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il
Abstract
This qualitative multiple case study explored the perspectives of nonprofits on factors impacting
and challenges associated with utilizing revenue diversification and structured spending in
midsized nonprofit human service organizations (NHSO) in the Washington D.C. metropolitan
area. The researcher conducted semi-structured one-on-one interviews with eight nonprofit
officials in Washington, D.C., to gain insight into their perspectives on revenue and spending
strategies. The researcher also used document review to compare and verify the information from
the semi-structured interviews and add more nuances to what the interviews provided. The
findings of the study demonstrated that NHSOs could implement revenue diversification and
structured spending through community engagement, partnerships, and optimal resource
utilization. The results also revealed that revenue and expense strategies allow nonprofit
organizations (NPOs) to achieve financial stability and flexibility in terms of organizational
viability. Moreover, the results unveil the need for financial independence is a substantial barrier
for NHSOs to implement financial strategies. The study's findings proposed some practical
recommendations to help nonprofits and financial advisors improve their services and avoid
economic unsustainability.
Keywords: nonprofits, revenue diversification, structured spending, financial

sustainability
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Section 1: Foundation of the Study

The nonprofit sector, known as the third or independent sector after the public and private
sectors, contributes substantially to the economy and social welfare (Alford, 2019). Nonprofit
organizations (NPOs) are often efficient and dependable service providers of health, educational,
and cultural programs to promote social engagement, address public problems, and build
stronger communities (Anheier & Toepler, 2019). Over the past two decades, the nonprofit
sector has grown markedly, resulting in increased competition for available funding and reduced
resources (Lu et al., 2020). Consequently, sustainability has become integral to measuring
organizational success (Sun et al., 2019). In studies focusing on nonprofit financial management,
scholars have recognized modern challenges to organizational and economic sustainability
(Zabolotnyy & Wasilewski, 2019). Nonprofits are sometimes pressured to grow and thrive but
operate with limited resources and few guidelines (Liu & Kim, 2021). Although many studies
discussed the importance of revenue diversification and structured spending for organizational
survival, they do not explain how NPOs can utilize these financial structures to avoid economic
unsustainability.

Therefore, this qualitative multiple case study explored how NPOs perceive and use
diverse revenue portfolios and cost structures to secure organizational viability. The study also
unveiled the existing barriers NPOs encounter in implementing financial strategies in their
organizational strategic plans. The researcher conducted one-on-one semi-structured interviews
with eight individuals in management positions in nonprofit human service organizations
(NHSOs) in the Washington D.C. metropolitan area to better understand how NPOs use financial
strategies to stay sustainable. In addition to the data collected from the interviews, the researcher

also utilized the financial information from the annual tax returns, Forms 990s, of the



participating organizations to gain insights into the economic conditions of the organizations.
The findings of this study emphasize the importance of diverse revenue streams and spending
strategies and how NPOs can utilize them to improve their financial positions. Finally, the
findings of the study suggest practical recommendations for NPOs and nonprofit financial
service providers to help NPOs overcome barriers to implementing revenue diversification and
structured spending to avoid economic unsustainability.

Background of the Problem

According to the National Center for Charitable Statistics (NCCS), 1.54 million nonprofit
organizations were registered with the Internal Revenue Service (IRS) from 2006 to 2016, and
two-thirds of these registered entities were public charities (NCCS Project Team, 2020). Public
charities are tax-exempt under the internal code section 501(c)(3) and include organizations in
arts, culture, humanities, education, health care, human services, and other qualified sectors.
Further, these organizations can receive tax-deductible contributions under code section 170
(Internal Revenue Service, 2023a). Public charities reported $2.04 trillion in revenues and $1.94
trillion in expenses from 2006 to 2016 (NCCS Project Team, 2020). As such, the nonprofit sector
is a significant contributor to local and national economies.

Furthermore, the human service sector comprises 35.2% of public charities (NCCS
Project Team, 2020). Nonprofit human service organizations (NHSOs) were initially formed as
locally-based social service agencies to help communities. Since then, NHSOs has grown
substantially to provide access and opportunities to vulnerable individuals and families across
underserved communities. However, numerous NHSOs struggle to survive, and many entities
have to terminate their services because of management failures (Lee, 2017). Unlike for-profit

entities, NPOs have historically faced financial challenges in accomplishing organizational goals



because they have relied heavily on unstable revenue streams, including donations from the
general public and government grants (Berrett & Holliday, 2018). In addition, NHSOs have
encountered substantial upfront financial investment in program services to meet funders'
increased demand for quality improvement and program enhancement (Bunger et al., 2019). As a
result, nonprofits have to make vital financial decisions to sustain their organization strategically
with little guidance and limited resources (Mosley & Smith, 2018). Financial health and financial
strategies are critical to NHSOs, but few studies have explored how NHSOs can manage
financial resources effectively to secure economic sustainability (Lam & McDougle, 2016).
Therefore, this qualitative study aimed to comprehend how NPOs perceive and utilize revenue
diversification and structured spending to avoid economic unsustainability in the human service
sector.
Problem Statement

The general problem to be addressed was that nonprofit organizations might not
effectively use revenue diversification and structured spending strategies to achieve their
organizational goals, resulting in nonprofit organizations’ inability to use these financial
strategies to foster sustainability. Some NPOs struggle to maintain sustainability and resiliency,
especially during economic downturns. Not including revenue diversification and structured
spending as possible financial strategies can contribute to those challenges around sustainability
(Searing et al., 2021). As such, revenue and cost structures can significantly impact nonprofit
financial stability and flexibility (Duquette, 2017). Moreover, many NPOs ignore the link
between financial practices and organizational sustainability; therefore, how nonprofits use
financial instruments can influence economic viability and mission accomplishment (Zietlow et

al., 2018). Yet, few studies have focused on how NPOs can implement such strategies to foster



sustainability (Wei, 2021). A recent study found that commercial NPOs with more diversified
revenue portfolios have a lower chance of dissolution (Lu et al., 2020). The specific problem to
be addressed was the potential factors that impact how nonprofits use revenue diversification and
structured spending and what potential barriers may exist to effectively use such financial
strategies in midsized nonprofit human service organizations in the Washington D.C.
metropolitan area. These nonprofit organizations need to be better understood, resulting in the
potential lack of understanding about how nonprofits can use such financial strategies for
economic sustainability.
Purpose Statement

The purpose of this qualitative multiple case study was to investigate the perspectives of
NPOs regarding factors impacting and challenges associated with utilizing revenue
diversification and structured spending in midsized nonprofit human service organizations in the
Washington D.C. metropolitan area. This study analyzed NPOs within the human service sector
regarding diverse revenue portfolios and cost structures to avoid economic unsustainability. The
researcher sought to answer various research questions by exploring the perspectives of nonprofit
officials who have worked in NHSOs about the role of revenue diversification and structured
spending in terms of organizational viability. This study aimed to identify the potential barriers
for NHSOs to include diverse revenue portfolios and cost structures in their organizational
strategic plans. The study helped provide NHSOs with detailed information on their critical role
in implementing revenue diversification and structured spending to enhance financial

sustainability.



Research Questions

The research questions for the qualitative multiple case study were designed to explore
the nonprofit perspectives on revenue diversification and structured spending in NHSOs. The
questions focused on gathering information from nonprofits’ experiences and financial reports of
NHSOs to gain insight into nonprofit revenue structures and spending behaviors. The answers to
the research questions helped reveal the barriers for NHSOs to include diverse revenue portfolios
and cost structures in their organizational strategic plans. The specific problem to be addressed
was understanding potential factors that impact how NHSOs use revenue diversification and
structured spending and what potential barriers might exist in the effective use of such financial
strategies in midsized nonprofit human service organizations in the Washington D.C.
metropolitan area. The research questions were developed to evaluate how NHSOs use and
perceive the role of revenue diversification and structured spending to secure financial
sustainability. Lastly, the study helped discover the challenges NHSOs have to incorporate
revenue diversification and structured spending in organizational strategic plans. This qualitative
multiple case study aimed to answer the following questions:

RQ1. How can nonprofit human service organizations utilize revenue diversification and
structured spending to avoid economic unsustainability?

RQ2. How do nonprofit human service organizations perceive the role of revenue
diversification and structured spending in terms of organizational viability?

RQ3. What barriers exist for nonprofit human service organizations to include revenue
diversification and structured spending in their overall organizational strategic plans?

Answering these research questions helped the researcher accomplish the purpose of the

study, which was to examine the impact of utilizing revenue diversification and structured



spending in midsized NHSOs in the Washington D.C. metropolitan area. The first research
question analyzed how NHSOs use revenue diversification and structured spending to avoid
economic unsustainability. Financial strategy is a common concept in the business world;
however, many NPOs still do not take advantage of specific financial strategies to help their
organizational financial stability, especially in the human service sector. NPOs can generate
revenue from different sources and balance program service, administrative, and fundraising
expenditures to secure the financial sustainability and improve organizational performance. The
second research question evaluated how NHSOs perceive the role of revenue diversification and
structured spending in organizational viability. Revenue structures and spending behaviors can
substantially affect nonprofit financial stability, especially for midsized entities. Midsized NPOs
are in the growth stage of the nonprofit lifecycle, which requires these entities to focus on
formalizing organizational structure, policies, and processes to ensure organizational viability.
Finally, the third question aimed to identify the challenges NPOs face, including revenue
diversification and structured spending in their organizational strategic plans. The researcher
investigated the financial situations and environment of midsized NHSOs in the Washington
D.C. metropolitan area to understand the barriers nonprofits encounter to incorporating diverse
revenue portfolios and cost structures in their plans.
Nature of the Study

The purpose of this qualitative multiple case study was to investigate the perspectives of
NPOs regarding factors impacting and challenges associated with utilizing revenue
diversification and structured spending in midsized nonprofit human service organizations in the
Washington D.C. metropolitan area. NHSOs have faced increased pressure of commercialization

for their survivability, such as revenue diversification and structure spending; however, only a



few NHSOs have diverse revenue portfolios and sufficient spending plans (Sevak & Baker,
2021). Therefore, the researcher focused on how NHSOs apply revenue diversification and
structured spending to avoid financial volatility. The study sought to analyze nonprofit
perspectives on diverse revenue portfolios and sufficient spending for organizational viability
and growth. Moreover, the study aimed to unveil NHSOs’ challenges to include revenue
diversification and structured spending in their strategic plans.

Discussion of Research Paradigms

The research paradigm was pragmatism. Creswell (2016) defined a paradigm as personal
beliefs or ideas that shape the field. Many people also refer to a paradigm as a worldview
reflecting individuals' philosophical orientations and past research experiences (Creswell &
Creswell, 2018). Four primary worldviews or research paradigms widely used in research
communities include positivism, post-positivism, constructivism, and pragmatism. The
quantitative research paradigm has been historically linked to positivism and post-positivism; in
contrast, many qualitative researchers use paradigms such as constructivism and pragmatism
(Robson & McCartan, 2016).

Firstly, positivism has been viewed as the standard philosophical view of natural science
(Robson & McCartan, 2016). Paquette et al. (2017) explained that positivism is committed
firmly to the predominance of data, including facts, direct experience, and observations.
Positivists believe that science separates facts from values (Robson & McCartan, 2016).
Positivism has been associated with quantitative research because it is based on mathematical
models, statistics, and techniques (Paquette et al., 2017). This researcher did not choose

positivism as the research paradigm of this study because every NPO tells a unique story and



faces a different reality. Therefore, there is no absolute reality to be ascertained through this
study.

