation can clearly be seeecent issues of
the Slanford Social Innovation Review. ldeas currently under discussion or
already in practice include new types of public and priladeds” to raise
money for capital development, new initiatives sucthasNonprofit
Finance Fund (NFF) (Miller 2005), and new types of “B” corpiores lying
somewhere between for-profit enterprise and charitatilees qualified by
the IRS (Caudill 2003).Debate ranges from “new standards” and
expectations for nonprofits as successful technologggm@neurs enter the
sector, to ways to leverage the profit motive in theadtovsolve our most
obdurate social problems (Lantos 2001; Moir 2001).

And yet, even as 2008 has continued the inevitable marainetoward the
close of the first decade of the*2dentury, the charitable sector remains
without the kind of innovation which created and liftesldbntemporary
practice a hundred years ago. This would be well and goodntesasing
share of needs were being met, problems were being soldedigatives
mounted responding to the challenges and tenor of the Bimwé¢hey are
not. Is there anything that can lift practice, or astgmint to such a
possibility on the horizon? And what can be done espeaiatlyregard to
the prospect of opening up new means and methods to draw additidna
substantial financial resources into the charitabdtos@

Three potentially compelling and imaginative innovationgdrticular show
the promise of substantial impact. At their core, edt¢hase innovations is
rooted in an effort to connect the practices and habitseafiodern investor
and consumer to social need.

These three new approaches are micro-financing, sociapasé and
embedded giving. Over the last several years the world lanphropy and
charity has been abuzz with dialogue, debate, reportingraaigsis about
these approaches. Many new “experiments” utilizing the appesahave
been initiated (Raja and Nandhini 2006).



Micro-financing has probably received the greatest amountilolic
attention, especially after the Nobel Prize was awaml@mé of its earliest
exponents and practitioners, the founder of the GrarmBaek. Social
enterprise has blossomed as an idea and practice withabkpeeep roots
in the high tech community. Its most recent, and somstooatroversial,
expression has been found in competing efforts to provaiéret access
and computing power to the poor and the developing world (W&22@8).

The most widespread of the new practices is embedded giviting --
increasingly common practice of building a philanthropic igift another,
unrelated, financial transaction. For example, roundingowp phone bill to
make a gift to charity. Or using your own grocery bag and duantte
nickel that the store gives you to a local homelesseshelt. Embedded
giving has already been responsible for moving very substamtialints of
contributions to charitable and community causes (Berr2@0z), as
demonstrated by the early experience of the (Prodid) éampaign, which
raises funds for the GLOBAL FUND to Fight Aids, Tubercuosind
Malaria. In its first year the RED campaign has mis®re than 50 million
dollars (Global 2007). Some reports suggest that up to a goéek
American retail establishments engaged in some forembiedded giving
during the 2007 holiday giving season.

Embedded giving is a good example of the new and nervousnslaip
between the nonprofit and for-profit sectors. Thereeguently a strong tie
between embedded-giving programs and “cause related marketing”; a
commercial enterprise will try to grow its business lpptag into the good
feelings and emotional ties engendered by a chosen clactalse. By
association, the enterprise hopes to drive businessty@al positive
reputation, as well as moving dollars toward recipientitdize
organizations (Waters 2008).

The close relationship between for-profit and charitafilerests implied in
the embedded-giving model is not without controversy. How to grdte
integrity and sanctity of the charitable donationha tontext of a retalil
purchase experience? Issues of clarity, transparanogsty and care have
been raised and have led, in some cases, to statedmrdlflegislative
attention (Tagaki 2008)Despite these controversies, the powerful drivers
behind embedded giving make it one of the most promising recent
innovations in nonprofit fundraising. The challenge is toalisr



mechanisms and structures that will take advantageedtithpromise of the
idea while maximizing the prospect of giving to good causesdyyiduals,
families and corporations.

If mechanisms and structures evolve to take naturalréage of and
converge with other social, economic and behavioral trendesitive and
effective ways, embedded giving models may create a philanthropi
breakthrough.. This breakthrough could be as significant astrtiutusal
innovations of the early ﬁbcentury, growing support for America’s
independent charitable and nonprofit sector.

Linking Consumer Behavior and Charitable Giving Potential

One area which has seen significant innovation in reasants is the creation
of new financial instruments, services and products imlications for the
non-profit sector. American banking and financial s&wvicompanies have
linked their services to consumers and customers throughgtsodu
facilitating philanthropy and personal “cause relatedtigesction driven
giving. Two primary methods to accomplish this linkage haveised on
different market segments for financial services, oneewy high-end
customers and one on a broader segment of the ovenalimer market.

