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Preface

We have recently seen the e ects of a steep economic downturn in our own backyard, here in the
hotbed of high tech and innovation known throughout the world as Silicon Valley. s study of the
nonpro tsector in Silicon Valley shows that the resourceful nonpro ts in this area have maintained
steady service levels despite the roller-coaster economy and much-reduced funding.  is is powerfully
good news for a region that is experiencing signi cant demographic changes and rapid population
growth, with attendant increases in human service needs.

But there are limits to what even the most resourceful nonpro ts can accomplish with diminishing
resources. When will they be stretched too thin? How can government, philanthropy and private
citizens work together to ensure that this robust community of nonpro t organizations can rise to the
challenges ahead?

e needs of an area as complex and diverse as Silicon Valley are many and multi-dimensional. So, too,
is the task of discovering the leverage points for positive change. Initiatives launched in isolation can
sometimes miss the mark. Given the complexity of society s problems and the constraints on available
resources, there is a critical need for good longitudinal data and thoughtful cross-sector dialogue to g-
ure out meaningful ways to act in the publics interest. Because this report was prepared with great care,
relying on multiple data sources and input from experts and leaders, and because it plots trends over a
decade, it is an incomparable tool for those who care about Silicon Valley and its future.

e Skoll Foundation is pleased and proud to have supported this groundbreaking report. Together
with the authors, we sincerely hope that colleagues in the funding community, as well as nonpro t lead-
ers and policy makers, will nd the material useful in conceptualizing their work and setting priorities.
At the very least, it is our collective hope that this report spurs more cross-sector conversations about
how to combine e orts and resources to mitigate negative and amplify positive trends for the future of
Silicon Valley.

December 2005

Oabaar). KA

Barbara Kibbe
Vice President for Program and E  ectiveness
Skoll Foundation

Program O cer
Skoll Foundation
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Executive Summary

Nonpro torganizations provide essential services and amenities for all of us. Whether it is use of a local

YMCA, expressing one s views through an environmental organization, accessing hospital services, or help with

getting needed housing, we all bene t because of what nonpro tsgive us. e sector is also a part of the local

economy; it employs large numbers of people and purchases supplies and services from other local businesses.

Given this, we do not know enough about the role
of the sector in the aggregate how it is doing,
what services it provides and how it changes

over time. In this report we look to answer

these questions for the Silicon Valley nonpro t
sector. We look at its current state and how it has
changed between 1994 and 2003. e report is
meant to help civic, nonpro tand philanthropic
leaders strategize for expected challenges and
maximize their investment in the sector.

Silicon Valley includes most of Santa Clara
County and the southeastern portion of San
Mateo County.  is analysis provides an array

of important data about the current level of
nonpro tactivity in Silicon Valley in comparison
to recent historical trends and to the Bay Area and
California asawhole.

is report relies on the most current data
available about nonpro t organization activities
and nances from the Internal Revenue Service.
It also utilizes demographic data from the US
Census, employment statistics from the State
of California Employment Development
Department, and information on government
contracting from San Mateo and Santa Clara
county governments to create a comprehensive
analysis of the state of the nonpro tsector in
Silicon Valley.

Diverse Needs Drive the Nonpro t Sector

Silicon Valley s recent history is a transition

from a rich agricultural region to an economy
dominated by high technology activities. e
latter has attracted a culturally diverse population,
so that now Silicon Valley does not have a
majority population and is one of the most diverse
localities in the state. It is also economically
diverse, with a quarter of the Valley s households
earning over $100,000 in 2000, while another
quarter made under $45,000.

is diversity is fertile ground for a thriving
nonpro t sector.

In 2003, Silicon Valley had 8,558 nonpro t
organizations known to the Internal Revenue
Service, 75 percent of which were 501(c)(3)
public charities (6,409 organizations).

Silicon Valley had 3.06 public charities per 1,000
people, slightly more than the state as a whole but
less than the Bay Area in its entirety.

Over the past nine years, the number of
organizations in Silicon Valley has increased by
30 percent, which exceeds population growth in
the same period.

USF Institute for Nonpro t Organization Management
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Executive Summary cont.

Remarkable Growth of Foundations

Organizations in the human services elds
are most numerous in the Silicon Valley, with
education and religion-related elds following.

e distribution of nonpro tsby eld of activity
is similar to that of the Bay Area and the state as
awhole. However, Silicon Valley has a greater
proportion of educational organizations and
foundations.