The second worldview that is often used in quantitative research is post-positivism.
Unlike positivists, post-positivists accept that there is no absolute truth of knowledge, and
evidence in research is imperfect and fallible because of the researcher’s limitations (Creswell &
Creswell, 2018; Robson & McCartan, 2016). As a result, researchers indicate a failure to reject
the hypothesis instead of proving a hypothesis (Creswell & Creswell, 2018). The researcher
rejected post-positivism as the research paradigm of this study because the researcher focused on
the problem being studied rather than the view of reality. The problem the researcher sought to
investigate was NHSOs’ lack of utilizing revenue diversification and structured spending.

The constructivist approach, also referred to as the interpretive approach, posits that each
individual has different views, and the role of the researcher is to explore these different views
(Creswell, 2016). Constructivists seek to understand the complexity of views instead of
narrowing them down to specific categories or groups (Creswell & Creswell, 2018).
Constructivism has been strongly associated with qualitative research because it embraces open-
ended questions to explore more about the study participants. However, the researcher eliminated
constructivism as the research paradigm of this study. The researcher recognized that it was
impossible to understand all nonprofit perspectives on the role of diverse revenue portfolios and
cost structures to avoid economic unsustainability. Therefore, the researcher studied some
NHSOs in the Washington D.C. metropolitan area, including interviewing nonprofit officials and
performing data analysis to assess the impact of nonprofit financial structures on organizational

viability.



Moreover, Creswell and Poth (2018) noted pragmatism focuses on the research
outcomes, such as the actions, situations, and consequences of inquiry. For the pragmatic
approach, the critical piece of the research is the problem being studied and the questions asked
about the problem (Creswell & Poth, 2018). In addition, pragmatism indicates a concern for
practical matters guided by practical experience (Robson & McCartan, 2016). The research
conducted under pragmatism includes an admission that knowledge is viewed as both
constructed and based on the reality of the world we experience and live in (Robson &
McCartan, 2016). As an individual who helps NPOs with financial strategies and tax consulting,
the researcher used collected data and knowledge in the nonprofit sector to best address the
research problem and answer the research questions.

Discussion of Design

The study was conducted with a flexible design, specifically a multiple case study design.
Abutabenjeh and Jaradat (2018) explained three influential works related to research design by
Earl R. Babbie, Elizabethann O'Sullivan, and John W. Creswell. A research design is a plan that
a researcher needs to determine what will be observed and analyzed, why, and how (Babbie,
2020). Additionally, a research design is a plan that guides decisions about when and how often
to collect data, what data should be collected, and how to analyze it (O'Sullivan et al., 2017). The
research design needs to allow the researcher to answer the research questions and be consistent
with the purpose of the study. Furthermore, Creswell and Creswell (2018) defined a research
design as a type of inquiry that provides specific direction for procedures in a research study.
Three types of research designs include fixed, flexible, and mixed-methods or multi-strategy

designs (Robson & McCartan, 2016).
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Fixed Designs

First of all, a fixed design means the design of the study is fixed before the main stage of
data collection occurs (Robson & McCartan, 2016). Fixed designs require researchers to specify
in advance the variables included in the study and the exact procedures to be followed. More
importantly, fixed designs are theory-driven and should be piloted (Robson & McCartan, 2016).
As aresult, fixed designs are often used to generate quantitative research. The researcher rejects
a fixed design for this study because of two valid reasons. In a fixed design, the researcher must
have a clear idea of the mechanism to be operated, know the outcomes, and how to analyze them.
Fixed designs do not allow the researcher to change or adjust the selected approach or research
questions.

Flexible Designs

Robson and McCartan (2016) described flexible designs as "a work in progress;
therefore, they can adapt as the research evolves" (p. 146). The similarity between fixed designs
and flexible designs is that the researcher must determine the purpose of the study and develop
the research questions and data collection methods. However, in flexible designs, the researcher
can change or clarify research questions as the research progresses. For this reason, many
qualitative researchers use flexible designs for their studies. Therefore, the researcher chose a
flexible design for this study so that the researcher could adjust the study as necessary.

Mixed-Methods Design

The third type of research is mixed-methods design. Mixed-methods designs mean using
fixed and flexible design strategies in the same study (Robson & McCartan, 2016). First,
researchers must know the difference between mixed-methods design and multiple-methods

study. While mixed-methods design combines fixed and flexible designs in the same research
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project, the multiple-methods study combines multiple qualitative or quantitative data collection
methods. The mixed-methods design offers several benefits to the research project. For example,
the convergence of quantitative and qualitative data improves the validity and reliability of
findings (Creswell & Creswell, 2018). In addition, using two research designs helps deliver a
complete picture of the research. On the other hand, mixed-methods designs are complex;
therefore, the researchers need extensive knowledge of both flexible and fixed designs.
Moreover, mixed-methods designs can be time-consuming because the researchers must perform
quantitative and qualitative methods. Thus, the researcher eliminated mixed-methods designs for
this study because of the complexities of the mixed-methods designs. Flexible designs comprise
six primary methods: narrative, phenomenology, grounded theory, ethnography, and case study,
including single case study and multiple case study (Creswell & Creswell, 2018).

Narrative Research Design

Narrative research focuses on exploring the life of an individual and sharing the
individual's stories and experiences (Creswell & Poth, 2018). The narrative approach aims to
show people's opinions about specific subjects. The narrative research design has some benefits.
First, people enjoy telling stories; hence, the researcher can obtain research information easily.
Secondly, the researcher can collect in-depth data because narratives offer several details about
the research (Greenhalgh, 2016). On the other hand, narrative research has some disadvantages.
The stories undergo many different layers of interpretation before being constructed as research
data; consequently, the contents of an interview or the information the researcher reads in a
published journal may reshape the actual events (Davis & Dwyer, 2017). More than that, the
researcher and the participants may contribute to filtering life experiences to give them meaning,

negatively affecting the research design's credibility. Based on the advantages and disadvantages
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of narrative research design, the researcher rejected this research design because the researcher
wanted to focus on the experiences of NHSOs with financial structures rather than the life
experiences of their nonprofit officials.

Phenomenology Research Design

In contrast to narrative research design, a phenomenological study aims to investigate and
understand commonalities in human experiences (Bloomberg & Volpe, 2019). In this research
design, the researcher anticipates explaining the commonality share when experiencing a
phenomenon, specifically focusing on individuals' experiences. For example, the phenomenon
could be a disease or an experience that these individuals share, and the researcher collects data
from them (Qutoshi, 2018). The significant benefit of phenomenology is that the research design
does not use hypotheses because phenomenology seeks to find the truth about experiences
through research without basing its argument on people's beliefs (Qutoshi, 2018). More
importantly, through this research design, the researcher uses subjects and objects as they appear
in the human consciousness instead of separating them. However, phenomenology has some
challenges, especially for beginner researchers. First, the research design requires streamlined
data collection by interviewing participants multiple times (Creswell & Poth, 2018). Also,
phenomenology requires the researcher to have extensive knowledge of the design's
philosophical assumptions and apply them in the study (Horrigan-Kelly et al., 2016). Based on
the benefits and challenges of phenomenology, the researcher rejected the research design
because the researcher did not seek the commonality nonprofits share in the human service
sector. Instead, the researcher explored the different experiences NHSOs have with revenue

diversification and structured spending.
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Grounded Theory Research Design

The grounded theory study seeks to generate a theory associated with a specific situation
(Robson & McCartan, 2016). The researchers need to puzzle pieces of information provided by
participants to form a complete grounded theory. Researchers use this research design to develop
new insights into an unknown phenomenon (Creswell & Poth, 2018; Matteucci & Gnoth, 2017).
Qualitative researchers like using grounded theory because they can craft their categories instead
of using the existing ones (Matteucci & Gnoth, 2017). Furthermore, this research design has
some challenges. First, the researcher must create many theoretical ideas to develop the
fundamental analytical theory. The researcher must understand that it is a systematic process
because of the constant comparison of data (Chun et al., 2019; Matteucci & Gnoth, 2017).
Collecting data for a short period of time does not allow researchers to thoroughly analyze the
theoretical sampling. Secondly, the researcher must determine the capacity of data categories and
subcategories, the number of theoretical details, and theoretical sampling (Chun et al., 2019;
Matteucci & Gnoth, 2017). The researcher rejected the grounded theory research design because
the researcher did not seek to form a theory to explain NHSOs utilizing diverse revenue
portfolios and spending policies.

Ethnography Research Design

An ethnographic research study attempts to describe and interpret a culture-sharing
group (Creswell & Poth, 2018). This qualitative research design requires the researcher to
immerse in the participants' environment to understand their cultures, values, language, and
beliefs (Arnout et al., 2020; Chun et al., 2019). The benefit of the research design is to provide
an in-depth look at the participant's perspectives, behaviors, and situations they experience daily.

However, ethnography also has some challenges for the researcher. First, the researcher must
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understand the environment, behaviors, and participants' perspectives (Arnout et al., 2020).
Secondly, ethnography can take up to a few years because the researcher needs to collect in-
depth data and monitor regularly. Based on the characteristics of ethnography, the researcher
rejected this research design because the researcher did not seek to explore the patterns people
share in grounded theory research.

Case Study Research Design

The case study design is an in-depth exploration from multiple perspectives on a social

phenomenon or multiple phenomena (Bloomberg & Volpe, 2019; Yin, 2018). There are six
major resources to collect data: documentation, archival records, interviews, direct observation,
participant observation, and physical artifacts (Bloomberg & Volpe, 2019; Ridder, 2017; Yin,
2018). Case study research design includes a single case study and multiple case studies. In the
single case study design, the researcher identifies an issue, observes it, and focuses on the
individual case in the problem (Harrison et al., 2017). The same approach applies to the multiple
case study, but the researcher focuses on several issues. Creswell and Poth (2018) noted that the
researcher must identify the appropriate method before implementing the case study research
design. The case study design also has some challenges. First, the case selection presents a
substantial challenge to the researcher because the case can be overly broad or narrow in scope,
especially with a single case study design (Creswell & Poth, 2018). On the other hand, choosing
the multiple case choice presents how many cases the researcher will handle, which is highly
challenging to determine (Creswell & Poth, 2018).

For this research, the researcher chose a multiple case study design instead of a single
case study design because the evidence from a multiple case study design was more aligned with

the purpose of this study. Another reason for selecting multiple cases was to show different
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perspectives on the problem being studied (Harrison et al., 2017). The multiple case approach
requires the researcher to replicate all the procedures in all the cases. The replication logic for
multiple case studies helped the researcher analyze how NHSOs use revenue diversification and
structured spending. Yin (2018) explained that the design of multiple case studies follows an
analogous logic, which allows the researcher to discover the similarities and differences among
cases.

Discussion of Method

This study was conducted with a flexible design using qualitative methods; specifically, a
multiple case study design was used. Creswell and Poth (2018) believed that qualitative research
starts with assumptions and theoretical frameworks that inform the study of research problems
addressing individuals or groups' meaning to a social or human problem. Qualitative research
does not seek to measure anything; therefore, the assumption that an objective way to study a
particular phenomenon does not apply (Dodgson, 2017). In quantitative research, decisions tend
to be made before the study starts (Creswell & Creswell, 2018). On the other hand, in qualitative
research, research questions are developed in an open-ended way so that investigators can
explore and identify relevant factors (Creswell & Poth, 2018). While qualitative research stresses
exploration, discovery, and description, quantitative research focuses on explaining the current
conditions, investigating correlations, and studying cause-and-effect phenomena (Bloomberg &
Volpe, 2019). In qualitative research, the fundamental belief is that there are many different
views of reality, depending on one's perspective (Dodgson, 2017). Bloomberg and Volpe (2019)
suggested that the qualitative research method is "suited to promoting a deep understanding of
social setting or activity as viewed from the research participants' perspective" (p. 38). Therefore,

the qualitative method was an appropriate approach for this study because the researcher
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presented the views of NPOs instead of the researcher's view regarding utilizing financial
structures and organizational viability in NHSOs.