At the high end, an increasing number of financial serstcapanies have
developed “in house” donor-advised fund products. These psodace
made it easy for customers to access and utilize sundls fas alternatives to
establishing private foundations, individual charitablstswr relationships
with the traditional providers of such services (commufutindations,
Jewish welfare foundations, etc.). The first of théise Fidelity Gift Fund,
has become one of the most successful new charitatifie®in the nation
(measured by net growth in assets) and has been followexdiby copycat
efforts (Graddy and Morgan, 2006)The growth of these funds has been
truly remarkable when compared, for instance, to commdmitgdations. It
took almost three-quarters of a century for the largasincunity foundation
to grow to 1 billion dollars in assets. It took less thanaade for such
growth to occur in a single gift fund, with some now reportingoug billion
dollars in new asset flows each year (Fidelity 200These new gift funds
have aggregated a significant amount of wealth, disgtatany millions of
dollars annually, and promise to continue growing apace indaies yahead,
although it is still not clear whether the funds have eckaew flows of



dollars to charitable causes, or simply provided a newrador the same
overall dollar amount (Blum 2002).

The commercial gift funds exhibit some of the advantaddisking
charitable gift mechanisms to powerful commercial enteepiThese
enterprises have considerable marketing muscle, fréquteraction with
customer/consumer/clients, access to the latest tkgjical tools for
consumer use, unlimited geographic operational scope, andfaase
They also have a bias toward customer service and “méla@agy” which
have given them a favorable market position.

At the same time that gift funds were finding favor, ficil services
institutions also started to promote the practice @fritaction driven”
giving linked to the utilization of debit and credit card$hese products
have the potential to reach a much larger slice ofdahswamer market and
build on well-established rewards models. As marketer® tagldress more
niches and consumer preferences, they have supplemeadémnal
rewards programs — rebates, airline miles and the likeh-resvards
directed to nonprofits.

The exact mechanisms employed by transaction-drivegrgms vary.
Some are linked to the “rounding up” practiced by retail merishat the
checkout line in the era of cash and personal check pay@®eat time the
practice has evolved, so that the consumer who usesdiddebit card can
experience rounding up, cause designation, “percentageafgse giving”
and the like, with enhanced donation capability throughrithed”
credit/debit cards related to a particular merchantileetar service
provider (Seville 2008). There has been, in fact, a modestidnificant
proliferation of programs linking credit/debit card usath charitable
causes over the last four years especially.

Both the programs that offer direct personal finanolefit to card users
and the newer efforts linking users to charitable careftect four central
facts of the credit/debit card industry.

#1. The credit/debit card industry has become fully cdtedhito a kind of
“micro-casting”, (or micro-marketing), slicing and diciitg consumer base
and trying to find the motivating appeals and card attribuegsahl move
consumer loyalty, use and affiliation.
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#2. An increasing share of total economic transactignadividuals and
households (as well as business and non profit ergeg)rinas been driven
through credit/debit card systems (Federal Reserve 2007).

#3. Financial services organizations, credit/debit cavdigers and related
industries are especially interested in capturing thenbss of two very
powerful demographic groups of customers. These groupmeve “
consumers just entering the marketplace, and middle-and-opg@éle class
customers, both bringing considerable buying power and tramsaciume

to card companies (Boyer 2008).Younger users, in particular, are moving
to cards and away from cash. Customers with greateh@sing power can
reduce default rates and increase overall transa&emdnd interest
earnings for the bank.

#4. The charitable sector seems to have "discoveredddabsibility that
significant flows of contributions can be acquired throughubpértnership
and cross-promotion with financial services industiganizations,
including credit/debit card programs. This “discovery”eets the ongoing
and growing need for contributed income derived from any plesand
reasonable source in the face of mounting need, sectqetibion for
resources, and relative stagnation in traditional ssuod support.

These trends combined suggest that the linkages betwastable giving
and consumer card use are ripe for additional experit@mtannovation
and expansion.

Capturing Historic Trends: Community Link

We have traced through several trends so far in this p&perdraising for
nonprofits, like the nonprofits themselves, is limitedtiy fact that many of
the essential structures of the charitable sectanaisole date from a wave
of innovation that occurred at the beginning of the lastucgntThe
organizational principles for this wave of innovatioares grounded in the
for-profit economy of the time, and so were appropriatafindustrial
economy. Since that time, we have experienced two pndftransitions:
from the industrial age to an age driven by informatand through the
information age to a new period dominated by the Internet.
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Seen in this light, it is perhaps no surprise that fundnagisirategies and
nonprofit structures that were appropriate to earlier peaogl$eginning to
lose their momentum. The industrial age perceivedwmers and
producers as a dichotomy, and the information age leaon@dnipulate
consumer actions through a data-driven understanding of consume
behavior. Inthe Internet age, these concepts have begoerge. A
blogger is both a consumer and a producer of information; asiéeban
both publish its own information and aggregate informatiomfother sites,
and in a pattern of market behavior that is neither pdetor yet fully
understood. Marketing is becoming more and more ad hoc, angfenie
generated on the fly based on data streams that deriwzereé patterns
directly from consumers' online activity.