More than half of the public charities in Silicon

Valley are small enough to be exempted from

annual tax ling requirements, while only 8

percent had more than $1 million in expenditures.
is pattern matches the Bay Area and the state.

e largest organizations are typically hospitals
and universities, though two research institutes
are included in the list of Silicon Valley s largest 25
nonpro ts.

What most distinguishes Silicon Valley nonpro ts
is the remarkable growth of foundations.

e number of foundations in Silicon Valley
increased by 207.5 percent between 1995
and 2003.

Nonpro tEmployment Growth

Nonpro temployees are asigni cant part of the
Silicon Valley workforce.

Silicon Valley nonpro t organizations employed
66,567 people in 2004, which is 6.2 percent of
total employment in the region. Nonpro t sector
wages contributed $851 million to the Silicon
Valley economy.

Nonpro temployment increased between 1998
and 2004, despite the downturn in the number of
private sector jobs.

e average hourly wage for nonpro temployees
is higher in Silicon Valley than it is in the rest of
the Bay Area or the state of California. However,
the wage di erential between nonpro tand
for-pro tjobsis larger in Silicon Valley than it is
elsewhere in the state.

e lower wages paid by nonpro tsre ect the
preponderance of nonpro tsin lower wage
industries. Within most sectors nonpro t wages
are comparable, and sometimes higher, than for-
pro twages.

Increased Nonpro t Capacity

Operating nonpro tsearned $8.1 billion in 2003
and spent $7.7 billion providing services and
amenities to the residents of Silicon Valley. Per
capita revenues were appreciably larger than the
state as a whole and about equal to the Bay Area,
due to the presence of Stanford University. Most

elds saw revenue growth between 1994 and 2003,
but operating margins are shrinking as nonpro ts
strive to meet demand for their services.

Revenues for the typical Silicon Valley nonpro t
organizations were $138,160, only slightly higher
than Californias and appreciably below those of
the Bay Area.

Silicon Valley nonpro ts hold $41 billion in assets,
18 percent of the total assets of nonpro tsin the
state.

Silicon Valley foundations are even more
prominent in Californias philanthropic
community with their control of $18 billion in
assets in 2003, 25 percent of the total foundation
assets in the state.

e remaining $23 billion of nonpro t assets
belong to operating nonpro t organizations.

page 4
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Executive Summary cont.

Donations Increasingly Important

Earned income in the form of grants, fees,

and contracts is the largest source of income,
comprising 63 percent of nonpro t sector
revenues. s is followed by donations from
charitable events and fundraising (31 percent)
and investment income (6 percent). Donations
and investments provided an increasing
percentage of total revenues between 1994 and
2003. Both Santa Clara and San Mateo counties
contract considerable dollars to nonpro ts, chie y
in the elds of health and human services.

Wavering Fiscal Health

e positive economic trends of the decade
we studied are great news, but there are other
indications that the sector faces signi cant

nancial challenges. e shrinking operating
margins shown in our analysis of revenue and
expenditure trends is cause for concern.

e number of organizations operating with
ade citincreased from 38.1 percent to 43.6
percent between 1994 and 2003.  isis aslightly
higher percent than is found in the state as a
whole (41.2 percent).

Matching Resources to Needs

Maps of demographics and socioeconomic status
highlight communities of need within the general
prosperity of Silicon Valley. Overlays of aggregate
nonpro tactivity and speci ¢ organizations show
that these same communities sometimes lack access
to nonpro t organizations that provide relevant
services at little or no cost. Our maps of nonpro t
location show lower levels of activity in the fast
growing southern portion of Silicon Valley.

ere are more nonpro ts per capita and greater
expenditures per capita in the northern portion of
Silicon Valley, where an array of service providers
are located close to high need communities.

ere is a relative absence of nonpro tactivity in
Gilroy and the surrounding communities to the
south, a concern given the increasing population,
poverty, and low education in that part of
Silicon Valley.

Arts and ethnic cultural organizations are spread
broadly throughout the region, as are groups
focusing on youth and supporting schools.  ere
is a large cluster of nonpro ts available to San
Jose s Asian immigrant population on the east side
of the city.

ere are relatively fewer immigrant serving
organizations in Alum Rock and in communities
such as Sunnyvale, Cupertino and Santa Clara.

We have a lot of faith in the nonpro t sector

in Silicon Valley, but we expect even greater
things of it.  ere are numerous individuals,
knowledgeable about the sector and working
toward its improvement.  ere are two county
governments that are supportive of the sector
and recognize its importance as a part of their
service delivery system.  ere is great wealth

to support the sector, found in foundations,
corporate donation programs, and in the pockets
of individual donors. We hope this report shows
ways that the sector could expand and even better
meet the needs of the residents of Silicon Valley.