The researcher rejected pursuing a quantitative method because the study was subjective
and was not measurable. The scientific process, including observation, measurement, action, and
evaluation, is the basis of all quantitative research methods (Dodgson, 2017). This study
explored how NHSOs view and use diverse revenue portfolios and structured spending.

The researcher also rejected a mixed-methods approach for this study because of the
quantitative portion of the method. First, the mixed-methods approach combines quantitative and
qualitative methodologies to fully understand the problem (Bloomberg & Volpe, 2019). The
benefit of the mixed-methods approach is that the results from one method can help inform the
findings of the other. Secondly, the scope of convergence of the findings may raise questions or
contradictions that require additional clarification (Bloomberg & Volpe, 2019). Besides
qualitative analysis, the mixed-method approach also includes quantitative analysis, which
requires the investigator to report the relationships among variables in a closed way (Creswell &
Creswell, 2018). As a result, the mixed method would not enhance the analysis of NHSO
perspectives on revenue diversification, structured spending, and financial sustainability.

Discussion of Triangulation

Qualitative researchers acknowledge that they bring their personal experiences, values,
and perspectives to the research and share them with the readers (Fusch et al., 2018). As a result,
qualitative researchers often face challenges with the concepts of validity and reliability;
therefore, researchers apply the triangulation approach to mitigate their biases and ideologies that
may influence the study results. Triangulation is a research method that uses multiple data-

gathering techniques to better understand the phenomena being studied (Bloomberg & Volpe,
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2019; Fusch et al., 2018; Renz et al., 2018). Thus, triangulation can help decrease the
researcher's bias and increase the validity and reliability of the study (Denzin & Lincoln, 2017).
There are four types of triangulations: data triangulation, investigator triangulation,
theory triangulation, and methodological triangulation (Bloomberg & Volpe, 2019; Denzin,
1978; Fusch et al., 2018; Renz et al., 2018). First, data triangulation includes three data points,
people, time, and space, representing different data of the same event (Denzin, 2009; Fusch et
al., 2018). Yin (2018) emphasized that the multiple data sources of the study should corroborate
the same findings to have a convergence of evidence. Moreover, the researchers collect primary
and secondary data sources over a period of time to enhance the analysis (Aarikka-Stenroos et
al., 2017; Farquhar et al., 2020). Often confused with data triangulation, methodological
triangulation can be within a method or between methods (Denzin, 1978; Fusch et al., 2018).
Within-method triangulation is when the researcher uses multiple data collection methods in a
qualitative case study. Between-method triangulation is when the researcher uses data from
qualitative and quantitative techniques. Third, investigator triangulation is when two or more
researchers collect and analyze data to explore the phenomenon (Farquhar et al., 2020; Fusch et
al., 2018). Different interpretations of investigators from examining the same data help eliminate
bias. Finally, theory triangulation is when the researcher applies two or more theories to interpret
findings to facilitate a new theory or theory extension (Farquhar et al., 2020; Fusch et al., 2018).
In this study, the researcher applied methodological triangulation by using multiple data
collection techniques to enhance the collected data's reliability, validity, and depth. The

researcher used the following qualitative data collection methods.
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Semi-structured Interviews

Interviews are the most common qualitative data collection technique, especially in case
study design (Bloomberg & Volpe, 2019). There are three types of interviews: structured, semi-
structured, and unstructured. In this qualitative study, the researcher used the semi-structured
interview method, in which the questions were somewhat structured to focus on exploring a
specific topic. However, participants were still free to express their views (Dadzie et al., 2018).
Therefore, the researcher conducted open-ended interviews to explore how NHSO officials view
and use revenue diversification and structured spending to secure financial sustainability in an
unbiased friendly manner to satisfy the needs of the researcher's line of inquiry (Yin, 2018).

Document Review

Documents can serve as another vital data source for qualitative research, especially in
case study design. The benefits of documents are to verify the information from other data
collection methods and provide substantial details of data collected from other methods (Yin,
2018). Additionally, documents can include internal written records of the organizations and
archival records (Bloomberg & Volpe, 2019; Yin, 2018). Financial records of NPOs are
available publicly on the Internal Revenue Service's (IRS) database and reliable public sources
such as Guidestar, Charity Navigator, and ProPublica. Thus, the researcher downloaded
information from these sources for data analysis. The researcher also reviewed organizational
records from the case studies to thoroughly examine the problem being studied.

Summary of the Nature of the Study

The researcher investigated how NHSOs use diverse revenue portfolios and cost
structures to avoid financial instability using a pragmatism research paradigm and a qualitative

multiple case study approach. The replication logic of multiple case studies also helped the
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researcher analyze how NHSOs perceive the role of revenue diversification and structured
spending in organizational viability. Methodological triangulation helped the researcher reduce
bias and enhance the reliability and validity of the findings. Finally, using the qualitative
multiple case study method enabled the researcher to uncover the barriers for NHSOs to
incorporate revenue diversification and structured spending in their organizational strategic
plans.
Conceptual Framework

Many scholars view research as a process that includes activities unfolding over time.
Every research study takes time, consideration, and modifications; therefore, it is essential to
view research as a process with different stages that entail various tasks (Ghauri et al., 2020). A
research framework is critical because it provides an internal structure that offers a starting point
for observations, interview questions, and analysis (Jabareen, 2009). The theoretical and
conceptual framework describes the research path and grounds it firmly in theoretical constructs
(Adom et al., 2018). Collins and Stockton (2018) explained that using theory in qualitative
approaches helps clarify the epistemological dispositions, identify the reason behind the
methodological choices, build a theory resulting from research findings, and outline the study.

On the other hand, researchers choose the conceptual framework as a suitable structure to
help explain the progress of the phenomenon to be studied (Adom et al., 2018). Using the
conceptual framework supports researchers in redefining goals, developing research questions,
determining methodological choices, recognizing potential threats to validity, and demonstrating
the research's relevance (Collins & Stockton, 2018). In this study, the researcher used the
conceptual framework to help build an internal structure for the study and assist the researcher in

answering the research questions defined.
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Every concept holds different components, defining the concept (Jabareen, 2009). Thus,
the concepts that comprise a conceptual framework support one another and help develop the
framework-specific philosophy. Furthermore, three vital accounting concepts constituted the
research framework: revenue diversification, structured spending, and financial sustainability.

Nilsen (2015) defined theory as a set of analytical principles or statements designed to
structure our observation, understanding, and explanation of the world. A good theory should
explain how and why specific relationships lead to particular outcomes. This qualitative study
focused on how NHSOs view and use revenue diversification and structured spending to avoid

economic unsustainability based on the resource-based view theory.

Nonprofit Human Service Organizations in the Washington metropolitan area

Revenue
Diversification

Resource-based Structured Organizational Organizational

View Theory Spending Viability Goals

Financial
Sustainability

Figure 1. Relationships between concepts.

Concepts

Ghauri et al. (2020) described concepts as the building blocks of any theory or model
because they direct what is captured. Concepts are the foundation of communication as they
provide perspective and serve as components of theories. Three key accounting concepts
constituted the research framework: revenue diversification, structured spending, and financial

sustainability.
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Revenue Diversification Concept

Daniel and Kim (2018) explained that the revenue diversification concept helps
organizations expand their earned revenue streams to reduce economic unsustainability. The goal
of diversification is to minimize the overall risk of a revenue portfolio (Qu, 2019). Government
grants and public donations are often limited, restricted, and inconsistent; as a result, nonprofits
struggle to maintain organizational financial stability (Lu et al., 2020). Additionally, NPOs avoid
obtaining debt because the general public and donors may perceive that the NPOs use charitable
contributions to pay off debts instead of carrying out the mission (Mitchell & Calabrese, 2019).
As a result, many nonprofits use diverse revenue portfolios as a financial strategy to decrease the
dependency on external funding and ensure financial stability (Kim, 2017). Therefore, generating
revenue streams from different activities can give nonprofits the flexibility to reallocate financial
resources to run programs and maintain organizational viability.

Structured Spending Concept

The structured spending concept refers to the ability to fund prioritized program services
to carry out the mission and cover overhead costs to keep the organization operating efficiently
(Zietlow et al., 2018). NPOs are under pressure to maximize program spending and minimize
overhead costs to meet the requirements and restrictions of the received contributions (Charles et
al., 2020). However, cutting overhead costs drives NPOs to a nonprofit starvation cycle and
decreases managerial efficiency (Schubert & Boenigk, 2019). Conversely, applying appropriate
overhead spending helps increase organizational efficiency and viability (Lu et al., 2020).
Therefore, NPOs often need effective cost policies and practices to satisfy the grant requirements

and secure financial sustainability. Furthermore, scholars suggest that NPOs should utilize both
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revenue diversification and structured spending to strengthen organizational financial health
(Shon et al., 2019).

Financial Sustainability Concept

Gajdova and Majdtchova (2018) posited that the financial sustainability concept reflects
the ability of NPOs to take more control of their finances and be financially sustainable. The
sustainability concept is the ultimate goal of the revenue diversification concept and structured
spending concept. NPOs have the capacity and flexibility to adapt to environmental changes to
remain financially sustainable (Lee, 2017). Many donative NPOs, including NHSOs, struggle to
increase donation revenue streams; hence, they often experience high financial risk and
vulnerability (Zietlow et al., 2018). Therefore, NPOs have recognized that, in addition to
donations, revenue diversification and self-funding are critical determinants of financial
sustainability (Ebenezer et al., 2020). Moreover, NPOs need cost structures to balance program
services and administrative infrastructure spending to ensure organizational viability (Park &
Matkin, 2020).

Theories

Ghauri et al. (2020) defined theory as a set of interrelated concepts that present a
systematic view of specifying relationships to explain and predict a phenomenon. Theories can
be used in quantitative, qualitative, and mixed-methods designs. In qualitative research, theories
can help shape the problem studied and the questions asked (Creswell & Creswell, 2018). The
researcher used the resource-based view theory in this qualitative study to explore how

nonprofits perceive and utilize diverse revenue portfolios and cost structures.
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Resource-based View Theory

Grant (1991) explained that resources and capabilities are primary sources of an
organization's profitability, and they help the organization form its strategy. Resource-based
view (RBV) theory allows the organization to explore the relationship among its resources,
capabilities, competitive advantages, and profitability to utilize them to maximize profit (Grant,
1991). Barney (1991) stated that RBV theory evaluates the connections between the firm's
internal characteristics and performance. RBV theory indicates how organizations can achieve a
sustainable competitive advantage over their competitors (Filson et al., 2021). Midsized
nonprofit organizations, especially in the human service sector, often have limited budgets to
achieve organizational goals; therefore, NPOs must utilize all available resources within the firm.
Barney (1991) grouped a firm's resources into three main categories: physical capital, human
capital, and organizational capital. Nonprofits can apply RBV theory to form managerial and
financial strategies to use organizational resources effectively and efficiently. RBV theory also
addresses how NPOs can utilize revenue and cost structures to avoid economic unsustainability.
Also, the financial sustainability concept is considered a critical element of RBV theory.