In this Internet world, “consumers” are beginning to see fedvas as active
shapers of the environment in which they operate as agomntities.

They create their own encyclopedias, make and post theivm&os, and
tag information instead of trusting classification toditsans. They buy and
sell land in virtual worlds on behalf of characters avatars that occupy a
kind of middle ground between reality and fiction. Inforrmathow comes
via interactive media rather than in the static fafrbooks, newspapers or
magazines.

It is hardly a surprise that the citizens of thigviveorld are turning away
from federated models of giving. This is a workforce in Wwhids not
unusual for a job-seeker to turn down offers from companiesuse they
block instant messaging. How can such independent thinkers betexkpe
participate in a management-mandated giving campaign? Qalidieus
side, the traditional “mainstream” denominationslaséng ground to
congregations that engage, in essence, in niche marketivepking
religious services to particular tastes and preferencegrotinere is a post-
industrial spirit to the Internet age, and industria-eonprofit structures
look increasingly out of place in it.

This is a situation to which Community Link is ideally sdit We have seen
that embedded giving has gained wide acceptance, despite rdamgies
about some of its aspects and its transparency. Communkyriight be
thought of as a kind of absolutely transparent, generadizdzedded giving;
with a Community Link card, every purchase (and potentalgry payment
or transaction) includes an embedded gift, and every céaacised on a
Web site. The world of the blogger is one of radindividual choice and
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control, a far cry from the choice-limiting approachéshe industrial age,
which sought to acquire and hold customers. Community Link alksws
cardholders to choose exactly how their donations &eatd, to see
exactly what is happening with them, to change them, tthem off
instantly. It placepower in the hands of consumers. In doing this,
Community Link seeks to strengthen communities, bringing mongey tha
flows out of them now (in the form of interchange paymelbésk into
them, to strengthen them by providing operating funds for trentzgtions
that help communities sustain themselves.

We have seen that the charitable sector is in neadefv wave of
innovation, on a par with the great general-purpose foundatibthe early
part of the last century. Because it changes the soficmtributions from
a rising middle class to the purchasing power generatbthwhe consumer
economy as a whole, Community Link fundamentally changesutée of
the game. And it changes those rules within the broathesitbf the shifts
we are seeing as a post-information age arises. Thenpmshation age
retains and builds upon many of the features of the irdbom age, just as
the information age retained and built upon many of taaufes of the
industrial age that preceded it. But these new agesode timan retain
traces of the past; they transform these traces akd tham their own.
Information-age industry understands its own nature mam@tighly than
industrial-age industry, because information-age industderstands that
every act of physical manufacture involves the creapogservation and
transformation of information as well. In just thisywéhe post-information
age is changing the structures of the information &g advantage of its
strengths while rapidly moving beyond its limitations.

Community Link is a child of the post-information age. lgisunded in a
great information-age invention, the credit card ancctimaputerized
interchange system that makes the credit card posdibis.invention
completed the transformation of currency into informati But, thanks to
the power of the Internet, Community Link goes beyondithigations of
the information-age implementation of the credit catdith Community
Link, every purchase or payment — a huge slice of overafi@mic activity
— can be transformed into an act of giving.

Transformational innovation requires an investment bbtboraling and of
faith. Henry Ford’s innovations in developing the asdgrnbe, and in
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paying workers a wage that allowed them the financial @witinal to
purchase a car was radical - until it became standard.

Bill Gates' idea that a computer could be placed on edesk in every
office and home was absurdly optimistic. The technottigy’'t even exist
at the personal computer level — until it did.

Through a decade of investment and careful innovation, Gomtyhink
takes advantage of historic trends, cutting edge technatoggumer
behavior, and banking systems already in place in ordearieform the
funding of nonprofit organizations. Like the investors indFoassembly
line and Gates’ personal computers, there is an opportoenynch
innovation in our critical charitable sector.

This is why Community Link may be the first truly transfotioaal
innovation of the Internet age in the charitable sectdre funding
Community Link provides will be the fuel that allows theatable sector to
heal the sick, succor the spirit, and strengthen the vidigerd he tools now
exist to release the energy within that fuel; we need tonlise them in a
new way to create and new and better society for us all.
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