USF Institute for Nonpro t Organization Management
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The Two Silicon Valleys and Their Importance for the Nonpro t Sector

Silicon Valley has great wealth and great need. It is one of the most diverse communities in the country. e

story of nonpro tsin the Valley cannot be understood without looking at its history and demographics.

For the last 30 years the name Silicon Valley has
conjured up images of imaginative and daring
innovation and high tech entrepreneurship.
However, the area, originally known for its

rich agricultural economy, rsthadadi erent
moniker Valley of Hearts Delight.  ese

two names reference the dueling stories about
the Valley, a place with a history grounded in
agriculture that grew to in uence the worldwide
high tech industry.

In this report we nd that the Silicon Valleys
nonpro t sector also has two stories. A group of
educational, research, and cultural organizations
form the fertile intellectual ground that birthed
the modern computer industry and brought the
greatest concentration of millionaires in the
United States. Another set of nonpro ts provide
assistance through social services, health care,
counseling and other services at little or no cost to
a burgeoning population of new immigrants and
poor residents working in the technology sector,
the service industry, and in agriculture.

e contribution of the nonpro t sector in terms
of supportive services, civil society development,
cultural amenities, and economic inputs is missing,
so far, from the Silicon Valley story. In this report,
the Institute for Nonpro t Organization Manage-
ment at the University of San Francisco provides
an overview of the nonpro tsector in its current
form, and as it has changed over the past decade.

Silicon Valley History

is region has always had an important place in
California history  San Jose, founded in 1777,
was Californias rst town, as well as the rst state
capital. e area developed as a rich agricultural
valley, fed by artesian well water, and linked to
markets by railroads built in 1908. Prior to the
Second World War, the area was the center of the
canning and fruit packing industry.

A con uence of factors gave rise to the tech-
nology revolution in the Valley and the ensuing
innovation it has fostered. Leland Stanford, a
railroad baron who had presided over the western
link to the Union Paci c transcontinental
railroad, founded Stanford University in 1891.
From its founding, the university has been a
source of scienti c research and development
expertise beginning with radio equipment.  ese
developments attracted the US military, which
established naval air stations at Mo ett Field

in the 1930s. Simultaneously, Stanford faculty
encouraged their engineering students to start
companies near the university.

In a move that many consider to be the start of
the computer revolution, Stanford University
leased the land that became the Stanford Research
Park in the late 1950s, which eventually housed
over 70 technology companies.

e opportunities o ered by these early businesses
attracted the best young minds from a variety of
hightech elds defense, electronics, so ware,
and biosciences. ey in turn, have formed suc-

1. Santa Clara County: Californias Historic Silicon Valley = A National Register of Historic Places Travel Itinerary National Park Services, http://www.cr.nps.gov/nr/travel/

santaclara (Dec. 2005).

USF Institute for Nonpro t Organization Management
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The Two Silicon Valleys cont.

De ning Silicon Valley

As the old saying goes, Silicon
Valley is a state of mind. e ve
found that authors have attributed
avariety of boundaries to the
region, some more restrictive,
others more inclusive we

strove for a middle ground. Our
de nition includes all of Santa
Clara County except Mount
Hamilton. It also includes the

8

Z .
s, southeastern portion of San Mateo
@ "%/) County, bordered by the Bay and
A Skyline Boulevard on the east

and west, and reaching just north
of Highway 92.  is portion of
San Mateo is home to slightly
more than 50 percent of the total
population of the county, and
receives at least that proportion of
county services, some of which are
delivered though community based
nonpro t contractors.

Morgan Hill

cessive waves of companies competing to bring
emerging technologies to market.

is new technology industry continued to grow
with investment from government defense spend-
ing during the Cold War. Soon computer com-
panies replaced fruit orchards, and much of the
agricultural land in the Valley of Hearts Delight
was converted to o  ce parks and suburban hous-
ing for the Silicon Valley workforce.

e Silicon Valley economy gave rise to many
of the patterns that we will talk about in this
report. e new wealth created by the technology
industry in the 1990s drove up housing prices,

funded a fast growing philanthropic sector, gave
county government increased revenues that
could be spent to improve general civic life and
brought new residents from near and far for job
opportunities.