Actors

This qualitative study focused on nonprofit organizations within the human service sector
in the Washington D.C. metropolitan area with experience in revenue diversification and
structured spending. The human service sector is diverse because it includes several sub-sectors
that provide many services to serve the local communities (Smith, 2017). For example, NHSOs
offer social care to the elderly, nurture the youth, shelter the homeless, and strengthen the
communities. Although NHSOs are critical in improving living conditions, building thriving

neighborhoods, and connecting people, organizations face numerous challenges, such as a
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competitive funding environment, limited budgets, and limited revenue streams. Therefore,
NHSOs need more fundamental transformation, transparency, and collaboration to continue
providing social services and accomplishing their missions. In this study, the researcher explored
NHSOs through the lens of financial and nonprofit taxation perspectives to gain insight into the
financial positions of these entities.

Constructs

Wymer (2017) stressed the importance of construct definitions in a study because they
allow the reader to understand the constructs being studied and access the content validity of
scales used to measure the constructs. Additionally, constructs may have different definitions in
different fields and areas; therefore, researchers should provide the specific meanings of
constructs used in their studies.

Revenue Diversification

NPOs traditionally generate revenue streams primarily from governmental grants and
public donations, especially in the human service sector. The reliance on limited financial
sources can make NPOs vulnerable. Therefore, revenue diversification combines different
revenue streams from government grants, contract services, individual and corporate donations,
and investment income (Guan et al., 2021). Revenue diversification offers NPOs flexibility and
reduces financial vulnerability and unsustainability (Hung & Hager, 2019). Many NPOs have
turned to self-funding activities, such as providing services and selling products, to ensure
financial stability and reduce their dependence on grants and contributions (Dadi¢ & Ribari¢,

2021).
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Structured Spending

Many studies measure nonprofit managerial efficiency based on how nonprofits utilize
financial resources to achieve organizational goals. Managerial efficiency emphasizes the
importance of cost structures instead of expenditure minimization (Coupet & Berrett, 2019).
NPOs must balance overhead spending without cutting back on programmatic support (Park &
Matkin, 2020). Also, NPOs must have sustainable spending constraints to ensure that the entities
spend the endowment funds appropriately (Campbell & Sigalov, 2022).

Financial Sustainability

Financial sustainability is when NPOs can secure their financial sources and continuously
carry out their organizational missions (Gajdova & Majdichova, 2018). Although NPOs are
often exempt from federal income tax and not obligated to maximize profits for shareholders,
they tend to sustain themselves only by generating revenue streams from some sources with high
volatility (Ye & Gong, 2021). Additionally, nonprofits are increasingly pressured to prioritize
programmatic spending over administrative spending, decreasing operational efficiency (Park &
Matkin, 2020). However, financial sustainability requires a balance of revenue and costs (Bartle
et al., 2021). Therefore, NPOs must identify and utilize the appropriate financial practices to
improve their financial positions and performances (Osazefua Imhanzenobe, 2020).

Relationships Between Concepts, Theories, Actors, and Constructs

RBV theory provides external and internal financial strategies for NPOs. The theory
recommends that NPOs utilize all available internal resources and capabilities to create a solid
financial and management foundation to avoid economic unsustainability. The revenue
diversification, structured spending, and financial sustainability concepts served as building

blocks of the theory in this study. The revenue diversification concept emphasized balancing
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revenue portfolios to reduce financial risks. The diversification concept highlighted the
importance of carefully selecting suitable organizational revenue streams (Qu, 2019).
Additionally, the structured spending concept focused on balancing overhead spending to help
increase organizational efficiency and viability (Lu et al., 2020).

Furthermore, the financial sustainability concept focuses on the organization's revenue
and expenditure structures. NPOs must balance revenues and costs to ensure organizational
viability and improve performance. Self-funding activities by providing services or selling
products is a practical approach for NPOs to be self-sustainable. Additionally, NPOs must have
reasonable cost structures to operate program services effectively and cover critical overhead
costs efficiently. These three constructs were critical to understanding the problem being studied.
NHSOs were the key actors of this qualitative research because they play critical roles in
nonprofit communities and the United States economy.

Summary of the Research Framework

This qualitative multiple case study incorporated revenue diversification and financial
sustainability concepts based on RBV theory to explore NHSO perspectives on revenue and cost
structures. NPOs must select suitable diverse revenue portfolios and structured spending to
secure organizational stability and improve financial health. Revenue diversification requires
nonprofits to choose appropriate self-funding activities to reduce dependency on government
grants and general public donations. Also, nonprofits must have efficient cost structures to cover
critical overhead expenditures without cutting program service activities. This research
framework focused on how NHSOs can effectively utilize revenue diversification and structured

spending to avoid economic unsustainability to achieve organizational goals.
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Definition of Terms

Nonprofit Organization: A nonprofit organization is a private organization that provides
services to benefit society without any profit motive (McHargue, 2003; Park et al., 2018). NPOs
are organized under state law. For federal purposes, NPOs are considered tax-exempt under
section 501(c)(3) of the Internal Revenue Code if they are organized and operated exclusively for
exempt purposes such as charitable, religious, educational, and preventing cruelty to children and
animals (Internal Revenue Service, 2023a).

Nonprofit Human Service Organization: A nonprofit human service organization is a
nonprofit organization that primarily serves the socio-economic needs of local communities
(Lee, 2017). NHSOs deliver direct assistance and services to underserved and vulnerable
populations and address social problems to improve living conditions (Lu & Park, 2018).

Nonprofit Official: A nonprofit official is an individual who has substantial authority and
assumes primary responsibility for organizational success (Kearns et al., 2015; Yue et al., 2021).
Nonprofit officials oversee every aspect of the organization, including high-level strategic plans,
organizational productivity, and daily operations (Norris-Tirrell et al., 2018).

Overhead Costs: Overhead costs comprise the expenses associated with administration
and fundraising activities to support organizational operations and management (Lu et al., 2020).
Some overhead spending is vital for NPOs to survive and thrive in the overall mission
accomplishment (Charles et al., 2020).

Assumptions, Limitations, Delimitations

In research, assumptions, potential limitations, and delimitations are usually explicitly

stated. In this qualitative study, the researcher recognized several assumptions and potential

limitations and set delimitations to help ensure that the study was feasible.
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Assumptions

Assumptions play a critical role in research because they are required to conduct the
study (Simon & Goes, 2018). The first assumption of this study was that the participants in the
study answered the interview questions honestly and openly, and the researcher assured the
participants that confidentiality was preserved. Additionally, the researcher designed and
delivered interview questions in a professional and approachable manner. Building trust and
confidence with the interviewees encouraged them to share their experiences and perspectives on
revenue diversification, structured spending, and financial sustainability.

Secondly, the researcher assumed that participants possessed a fundamental level of
knowledge about nonprofit organizations and financial literacy. The researcher recruited
participants with experience in nonprofit management. Moreover, the researcher reviewed the
participants' organizations' governing documents and financial reports as part of triangulation.
Comparing the information from the document review with the responses from the interviewees
helped the researcher strengthen the study's validity by countering bias (Farquhar et al., 2020).

The third assumption was the accuracy of the information collected. The researcher
assumed that the participants fully understood the interview questions, and the researcher also
interpreted the responses correctly. Semi-structured interviews allow interviewers to clarify a
participant's response to ensure credibility and confirmability (Johnson et al., 2020). If permitted,
the researcher also recorded the interviews, carefully transcribed them, and sent the transcripts to
participants for review and correction before coding and analysis. If a participant did not allow
video recording, the researcher took field notes during the interview and sent the notes to the
participant for review and correction. Finally, observing the participants during the interviews

helped the researcher optimize the accuracy and interpretation of participants' responses.
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Limitations

The limitations of a study are the potential weaknesses beyond the researcher's control,
and they are often related to the selected research design and methodology (Theofanidis &
Fountouki, 2018). The typical limitation of case studies is that the researchers need to consider
alternative explanations (Simon & Goes, 2018). The researcher aimed to explore the nonprofit
perspectives on the role of diverse revenue portfolios and cost structures in the human service
sector in the Washington D.C. metropolitan area. However, nonprofits in other sectors or regions
may experience revenue and cost structures differently.

The second limitation was that the research needed to achieve complete transferability of
findings (Johnson et al., 2020). The time and research tool constraints provided the researcher
with specific results, which might not be transferrable to other geographic or organizational
contexts. Therefore, the researcher analyzed the financial information of NPOs that are tax-
exempt under code section 501(c)(3) from 2016 to 2020 to gain insight into the overall revenue
and cost structures of NPOs in the United States. The financial records of NPOs are available
publicly on the IRS database and reliable public sources such as Guidestar, Charity Navigator,
and ProPublica. Using financial data increased the validity and reliability of the study.

Delimitations

The delimitations are the attributes that arise from limitations in the scope of the study
(Simon & Goes, 2018). Researchers consciously set boundaries and limits for their studies to be
measurable and achievable (Theofanidis & Fountouki, 2018). While limitations are beyond the
researcher's control, delimitations are the researcher's decisions. The first delimitation of this
qualitative multiple case study was the research problem. NHSOs have increasingly experienced

many challenges, such as the lack of board involvement, volunteer recruitment, and employee
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retention. However, the issues associated with leadership, human resources, or marketing were
unrelated to the researcher's cognate and expertise; hence, the researcher did not have the
required knowledge to achieve the study. Therefore, the researcher chose to explore nonprofit
financial structures related to the researcher's cognate and profession. The research focused on
nonprofits utilizing revenue diversification and structured spending to avoid economic
unsustainability. Only a few studies have focused on how nonprofits substantially influence
financial health and organizational performance (Wei, 2021). This study aimed to analyze the
experiences of nonprofits within the human service sector in the national capital region regarding
diverse revenue portfolios and cost structures to ensure organizational viability. Moreover, the
researcher examined the barriers for NHSOs to include revenue diversification and structured
spending in their organizational strategic plans.

The second delimitation was the study's geographic location, the Washington D.C.
metropolitan area. Washington D.C. metropolitan area includes the District of Columbia and
parts of Maryland and Virginia (Council of the District of Columbia, 2022). The national capital
area is home to an estimated 12,367 NPOs, including 8,024 501(c)(3) public charities
(Independent Sector, 2020). Consequently, the researcher chose the Washington D.C.
metropolitan area because the financial situations of NPOs in the region reflect a major part of
the nonprofit section in the United States. Additionally, due to the large population of NPOs in
the national capital area, the researcher could access financial information more easily than in
other metropolitan areas.

Significance of the Study
A substantial body of knowledge exists regarding nonprofit financial management. Still,

studies have not discussed how nonprofits can utilize financial tools such as diverse revenue
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portfolios and cost structures to secure organizational viability and align with their missions.
Therefore, this study attempted to reduce the gap in the literature concerning nonprofit
perspectives on financial structures and financial sustainability. Furthermore, this research
benefited business practices, especially nonprofit financial practices, and related to the
researcher's cognate and expertise.