Silicon Valley Today

Silicon Valley is currently home to over 2 million
people; its story is as much that of the increased
concentration of new immigrants as it is of the
creation of new wealth. e 2000 US Census
showed that the overall population increase of
over 200,000 people was driven by increases in
the Asian and Hispanic population, while the

page 8

Silicon Valley s Changing Nonpro t Sector January 2006



The Two Silicon Valleys cont.

numbers of Non-Hispanic Caucasian and African-
American residents declined.

During the 1990s, Caucasians lost their major-
ity status in the Valley, as they have in many of
Californias metropolitan areas. A new resident
in Silicon Valley is likely to be either Asian or
Hispanic the table below shows that growth

of these ethnic groups far exceeded that of the
overall population.  ese changes have increased
the Valley s diversity index to 82.1, making it one
of the most diverse places in the state (a higher
diversity index score signi es more diversity).?

e region is not only ethnically diverse, it is
also economically diverse. According to the last
census, a quarter of the Valley s households made

Table 1-1
Silicon Valley Growing and Diverse
Silicon Valley Demographics

1990
Total population 1,832,211
White non-Hispanic 1,099,403  60.0%
African American 73,405 4.0%
Asian or Paci c Islander 286,513  15.6%
Hispanic/Latino 362,223 19.8%
Diversity Index 754
AGE
Adults 18 years and older 1403926 76.6%
Children under 18 years old 428286  23.4%
Persons 65+ years old 172,350 9.4%
Children under 5 years old 160,737 8.8%
IMMIGRATION
Native born population 1385864 77.1%
Foreign born population 419,935 22.9%
EDUCATION
25+ years old no diploma 209249 17.3%
25+ years bachelors or graduate/professional degree 402,771 33.3%
POVERTY
Total persons below the poverty level last year 132,564 7.4%

Data: 1990 and 2000 US Census

over $100,000 in 2000, and a quarter made under
$45,000, which is less than the self-su  ciency
wage for any household with more than a single
adult®  ese statistics are well known but worth
repeating here because of their implications for
the nonpro tsector discussed in this report.

Silicon Valley also has a bifurcated labor force.

e technology industry creates both high wage
and low wage jobs, in the industry itself and in
related service sector jobs. High wages and an
excess of jobs relative to housing creation means
that housing prices have skyrocketed. Workers
in the low-wage sector, and even in many public
sector jobs such as teachers or police 0 cers,
cannota ord to live anywhere near their place of
employment.

2000 Change
2,046,971 11.7%
947947  46.3% -13.8%
56,973 2.8% -22.4%
479428  234% 67.3%
487,157  23.8% 34.5%
821
1547405  75.6% 10.2%
499566  24.4% 16.6%
204474  10.0% 18.6%
143,210 7.0% -10.9%
1,369,604 66.9% -1.2%
677367 331% 61.3%
221,826  16.2% -2.0%
563,196  41.2% 39.8%
147,011 7.3% 10.9%

2. Author s calculations based on: Juan Onesimo Sandoval, Hans P. Johnson, and Sonya M. Tafoya, Whos your Neighbor? Residential Segregation and Diversity in
California, California Counts: Population Trends and Pro les vol. 4 no. 1 (San Francisco: Public Policy Institute of California, 2002) 4.
3. Diana Pearce and Jennifer Brooks, The Self-Su  ciency Standard for California 2003 (Oakland, CA: National Economic Development and Law Center, 2003)
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The Two Silicon Valleys cont.

e nonpro tsector thrives in Silicon Valley
because the diverse population demands an array
of services and amenities that nonpro tentrepre-
neurs excel at providing. A resident of the Valley
has access to nonpro t services such as Meals on
Wheels, dance and theater, legal assistance,a n-
ity groups for professionals, retirees, and others.
Education is enhanced by the work of countless
Parent Teacher Associations; Kiwanis, Lions and
Rotary Clubs organize service opportunities;
immigrants form cultural organizations to cel-
ebrate their heritage and help each other become
established in the United States; numerous high
caliber research universities and institutes in
medicine, engineering, technology, and social
science conduct groundbreaking studies; commu-
nity developers, working alone and in coalitions
with government and philanthropy, strive to help
everyonea ord a home to call their own.

Scope of the Report

is report utilizes the most authoritative data
currently available, based on 2003 tax returns led
with the Internal Revenue Service. We look back
over ten years to get a sense of how far the Silicon
Valley sector has come, and how it has weathered
the economic downturn of 2000. (To anticipate
our ndings and underscore the comments of one
of the astute observers we interviewed, nonpro ts
are a lagging indicator relative to the economy as
awhole, late on upswings and downturns.)