Reduction of Gaps in the Literature

More studies have focused on nonprofit financial health over the last two decades
because thousands of NPOs close annually due to economic unsustainability (Searing, 2018).
Additionally, many researchers have discussed revenue diversification as the only approach to
help NPOs secure financial stability. However, they need to explain more in-depth how
nonprofits can utilize revenue diversification effectively to avoid economic vulnerability (Qu,
2019). Moreover, NPOs often face scrutiny for spending organizational resources on
administrative and fundraising activities instead of program services because overhead spending
does not contribute to management efficiency (Park & Matkin, 2020). Therefore, this qualitative
multiple case study explored how NPOs utilize revenue diversification and structured spending
to avoid economic unsustainability. Revenue diversification has advantages and disadvantages;
as a result, nonprofits need to balance the revenue streams and align them with the organizational
mission and vision. The researcher also analyzed the nonprofit cost structures and how NPOs use
cost structures to increase management efficiency. Finally, the study unveiled NPOs' barriers to
including diverse revenue portfolios and structured spending in their organizational strategic
plans. The researcher attempted to reduce the gap in the literature regarding NPOs' utilization of

revenue diversification and structured spending to ensure organizational viability.
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Implications for Biblical Integration

Biblical values are vital in building relationships between people in different
communities and interacting with the environment. In the academic world, biblical principles
also substantially influence research honesty, integrity, and ethics. Proverbs 14:15 states, "The
simple believeth every word: but the prudent man looketh well to his going" (King James Bible,
1769/2023). Christian worldview facilitates researchers to perform all necessary steps of the
research process with honesty, integrity, and ethics to deliver valuable results and meaningful
messages to fill the gap in the literature.

Conducting business research can be challenging, time-consuming, and fruitless;
therefore, the need to integrate faith in the research process is crucial to researchers. 2
Corinthians 13:5 states, "Examine yourselves, whether ye be in the faith; prove your own selves.
Know ye not your own selves, how that Jesus Christ is in you, except ye be reprobates" (King
James Bible, 1769/2023). Business research is an academic test for the researcher as a scholar
and a faith test. During gathering information, the researcher followed the requirements and
guidance of the research committee to ensure the collected data's reliability and validity. During
the interviews with participants, the researcher asked questions that helped the researcher gain
insight into the problem identified in this study. The researcher did not manipulate the
participants to control their answers. In Luke 6:31, the Bible teaches, "And as ye would that men
should do to you, do ye also to them likewise" (King James Bible, 1769/2023). The researcher
relied on the work of other scholars to conduct this study; therefore, the researcher delivered a
reliable and meaningful study to the academic and business world. Finally, 1 Corinthians 10:31
states, "Whether therefore ye eat, or drink, or whatsoever ye do, do all to the glory of God" (King

James Bible, 1769/2023). Biblical principles prove that humans are extraordinary because they
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were created in God's image (Keller, 2014). Hence, as a creation of God, the researcher must
conduct the business study with the highest standards of honesty, integrity, and responsibility.

This qualitative multiple case study explored the insights of NPOs utilizing revenue
diversification and structured spending to avoid economic unsustainability. Getting participants
who are nonprofit managers of NHSOs was challenging and time-consuming; therefore, the
researcher performed this step patiently, following research guidance and requirements. In
Psalms 73:26, the Bible states, "My flesh and my heart faileth: but God is the strength of my
heart, and my portion forever" (King James Bible, 1769/2023). The researcher understood that
there would be fruitless moments during the study, such as participants not responding, rejection
from the research chair, and countless revisions. These disappointing times were part of the
research process, and they tested the resilience of the scholar. Faith in God helped the researcher
overcome fruitless moments and continue the research process. Regardless of failures, rejections,
and roadblocks, the researcher conducted the study with the highest standards. The researcher
did not manipulate the answers of participants and did not modify financial data to control the
results. Business research should be trustworthy and ethical.

Biblical concepts and work are inseparable in a Christian's life. As children of God,
people perform work to benefit others, and the biblical principles enable people to achieve this
and guide others in fulfilling their purpose. Business research should deliver reliable and valid
information to contribute to the academic and business worlds. The researcher conducted the
study following professional standards and biblical values. Philippians 4:13 states, "I can do all
things through Christ which strengtheneth me" (King James Bible, 1769/2023). The faith in God
encouraged and empowered the researcher to overcome fruitless moments to provide a complete,

reliable and meaningful study.
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Benefit to Business Practice and Relationship to Cognate

Hennessy (2020) discussed the three-failures theory, which includes the government, for-
profit, and nonprofit sectors, to address the vital contributions of the nonprofit sector to the
economy and society. Government and market failures create the demand and gap for NPOs,
especially NHSOs, to step in to provide unmet needs (Cheng & Yang, 2019). Unfortunately,
when government grants and public donations reduce, NHSOs struggle to continue fulfilling
their mission and fall into the nonprofit starvation cycle (Schubert & Boenigk, 2019).
Consequently, many NPOs cannot recover from financial distress, resulting in dissolution
(Searing, 2018).

Therefore, understanding how nonprofits perceive and utilize financial structures can
help overcome the financial crisis and secure economic stability. Many studies emphasize the
importance of proverbs of nonprofit financial management, such as overhead minimization and
revenue diversification. However, they must thoroughly explain these financial tools' advantages
and disadvantages (Mitchell & Calabrese, 2019). Nonprofit financial management is not a one-
size-fits-all, and nonprofits need to know suitable organizational structures. This qualitative
multiple case study explored how nonprofits can use diverse revenue portfolios and cost
structures to avoid economic unsustainability and enhance financial health. Furthermore, this
qualitative study related directly to accounting, the researcher's specific field of study. The
researcher has over 16 years of experience in nonprofit accounting and taxation to help NPOs
comply with IRS filing requirements and achieve organizational goals. The researcher has
devoted her career to providing financial advice to assist NPOs in staying true to their missions.
Therefore, this study benefits the business practice and relates to the researcher's cognate and

expertise.
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Summary of the Significance of the Study

The purpose of a qualitative case study was to investigate a current phenomenon in-depth
within a real-life context (Farquhar et al., 2020). Accordingly, this qualitative multiple case study
explored nonprofits utilizing revenue diversification and structured spending to avoid economic
unsustainability. In addition, the researcher attempted to reduce the gap in the literature
regarding nonprofit perspectives on financial structures and organizational viability.
Furthermore, NPOs are vital to the United States economy, and NHSOs are the heart of the
nonprofit sector. Therefore, this study benefits business practices and nonprofit financial
practices. Finally, the researcher has devoted her career to providing financial and tax advice to
NPOs to help them stay true to their missions and grow confidently. Thus, this study was not
only related to the researcher’s cognate and expertise, but it also reflected her passion for the
nonprofit community.
A Review of the Professional and Academic Literature

The number of nonprofits has increased substantially in the past few decades (Bezboruah
& Carpenter, 2020). NPOs generate annually billions of dollars in revenue for the domestic
economy (NCCS Project Team, 2020). Additionally, NPOs are dependable service providers of
health, educational, and cultural programs to promote social engagement, address public
problems, and build stronger communities (Anheier & Toepler, 2019). Although the nonprofit
sector provides substantial social benefits, many organizations struggle to survive because of
financial unsustainability. Many NPOs traditionally rely heavily on government grants and
public donations; however, these revenue streams have been limited and volatile, putting the
organizations in financial vulnerability (Park & Matkin, 2020). The increased demand for the

expansion of program services and quality improvement programs put significant pressure on the
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organizational revenue and cost structures. In addition, the inflexibility of overhead spending
decreases organizational efficiency and reduces the ability to deliver services to communities
(Altamimi & Liu, 2021). As a result, nonprofits need financial strategies such as revenue
diversification and structured spending to avoid economic unsustainability.

In the literature review, the researcher discussed the nature of nonprofit human service
organizations and why the survival of the human service sector is critical to the nonprofit sector
as a whole and the communities. Also, nonprofit officials are the decision-makers of NPOs;
hence, they are responsible for organizational sustainability and growth. More importantly, the
literature review examined the benefits and barriers of revenue diversification and structured
spending concepts and how nonprofits should utilize these two financial strategies to maintain
financial stability. Furthermore, the literature review explored the financial sustainability concept
and its related theory, the resource-based view theory. Finally, the researcher presented some
related studies regarding nonprofit financial strategies and anticipated themes from the study.

Business Practices

The public sector, for-profit industry, and nonprofit sector contribute to the United States'
economic vitality and growth (Alford, 2019). These three distinct sectors with different
structures and purposes are increasingly pressured to utilize unpredictable resources to respond
to technology changes, new public expectations, and uncertainties (Bryson, 2018). Therefore,
financial sustainability has become critical to every entity's financial health and success. Hence,
the public sector, including federal, state, and local governments has focused on providing
services and assistance to meet the public's needs. Studies showed that these expenditure levels
negatively impact local governments' financial health; these organizations need tax revenue to

prevent financial distress (Gardini & Grossi, 2018). As a result, the federal and state
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governments need to have financial strategies to balance revenue and cost structures to secure
economic sustainability. On the other hand, the for-profit industry faces different financial
situations. For many businesses, sustainability means meeting short-term profit goals,
maximizing long-term performance, and lowering the economic risk (Osazefua Imhanzenobe,
2020). Thus, businesses often implement sophisticated financial strategies, such as setting targets
for costs and revenue to maximize earnings and maintain economic sustainability (Persaud,
2021).

In contrast to the for-profit sector, NPOs are driven by charitable missions instead of a
profit motive (Hennessy, 2020). Therefore, nonprofits focus on programs and activities to
address social problems and support local communities. Business managers often distribute
excess earnings to shareholders, while nonprofit officials use the surplus to increase service
capacity and improve service quality (Persaud, 2021). Unfortunately, many NPOs overly depend
on external funds from federal and state governments, corporations, and individuals, making
them more vulnerable and unsustainable (Omondi-Ochieng, 2019). Despite the substantial
contributions to humanitarian activities, NPOs have several financial challenges. These
challenges include low-income streams, increased competition, and limited resources, resulting
in economic instability (Amagtome & Alnajjar, 2020). As a result, the nonprofit sector needs
financial strategies to survive and grow like the public and private sectors.

However, many NPOs are donation-dependent entities and have low diverse revenue
portfolios (Ebenezer et al., 2020). Besides the challenges of low cash flow, NPOs also struggle
with spending structures. The organizations face scrutiny and criticism for overhead spending.
Therefore, nonprofits focus on program services and minimize administrative and fundraising

spending (Charles et al., 2020). Unfortunately, low overhead expenditure negatively impacts
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organizational efficiency. As a result, nonprofits need to balance revenue and expense structures
to maintain financial effectiveness and efficiency. Furthermore, a recent study addressed a high
correlation between the low financial literacy of nonprofits and poor economic outcomes (Outa
et al., 2021). Hence, how nonprofits implement revenue and expense structures influences
organizational viability.

Many researchers have addressed the importance of financial sustainability and financial
strategies to organizational success; however, the study of nonprofit financial management spans
multiple fields, creating barriers for new researchers (Schatteman & Waymire, 2017). Therefore,
this qualitative multiple case study explored how nonprofits utilize revenue diversification and
structured spending to avoid economic sustainability. Nonprofits may gain insight into the role of
diverse revenue portfolios and cost structures regarding organization viability.

The Problem

The number of NPOs, especially in the human service sector, has been growing
significantly in the past two decades; however, scholars have noticed the negative impact on
NHSOs is short-lived (Human Services Joining Forces, 2018). There is a strong connection
between the low financial literacy of nonprofits and weak financial performance (Outa et al.,
2021). Research by many scholars indicates that NHSOs lack the financial strategies for
economic sustainability in these influential organizations (Amagtome & Alnajjar, 2020). The
situation makes NPOs succumb to substantial financial challenges. While the private sectors
focus on profit maximization for shareholders, nonprofits aim for mission accomplishment and
society improvement (Persaud, 2021). As a result, nonprofits need to pay more attention to

financial strategies such as revenue diversification and structured spending, resulting in
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economic instability (Ebenezer et al., 2020). Therefore, Ali and Anwar (2021) assert that NPOs
must have effective financial strategies to sustain their institutions economically.

Revenue diversification and structured spending as possible financial strategies can
contribute to the challenges around sustainability (Searing et al., 2021). The revenue and cost
structures of NPOs significantly differ from business entities. Shareholders' primary purpose in
investing in for-profit companies is to receive a dividend payout (Husain et al., 2020). Therefore,
the main goal of business managers is to use financial practices to maximize profits for investors.
When a company has excess earnings, business managers distribute the surplus to shareholders
and use the surplus to expand operations for future return on investment (Persaud, 2021).
Moreover, for-profits are encouraged to try and run different business activities to generate
diverse revenue streams.

On the other hand, the main revenue streams of many NPOs are from government grants
and donations from the general public; hence, nonprofits face limited income streams and
restrictions on spending (Charles et al., 2020). The significant growth of the nonprofit sector
over the last two decades and the decrease in government funds make donative funds more
challenging to secure (Levine Daniel & Kim, 2018). Besides, a nonprofit mission represents its
public responsibility to address social problems and enhance the life quality of local
communities (Hennessy, 2020). As a result, many nonprofits hesitate to generate revenue from
other activities, such as selling products or services, because of the significant challenge of
mission drift (Jones et al., 2021). The general public and potential donors may perceive NPOs as
profit motives instead of mission-driven if NPOs focus on profit maximization (Hersberger-
Langloh et al., 2021). Therefore, NPOs must achieve financial sustainability and mission

accomplishments with restricted resources. Unfortunately, income constraints and resource
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dependence cause thousands of NPOs to close due to these organizations not being able to stay
financially sustainable (Lu et al., 2020).

In addition to limited income streams, nonprofits also face spending restrictions. Many
NPOs rely on restricted grants for their operations, and grantmakers prefer offering services
directly to mission-related programs instead of administrative and fundraising activities (Charles
et al., 2020). Nonprofits face the pressure to maintain quality in their programs and services
because of the metric used to assess their effectiveness (Bunger et al., 2019). For example,
donors expect nonprofits to use the excess earnings to grow program service capacity and
improve program quality (Persaud, 2021). Shon et al. (2019) asserted that funding restrictions
put NPOs, especially NHSOs, in a significantly tight and compromising situation. Consequently,
nonprofits utilize funds that could be used for their infrastructure improvement and operations to
cover program costs that their funders fail to fully support (Olsson, 2020). Not controlling
overhead spending leads many NPOs through a nonprofit starvation cycle (Tian et al., 2020).

As a result, many NPOs are financially vulnerable and forced to cease operations. A
recent study showed that 30% of NHSOs have a deficit for at least three consecutive fiscal years,
and roughly eight percent are financially insolvent (Morris et al., 2018). In addition, due to the
increased number of NHSOs, decreased government funding, and public donations, an estimated
10% NHSOs were terminated (Human Services Joining Forces, 2018). Therefore, financial
sustainability is the critical determinant of organizational viability and success. Hence,
nonprofits must utilize financial strategies such as revenue diversification and structured

spending to secure economic sustainability and fulfill public responsibilities.
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Midsized Nonprofit Human Service Organizations

The size and scope of the nonprofit sector have expanded remarkedly in the last few
decades (Bezboruah & Carpenter, 2020). The nonprofit sector generates billions of dollars
annually in revenue for the domestic economy. It also accounts for the third-largest workforce of
any industry besides retail trade, accommodation, and food service in the United States (Salamon
& Newhouse, 2019). NPOs are often efficient and dependable service providers of health,
educational, and cultural programs to promote social engagement, address public problems, and
build stronger communities (Anheier & Toepler, 2019). The nonprofit sector has more than 30
types of NPOs, which are majorly tax-exempt under section 501(c)(3), also referred to as public
charities (McKeever, 2018). The human service sector accounts for one-third of all public
charities (NCCS Project Team, 2020). NHSOs provide various services due to the diversity of
their target groups, such as the elderly, children, youth, women, the disabled, working families,
and underserved communities (Shin & Choi, 2019). Additionally, NHSOs employ an estimated
3.2 million people, representing over 2% of the national workforce (Human Services Joining
Forces, 2018). Many scholars consider the human service sector the heart of the nonprofit sector
because of its substantial direct contributions to enhancing life quality and transforming
neighborhoods.

The IRS requires most NPOs to file one of three versions of an annual informational tax
return, known as the Form 990 series, based on the financial activities of the NPOs at the end of
the tax year (Internal Revenue Service, 2022a). For example, a NPO with gross receipts typically
less than or equal to $50,000 can file the simplest version of the Form 990 series, better known
as Form 990-N (Internal Revenue Service, 2022b). In addition, NPOs with gross receipts less

than $200,000 and total assets less than $500,000 can file Form 990-EZ. Finally, NPOs with
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gross receipts greater or equal to $200,000 or total assets greater or equal to $500,000 must file
the most extended version of the Form 990 series, Form 990. One unique characteristic of the
Form 990 series is that the tax returns have no tax due, and they are informational and available
for public disclosure (Internal Revenue Service, 2022b). Furthermore, Form 990 contains
extensive information about organizational governance, management, and critical financial data.
Therefore, scholars, charity watchdogs like Charity Navigator and CharityWatch, donors, and
regulators often use financial information from Form 990 tax returns to gain insight into
nonprofit financial performance and trends (Morris et al., 2018).

In this qualitative multiple case study, the researcher focused on midsized NPOs,
especially NHSOs, with total assets from $500,000 to $10,000,000 for two main reasons:

1. NPOs within the asset size range of $500,000 to $10,000,000 must file the extended
Form 990 annually, which provides the researcher with a complete picture of their
financial performance and practices.

2. Many NPOs within that size and scope are in the growth stage of the nonprofit lifecycle;
their governance and financial structures are more organized than the smaller NPOs but
not sophisticated as large and well-established entities.

More importantly, according to the financial information retrieved from Form 990 returns
of 501(c)(3) organizations for the tax year 2021 published by the Statistics of Income Division of
the IRS, roughly 48% of charitable organizations fall into the range of asset size from $500,000
to $10,000,000 (Statistics of Income, 2022). Therefore, midsized NHSOs with total assets from

$500,000 to $10,000,000 were the target population for this qualitative study.
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Nonprofit Officials

Nonprofit officials are the center of organizations with substantial authority and crucial
responsibility for organizational success. The IRS often refers to nonprofit officials as top
management and financial officials. IRS defines a top management official as the president, chief
executive officer (CEO), or executive director (ED) with the ultimate responsibility for
implementing the decisions of the organization's board and overseeing the entity's operation
(Internal Revenue Service, 2022b). The IRS also describes a top financial official, such as the
treasurer or chief financial officer (CFO), as responsible for managing the organization's
finances. Nonprofit officials often play the roles of both CEO and CFO of the organization,
depending on the size and complexity of the organization's operations.

While business managers' main goal is profit maximization for shareholders in the for-
profit sector, nonprofit officials are driven by the meaningful missions and visions of the
organizations instead of a profit motive. The interview results from an earlier study indicated that
NHSO officials are passionate about their work and contributions to the organizations because
they want to make positive changes to the communities and do good things (Norris-Tirrell et al.,
2018). Many NHSO officials have diverse backgrounds of education not related to nonprofit
management but have years of nonprofit experience. Another study indicated that nonprofit
officials could utilize skills that can quickly be taught, but some skills can only be acquired and
learned through experience (Kearns et al., 2015). However, many NHSO officials only have
experience in nonprofit programs and need more expertise in other critical areas such as finance,
policy, and fundraising (Norris-Tirrell et al., 2018). As a result, many nonprofit officials do not
utilize financial strategies such as revenue diversification and structured spending to avoid

economic unsustainability. Research showed a positive correlation between the low financial
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literacy of nonprofits and poor organizational and economic performance (Outa et al., 2021). As
a result, nonprofit officials without financial backgrounds may overlook and not implement
revenue and expense structures effectively and efficiently to secure organizational sustainability.
Moreover, many NHSOs perceive financial performance measurement and management tools
negatively because they are concerned that potentially poor results may discourage donors (Kim
et al., 2019). However, nonprofit officials should take advantage of financial performance
measurement to understand the current financial positions and utilize strategies to maintain
organizational stability.

Like the for-profit sector, nonprofit officials must have a combination of technical,
interpersonal, and conceptual skills to fulfill their complex obligations (Kearns et al., 2015). For
example, NHSO officials need to have extensive knowledge of their fields and proficiency in the
work and activities of their organizations. Proficiency refers to the partial efficiency of nonprofit
officials in delivering their expected duties and functions to the organization. Leadership
proficiency relates significantly to management and leadership skills (Outa et al., 2021).
Management and leadership are different yet highly confusing terms that people interchange in
different contexts. However, the two terms are different in their application to managerial
efficiency. While management is vital to organizational success, leadership helps guide them to
significant success (Kuchciak & Wiktorowicz, 2020). Managerial efficiency, therefore, seeks to
ensure that organizations incorporate leadership in their management for organizational success.
NPOs do not make profits, reducing their chances of infrastructural growth considerably. As
such, they require highly skilled leaders to focus on their sustainability, especially in the
financial sector. The managerial efficiency concept offers leadership and skills as fundamental

concepts in management and organizational skills. According to Yang (2021), applying the



45

concept to NPOs, nonprofit officials must have adequate financial skills to run them effectively,
ensuring they maintain quality in their service delivery and develop their infrastructure without
the risk of collapse.

Revenue Diversification

Revenue diversification concept is consequential to the modern portfolio theory (MPT)
forwarded by Markowitz in 1952 (Hawley & Lukomnik, 2018). MPT is a significant guide to
investors on investments with significant returns. Qu (2019) asserted that there are no perfect
investments. However, establishing a plan with high returns with low risks is a significant
priority for modern investors. While this can appear straightforward in modern organizations, the
strategy applied by the MPT only existed in the second half of the 20th century (Yilmaz, 2021).
It was not until 1952 that Markowitz presented his dissertation on portfolio selection, which had
significant theories that started affecting portfolio management. After presenting his dissertation,
Markowitz's MPT became an important investment strategy for businesses and a portfolio
management tool whose correct usage can create diverse and profitable investment portfolios
(Yilmaz, 2021). Rather than focusing on individual asset risks, the theorist showed that a
diversified portfolio has less volatility than the sum of its individual parts. While individual
assets may be volatile, the volatility of the whole portfolio becomes low (Qu, 2019). Today, the
fundamentals of this theory continue to ring true several years after Markowitz forwarded it.

MPT assumes that all investors seek to maximize their returns in the most extended term
possible without engaging extreme levels of maximum risk. However, risks and rewards
positively correlate in investments because low-risk investments have significantly low returns,
and high-risk investments are associated with high returns (Qu, 2019). Nevertheless, only some

people have the comfort of dealing with high risks. High-risk investments depend on an
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investor's comfort with risk levels. The MPT offers diversification to solve this challenge
(Lekovi¢, 2018). Diversification refers to the spread of investments across many asset classes. It
is this ideology that led to the establishment of the diversification concept. With revenue
diversification, other than making several investments, the investor ensures they have different
sources of revenue. Investors can use it to diversify their portfolios to get high overall returns
without involving high risks. Applying the investment theory also helps reduce volatility,
especially when investors choose assets with a negative correlation. Therefore, the theory aims to
create the most efficient portfolio possible.