We also compare the Silicon Valley nonpro t
sector to the sector in the larger Bay Area and
the entire state of California to help measure the
status and highlight the unique features of the
Silicon Valley sector.

We enhanced the information available from the
IRS with employment data from the California
Employment Development Department, Labor
Market Information Division, which provides
all o cial employment information in the state.

ese employment and wage data report on
workers covered by unemployment insurance
and are collected through the uarterly Census
on Employment and Wages (aka ES202)
program. Additionally, we collected government
contracting data from the departments of Health
and Human Services in San Mateo County. For
Santa Clara County, we worked with a listing of
nonpro t contractors provided by the County
Budget Director.

Finally, to help us make sense of all these
numbersand gures, we reviewed recent reports
and interviewed key personnel in government,
philanthropy, and supporting nonpro t
organizations. e interviews provided great
insight into the dynamics that drive the data we
have analyzed, and we thank those people for
their generous assistance.

THE HARD NUMBERS DEMONSTRATE
THEECONOMIC CONTRIBUTION MADE

BY NONPROFIT ORGANIZATIONS BEYOND

THE SERVICES THEY PROVIDE.

Our goal in collecting all of these data is to
provide an overview of the status of Silicon
Valley s nonpro t sector comparable to the
business and industry reports we see for
manufacturing, housing, nance, or any other
eld in the business world.  ose reports are
used by investors and business planners to
decide where to direct their capital investments
and other strategic decisions. Some of the uses
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The Two Silicon Valleys cont.

for this report are analogous, to help fundersin
government and philanthropy see how the public
charity industry is faring.  ese funders rely on
nonpro torganizations to help deliver services
and e ect social change in their communities.

Nonpro tso en receive the most newspaper
coverage when things have gone wrong, and
nonpro t leaders fear that the public does not
fully recognize the role they play in the regions
health. e hard numbers about nonpro t orga-
nization revenues, expenditures and employment
demonstrate the economic contribution made by
nonpro torganizations beyond the services they
provide. Nonpro tinsiders are familiar with most
but perhaps not all these data; this publication is
meant to broaden the knowledge about the scope
of these contributions.

It is important to note that despite our substantial
collection of information, we are not equipped to
make evaluative statements about the programs
and services provided by the sector. We also can-
not report de nitively about who exactly uses the
programs and services o ered by the organizations
we are summarizing herein. While we would like
too er more detail, it is not currently collected

in a systematic way for the sector as a whole. Data
about the nonpro t sector are improving rapidly,
and with time we hope to see more speci ¢ pro-
gram data become available.

Nonetheless, the data do outline some impor-
tant trends about the nonpro t sector that will
help philanthropists conduct more strategic and
informed grantmaking and provide greater overall
understanding of the charitable capacity in
Silicon Valley.

Broad Trends Affecting the Sector

e broad economic and demographic trends
in Silicon Valley have a ected nonpro t
organizations in two ways: causing changes in
demand for services and changes in resources
available for providing programs. In creating a
broad overview of these trends, we rely on several
sources: interviews with personnel in government,
nonpro ts, and philanthropy; reports by local
organizations about the Valley environment; and
qualitative data gathered by the Skoll Foundation
and the Global Business Network for a strategic
visioning process.

Demand Side

Immigration comes up immediately in conversa-
tions about changesa ecting the nonpro t sec-
tor. e number of immigrants in Silicon Valley
increased by 61 percent during the 1990s. Accord-
ing to the 2004 American Community Survey, 49
percent of the residents of Santa Clara County and
28 percent of those in San Mateo County speak
some language other than English in the home.

A diverse population creates demand for new
services from every kind of nonpro t organization.
In Santa Clara County for example, the O ce

of Human Relations found that immigrants have
greater need for health services, child and elderly
care, housing and food assistance, and employment
training all areas dominated by nonpro t

service providers.®

Diverse immigrant needs also spurred county
government to increase the amount of contracting
to the nonpro tsector. Government sta told us
that nonpro torganizations are valued for their
ability to provide more culturally competent
services to diverse populations than is possible

by public agencies.

4. LaFrance Associates, LLC, The 2005 Santa Clara County Nonpro t Benchmark Study (Santa Clara, CA: Community Foundation Silicon Valley, 2005) 36.
5. Santa Clara County O ce of Human Relations, Citizenship and Immigrant Services Program, Bridging Borders (Santa Clara County, CA, O ce of Human Relations)

http://www.immigrantinfo.org/borders/ (Dec. 2005).
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The Two Silicon Valleys cont.