However, NPOs focus primarily on mission accomplishment instead of return on
investment. NHSOs offer services and invest in programs that benefit the community; hence,
they do not seek financial returns from their work (Qu, 2019). Nonprofit operations generate
little revenue, yet they require much money to sustain them. More importantly, due to the
increased living costs and inflation, NHSOs have to get more incoming cash flow to cover the
expenditure to run the same existing programs. Many nonprofits need to realize the impact of
economic and external financial factors on their operational budgets, resulting in economic
unsustainability (Zietlow et al., 2018). First, regulators and scholars often break down the
nonprofit revenue structure into four categories: government grants, donations from the general
public, program service revenues, and investment income (Lee et al., 2021). The IRS defines a
charitable contribution as a voluntary cash or noncash transfer to a qualified organization without
getting or expecting anything of equal value in exchange (Internal Revenue Service, 2022b). The
IRS clarified that a qualified organization is "religious, charitable, educational, scientific, or
literary in purpose or that works to prevent cruelty to children or animals," which is the

definition of a 501(c)(3) organization (Internal Revenue Service, 2023b, p. 2). Corporations and
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individuals may claim tax deductions for charitable contributions to 501(c)(3) organizations, and
nonprofit organizations can use the donations to create social benefits. The government, for-
profit, and nonprofit sectors work together to contribute to the U.S. economy and serve the
communities.

The next common revenue stream is income from program services. While charitable
contributions do not require the received organizations to deliver anything of equal value in
return, program service revenues require nonprofits to provide services or products that benefit
the payors to earn the payments (Internal Revenue Service, 2022b). It is critical to note that
program services need to substantially further the organizational missions and not perform at the
commercial level; otherwise, the activities create profit motives, which will be taxed at a
corporate level and may result in the loss of tax exemption (Internal Revenue Service, 2021). In
addition, because of nonprofits' nature and charitable missions, NPOs often provide services or
products well below market rate but still have to cover all costs incurred (von Schnurbein &
Fritz, 2017). As a result, nonprofits usually do not generate profits from program services to help
organizations secure financial stability. Finally, investment income or passive income, such as
royalty, rental income from non-debt-financed real property, and interest income from
investment portfolios, are often excluded from federal taxation (Internal Revenue Service,
2022b). However, nonprofits need to take cautious steps to ensure that the investment income is
a manageable revenue stream; otherwise, the general public may question NPOs' charitable
purposes, resulting in losing tax-exempt status.

Unfortunately, the number of NPOs has increased significantly over the last two decades,
but their revenues, particularly donative income, have remained flat (Levine Daniel & Kim,

2018). The limited number of donors and received contributions have led to increased
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fundraising competition among NPOs (Fathalikhani et al., 2018). Government grants and public
donations often are limited, restricted, and inconsistent; as a result, nonprofits struggle to
maintain organizational financial stability (Lu et al., 2020). Additionally, NPOs avoid obtaining
debt because the general public and donors may perceive that the NPOs use charitable
contributions to pay off debts instead of carrying out the mission (Mitchell & Calabrese, 2019).
Furthermore, NHSOs face the increased pressure of expanding program activities and improving
program quality with limited resources (Ebenezer et al., 2020). As a result, thousands of NPOs
are financially vulnerable and forced to cease operations (Searing, 2018). A recent study showed
that 30% of NHSOs have a deficit for at least three consecutive fiscal years, and roughly eight
percent are financially insolvent (Morris et al., 2018). An estimated 10% of NHSOs were
terminated, and approximately 14% of NHSOs in Los Angeles dissolved (Human Services
Joining Forces, 2018; Lu et al., 2020). More importantly, the human service sector's financial
vulnerability substantially impacts the target clients, including the poor, the elderly, youth,
women, and many more people in underserved communities.

Therefore, many scholars have suggested revenue diversification in the nonprofit sector
(Liu & Kim, 2021). NPOs apply the revenue diversification concept to diversify their revenue
sources, which reduces the risks of funds reduction in the event of one revenue source
withdrawing from contributing to their course. Revenue diversification is a prudent revenue
generation strategy for minimizing the volatility of revenue portfolios that nonprofits manage
(Pembleton, 2018). As such, it is a significant possibility that NPOs consider the adequacy of
some revenue sources and their instability in designing a revenue portfolio with charitable
donations from people and institutions, grants, sales of goods and services, and service contracts.

Nonprofits evaluate revenue sources' expected returns and financial risks or potential instability
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when selecting revenue structures, paralleling government decision-making, and subscribing to
MPT principles.

Revenue source diversification links to several indicators of reduced financial
vulnerability in NPOs. First, revenue diversification correlates positively with financial health in
NPOs, a factor displayed by more considerable net assets and higher operating margins. Second,
Searing (2018) claimed that higher revenue diversification decreases the possibility of an
organization cutting its program expenditure or losses in net assets in three years. Third, revenue
concentration, the opposite strategy to revenue diversification, leads to insolvency risks and
dramatic revenue decline (Searing, 2018). Therefore, revenue diversification has a significant
possibility of decreasing revenue volatility and stabilizing the financial condition of NPOs.
Mixed revenues also provide NPOs the financial flexibility so that NPOs can use the funds from
commercialized income to enhance their innovative programs and the capacity to recruit and
attach skilled workers without donor restrictions (Lee et al., 2021).

Furthermore, some scholars have even suggested that nonprofits could use mixed revenue
streams to solve restricted donations and overhead spending. For example, government grants
can incur high overhead costs to maintain grants, creating a financial burden for small to
medium-sized NPOs (Liu & Kim, 2021). Nonprofits could use restricted grants for program
services to carry out their missions and income generated from activities other than restricted
donations to pay for overhead expenditures to maintain organizational efficiency (Tian et al.,
2020). Finally, when nonprofits expand their revenue streams, they may discover new
opportunities to collaborate with other organizations and gain community connections (Hung &

Hager, 2019).
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However, some scholars also have pointed out some disadvantages of revenue
diversification. The first challenge of revenue diversification is that nonprofits must understand
the revenue structure and organizational goals to utilize the financial strategy effectively.
Nonprofits may generate revenue streams through activities that align with their missions, but
some revenue streams may not be related to their programs or organizational goals (Levine
Daniel & Kim, 2018). Moreover, selecting revenue-generating activities that do not fit the
revenue structure may lead to costly outcomes and negatively impact the organization's financial
health (Hersberger-Langloh et al., 2021). Some scholars have pointed out that adding additional
income sources to the revenue structure may increase the risk of losing the existing revenue
streams or organizational character (Hung & Hager, 2019). While for-profits often increase the
number of revenue streams to minimize the risk of investment portfolios, nonprofits should
choose a reasonable number of revenue-generating activities that align with their missions and
organizational structures (Qu, 2019). Many studies observed that securing financial sustainability
is independent of how diversified revenue streams are but on how the revenue streams are
diversified (Liu & Kim, 2021).

The second barrier to implementing revenue diversification is mission drift, which is the
pursuit of funding opportunities that require the NPO to do things inconsistent with their primary
missions (Jones et al., 2021). Over the past few decades, the number of NPOs with
commercialized revenue streams has increased substantially by 219% from 1982 to 2002 (Kerlin
& Pollak, 2011; Lee et al., 2021). The rise in implementing mixed revenues concerns regulators,
donors, and scholars. Transitioning from a traditional revenue structure to a commercialized one
makes NPOs seem driven by a profit motive and move away from their charitable missions

(Hersberger-Langloh et al., 2021). In addition, the general public and donors often perceive
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revenue streams from sales of goods and services and service contracts as commercial-like
activities. Powell et al. (2019) illustrated the adverse reaction of donors when a nonprofit applied
a business approach to generate additional income. The donors do not perceive revenue
diversification as the effort of nonprofits to stay sustainable and carry out their missions (Lee et
al., 2021). Consequently, mission drift perception hurts the NPOs' public image and donation
revenue stream.

Therefore, many scholars believe that NPOs need to understand the dynamics of various
income sources because they are critical to organizational sustainability (Lee et al., 2021). First
of all, selecting suitable revenue streams is vital to organizational success. Some new revenue
streams may incur substantial overhead costs, such as new management systems and skilled
workers (Hung & Hager, 2019). Also, it takes time for mixed revenue streams to start making
profits; therefore, NPOs must patiently and attentively monitor different revenue-generating
activities (Liu & Kim, 2021). Secondly, the size and composition of the revenue portfolio
substantially influence the organization's financial stability (de Wit et al., 2020). A recent study
observed that the correlation between non-donative and donative revenue streams is an inverted
U-shaped pattern (Lee et al., 2021). For example, when a NPO starts adding new revenue
streams, such as new program services, the new activities crowd charitable contributions. The
new program service revenues help reduce dependency on donative incomes and allow the
organization to invest in organizational infrastructure (von Schnurbein & Fritz, 2017). However,
when non-donative revenue streams crowd out donative incomes, the NPO may face mission
drift and goal displacement (Jones et al., 2021). As a result, NPOs need to control non-donative
income streams to maintain self-sufficiency without losing financial support from government

units and the general public.
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Furthermore, some scholars remind NPOs that revenue diversification aims to reduce
revenue volatility and maintain financial sustainability; however, NPOs still need revenue
concentration to improve organizational growth (Denison et al., 2019). In addition, a recent study
pointed out that revenue diversification and concentration are not substitutes for each other; they
complement each other to help NPOs maintain financial stability and organizational growth (von
Schnurbein & Fritz, 2017). Therefore, nonprofits should balance revenue diversification and
concentration instead of eliminating one.

Structured Spending

The structured spending concept goes hand in hand with the revenue diversification
concept because the organization's revenue structure directly affects spending behavior (Shon et
al., 2019). The IRS, financial analysts, and nonprofits often categorize expenses into program
services, management and general, and fundraising. The IRS defines program services as "the
activities that further the organization's exempt purpose" (Internal Revenue Service, 2022b, p.
43). In other words, nonprofits spend funds on program services to do what they promise to do to
carry out their charitable and educational missions. As a result, donors, charity watchdogs, and
the general public view programmatic expenditures as performance efficiency, reflecting
organizations' ability to turn inputs into outputs (Coupet & Berrett, 2019). Therefore, the more
expenses nonprofits allocate to program services, the better their financial ratios and
performance efficiency will be (Charity Navigator, n.d.). On the other hand, the management and
general category includes expenses related to organizational infrastructures such as accounting,
information technology, human resources, and other essential elements to help the organization
deliver program services (Berrett, 2021). Finally, fundraising expenses are the "costs to solicit

cash and noncash donations, including conducting fundraising campaigns and soliciting financial
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support from other organizations, corporations, and individuals" (Internal Revenue Service,
2022b, p. 43). Scholars and financial analysts often combine management, general, and
fundraising activities under overhead expenditures.

NPOs face many challenges with cost structures. The first challenge is increased demand
from the general public for program expansion and quality improvement, but NPOs continue
dealing with limited resources (Zhang et al., 2021). Many people, including nonprofit officials,
need to realize that it costs NPOs more annually to cover the same programs and activities to
carry out the mission because of the increased living costs and inflation (Zietlow et al., 2018).
The scarcity of resources negatively impacts the human service sector because of the
substantially increased demand for assistance from underserved communities. In a recent study
survey, nonprofits, most in the human service sector, shared alarming numbers of lacking
resources, such as an estimated 58% being understaffed, 55% lacking grants and donations, and
34% behind software and technologies (Clepper, 2020). Although NHSOs face financial
difficulties, they are expected to prioritize programmatic spending over administrative functions
(Park & Matkin, 2020). As a result, nonprofits have to reduce overhead spending significantly,
which leads to the next and perhaps the most challenging part of cost structures.

Secondly, misconceptions about overhead costs can cause mission-driven NPOs to have
financial vulnerabilities. Overhead expenditures work against the managerial efficiency ratio.
Overhead costs are non-programmatic expenses, including administrative and fundraising
activities (Schubert & Boenigk, 2019). The managerial efficiency ratio measures the ability to
turn inputs into outputs by using the ratio of overhead costs to total expenditures (Coupet &
Berrett, 2019). As a result, the less the organization spends on its infrastructure, the more its

financial and managerial efficiency seems. The general public, charity watchdogs such as
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Charity Navigator and CharityWatch, and financial analysts often use the managerial efficiency
ratio to measure the financial performance and efficiency of NPOs. Therefore, the public
believes that nonprofits drive away donors if they spend limited funds on anything other than
program services (Shon et al., 2019). For example, according to Charity Navigator's financial
efficiency performance metrics, human service organizations spending more than 15% of their
budgets on administrative costs or more than 20% on fundraising activities receive zero points
(Charity Navigator, n.d.). For another example, CharityWatch considers a nonprofit organization
highly efficient if it spends over 75% of its budget on program services and a cost-to-raise $100
of $25 or less (CharityWatch, n.d.). The ratings on charity watchdog websites like Charity
Navigator and CharityWatch substantially influence the general public, especially donors. As a
result, many NPOs reallocate overhead spending to programmatic expenses to maintain good
scores for their financial efficiency to compete for donations (Tian et al., 2020).

However, scholars have pointed out that the financial efficiency ratios, including
managerial efficiency, do not truly reflect nonprofit financial performance because the formula
does not consider social systems and nonprofit functionality (Coupet, 2018). For example,
overhead expenses such as getting new computers and hiring more staff help the nonprofit
organization improve service quality and operational efficiency; however, these administrative
expenses reduce the managerial efficiency ratio (Coupet & Berrett, 2019). Thus, the financial
ratios do not account for the program outcomes (Mitchell & Calabrese, 2019). More importantly,
the cost ratios cannot measure the profound impact of NPOs, especially NHSOs, on the local
communities and how their work and services have transformed people's lives.

Furthermore, donors perceive types of overhead costs differently. For example, a recent

study observed that investing in organizational infrastructure and capacity can help nonprofits
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increase their performance efficiency and program quality; however, investing in officials'
salaries may hurt the public image of the organizations (Berrett, 2021). Another study pointed
out that donors prefer nonprofits with an overhead-free donation option. However, if the option
is unavailable, donors prefer donations to fundraising activities rather than salary-related
expenses (Portillo & Stinn, 2018). Labor donation theory causes the misconception of nonprofit
salaries and wages. Labor donation theory assumes that people who work for nonprofits are
willing to accept lower salaries than market wages because they want to devote their time and
talents to providing goods and services to help the communities (Preston, 1989). Nonprofit
workers tend to choose social benefits over financial benefits, and the organizational missions
help promote employee engagement and motivation (Chung & Gowan, 2020). For example, in a
survey-based study, many nonprofit officials expressed their passion for helping underserved
communities, although they came from different backgrounds (Norris-Tirrell et al., 2018). As a
result, donors expect nonprofit employees to work for lower salaries, and donors tend to reduce
their donations if nonprofit officials receive high salaries (Lubberts, 2019).

The misconception of nonprofit salaries negatively impacts organizational productivity
and performance. Many nonprofits are understaffed because they struggle to offer competitive
compensation packages to skilled workers (Meer, 2017). Although nonprofit employees are
passionate about helping organizations carry out their charitable missions, they still need to
receive reasonable compensation to motivate them to devote their time and talents to these
entities. As a result, nonprofits need to be cautious about overhead expenditures, especially
human resources, because donors perceive them differently.

Therefore, nonprofits need structured spending to balance programmatic and overhead

expenditures. The structured spending concept refers to the ability to fund prioritized program
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services to carry out the mission and cover overhead costs to keep the organization operating
efficiently (Zietlow et al., 2018). Scholars have found that the correlation between overhead
spending and financial sustainability is an inverted U-shape pattern (Park & Matkin, 2020). First,
overhead spending is necessary to build and improve organizational infrastructure so the
nonprofit can be well-equipped for mission success (Charles et al., 2020). NPOs need
competitive compensation packages to recruit and retain talented employees (Lu et al., 2020).
Experienced financial and managerial officials who understand the revenue and cost structures of
the organizations can utilize all available resources to keep the organizations going and growing.
In addition to recruiting and retaining skilled workers, nonprofits must recruit and retain
volunteers. Volunteers are critical human resources for NHSOs because they are dedicated
residents willing to devote their time to giving back to their communities. As a result, nonprofits
need to engage their volunteers in activities that carry out the organizational missions and align
with the volunteers' motivations and needs (Ilyas et al., 2020). Therefore, nonprofit cost
structures must include the time and costs for volunteer engagement and management.

Another example, NHSOs need financial resources for effective marketing and
fundraising activities. NHSOs often do not compete for clients but compete with others for
public donations (Lee, 2021). Consequently, nonprofits must utilize in-house staff and volunteers
and hire professional fundraisers to reach suitable prospective donors. Solicitations via mail,
internet, email, phone, and in-person can be effective if NPOs reach out to the right group of
prospective donors. NPOs can also organize fundraising events such as silent auctions and
walkathons. On the other hand, mass mail and email solicitations without specific strategies may
harm the organization's public image. Additionally, seeking monetary donations from volunteers

may reduce their motivation and volunteerism spirit (Ilyas et al., 2020). Therefore, effective
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marketing and fundraising activities are vital to NPOs because they need to invest money to
generate more.

Moreover, overhead minimization leads NPOs to a nonprofit starvation cycle, hurting the
ability of NPOs to fulfill their missions and leading to financial distress (Mitchell & Calabrese,
2019). The nonprofit starvation cycle refers to the stage where NPOs have to lower their
overhead rates to meet the public's and donors' unrealistic expectations (Eckhart-Queenan et al.,
2019). During the starvation cycle, NPOs cannot deliver their services effectively and efficiently
because of understaffing and lacking resources.

Overspending administrative and fundraising expenditures increases the risk of
financial distress and nonprofit dissolution (Lu et al., 2020). Although the financial efficiency
ratios do not measure the program outcomes, they raise concerns regarding NPOs' spending
behaviors. For example, NPOs may engage in risky activities, resulting in financial loss
(Altamimi & Liu, 2021). NPOs may also mismanage the organizational resources for self-
interest because of the environment of trust and lack of segregation of duties (Zietlow et al.,
2018). Nevertheless, overspending overhead costs harms the organization's public image and
pushes the organization to financial vulnerability.

Therefore, nonprofits need to determine the optimal level of overhead spending to
maximize performance efficiency and maintain organizational sustainability and public image. In
addition, nonprofits need to communicate with donors more effectively to explain why they
spend what they spend and what they aim to achieve (Berrett, 2021). NPOs need to educate
donors on the importance of investing in organizational infrastructure, including information
technology and human resources (Portillo & Stinn, 2018). Additionally, nonprofits need to have

a process for determining top management officials' key employees' compensation to promote
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transparency and accountability (Lubberts, 2019). The IRS suggests that nonprofits perform a
three-step process to determine the compensation of top management officials and key
employees (Internal Revenue Service, 2022b). Firstly, the board should review and approve the
compensation to ensure no conflict of interest regarding the compensation arrangement.
Secondly, the NPOs should compare the officials' compensation with those in similar positions at
comparable organizations to ensure that the officials are not overpaid or underpaid. Finally,
NPOs should always document the process and the decisions regarding the compensation
arrangement (Internal Revenue Service, 2022b). Moreover, NPOs should be more proactive in
advising donors to focus on the efficiency that overhead spending contributes to the
organization's program services and overall performance in addition to performance
measurement (Tian et al., 2020).

Financial Sustainability

The last concept in this study was financial sustainability, the ultimate goal of the revenue
diversification concept and structured spending concept. Industrial societies have been
developing rapidly, creating a spillover that draws attention to sustainability. First, nonprofit
financial sustainability refers to the ability to cover the costs in the foreseeable future
(Amagtome & Alnajjar, 2020). Researchers and policymakers apply the sustainability concept to
modern economic development and resource management challenges in a long-term approach
(Beaton, 2019). The financial sustainability concept has been introduced in financial science
following the approach. The efforts to establish the concept were made because of the substantial
economic turmoil of the 21st century that destabilized the mainstream financial theories,
motivating alternative strategies to principles of corporate and institutional financial management

(Cynamon & Fazzari, 2017). Many NPOs that suffered economic challenges during the first
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decade of the 21st century have applied the financial sustainability concept. However, charitable
organizations have always experienced financial challenges, dating back to before this period.
When the concept was introduced, it was noted that the lack of risk management strategies could
not protect organizations from losses (Beaton, 2019). Therefore, risk management strategies
should be a part of nonprofits' financial strategies.

Indeed, many NPOs face the ultimate challenge of providing adequate funds to run the
organizational processes and support the mission. Revenue diversification and structured
spending are effective financial strategies, but nonprofits need to understand the roles of the two
practices to implement them successfully. As previously mentioned in revenue diversification,
some scholars suggest that nonprofits can use restricted grants for program services to carry out
their missions and generate income from activities other than restricted donations to pay for
overhead expenditures to maintain organizational efficiency (Tian et al., 2020). A recent study
found that nonprofits are less likely to spend funds from donations or program service revenues
on administrative activities if donations or program service revenues are the primary sources of
income streams (Shon et al., 2019). On the other hand, the same study found that nonprofits are
more likely to increase overhead spending and decrease programmatic expenses when utilizing
revenue diversification. Although the findings showed that diverse revenue streams could help
cover overhead costs, the study also demonstrated reduced programmatic spending.

Therefore, scholars have pointed out some critical reminders for nonprofits. First,
nonprofits should not assume that donors ignore the high overhead rates, although the
organizations do not use the received donations to cover overhead costs (Tian et al., 2020).
Secondly, using funds other than donations to pay for organizational infrastructure may impact

the current unrealistic expectations of donors concerning overhead costs (Charles et al., 2020).
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Finally, donors already perceive non-programmatic expenditures as inefficiency; hence, using
revenue streams such as rental income to cover overhead costs may understate the importance of
overhead expenditures.

In addition to reasonable overhead spending, nonprofits must also determine the
appropriate operating reserve size to ensure financial sustainability (Sloan et al., 2016).
Nonprofits hesitate to keep a large number of operating reserves because donors may perceive
the organizations as too wealthy, reducing future donations (Calabrese, 2018). Secondly, revenue
accumulation may violate the lean concept, giving donors the perception that the organizations
are operating ineffectively (Mitchell & Calabrese, 2019). More importantly, many government
grants and public donations contain restrictions on time and purpose (Zietlow et al., 2018).
However, operating reserves are critical to cover the costs in the foreseeable future to maintain
organizational viability. Therefore, a recent study