Job growth fueled by the technology boom also
helped spark a housing shortage, particularly for
rental housing, and rising housing costs all around
have made Silicon Valley a particularly costly
place to live and work.® Growing unemployment
following the economic downturn of 2000 in-
creased the need for income support, employment
assistance, job training and many other assistance
services traditionally provided by nonpro t social
service organizations.

ere were also new mandates by government,
particularly the landmark 1996 Welfare Reform
legislation which increased funding for services
designed to make recipients more self-su  cient.

ese program changes have increased the
numbers of individuals requiring job readiness
and placement services, as well as services that
support the transition to work such as child
care. All have resulted in increased demand for
nonpro torganizations.

Resource Side

e great wealth created by Silicon Valley
technology companies and their rising stock
prices helped the nonpro tsector grow in the
late 1990s. With the great economic growth, the
sector grew faster in Silicon Valley than elsewhere
in the Bay Area or the state. Foundations
started new programs to address local needs and
initiatives. Individuals opened donor-advised
funds at community foundations and investment
banks and continued to give directly to
organizations, increasingly over the internet.

Nationally, government funding for social services
and community programs returned to levels not
seen since the early 1980s, before the Reagan
administration cut federal spending dramatically.
However, the method of payment changed from
grants and contracts to vouchers and tax credits,
making that source of funding less secure.” Locally,
new state programs like early childhood educa-
tion (First 5) or Proposition 36 increased county
contracts to nonpro ts.

e global orientation of immigrant communities
and their international employers has made local
community giving a lower priority than in past
decades. ere is a perception that people are
not personally invested in Silicon Valley because
many residents are new to the area and don't
consider it their hometown. A study sponsored by
Community Foundation Silicon Valley found that
24 percent of Santa Clara residents had lived there
for less than 5 years.® s lack of local connection
creates challenges for fundraising and volunteer
recruitment. Whether people will become
more invested in their local communities over
time remains an open and important question.
Helping people see the value of community and
supporting it through nonpro t organizations is
an important challenge for the sector.

6. 2005 Out of Reach (National Low Income Housing Coalition) http://www.nlihc.org/0or2005/ (Dec. 2005).
7. Lester Salamon, The Resilient Sector, The State of Nonpro t America, ed. Lester Salamon (Washington DC: Brookings Institution Press, 2002).
8. Collaborative Economics, Giving Back the Silicon Valley Way: 2002 Report on Giving and Volunteering in Silicon Valley (Santa Clara, CA: Community Foundation

Silicon Valley) 7.
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What Distinguishes the Silicon Valley Nonpro t Sector?

Silicon Valley s nonpro t sector is young, growing, and more resilient than the state as a whole. It has shown
aremarkable growth in the number of foundations. Nonpro t employment has grown despite a decline in the
number of private sector jobs.

ere is a large literature de ning the nonpro t larger nonpro ts that should register but do not do
sector. In this report, we follow standard practice 50, and are therefore excluded from our data. Simi-
and consider organizations that have been declared larly, religious organizations do not have to register,
tax-exempt by the Internal Revenue Service, under although many do.  ese limitations constrain our
section 501(c) of the tax code.  ese voluntary, ability to generalize to the voluntary portion of
nongovernmental, civil society organizations are all the nonpro tsector. Despite these limitations, the
nonpro ts in that they do not distribute any pro t data analyzed in this report o er the most complete
they may earn to any private individual or share- picture available of the overall nonpro tsector, and
holder. e overwhelming majority of these are include an impressive array of organizations.
classi ed as501(c)(3), a tax code designation for
organizations operating exclusively for religious, 501(c) Subsection Breakdown
charitable, scienti c, or educational purposes. * In 2003, Silicon Valley had 8,558 nonpro t organi-
ese organizations are more popularly understood zations, 75 percent of which were 501(c)(3) public
to be those where donations can be declared as tax charities.  ough the di erences between regions
deductions for those who itemize. are not great, table 2-1 shows that Silicon Valley has
aslightly greater proportion of 501(c)(3) and (c)(7)
is report focuses on organizations that regis- organizations compared to the Bay Area and the
ter for tax exemption with the Internal Revenue entire state. Social and recreational clubs make up
Service. As such, it misses many small organizations the majority of the 501(c)(7) organizations; these
with annual revenues under $5,000 that are auto- are primarily fraternities and sororities on local
matically considered tax exempt by the IRS. university campuses, but also include groups such as
ere are also an unknown number of slightly the famous Homebrew Computer Club where the

rst Apple Computerswere introduced.?

Table 2-1
Silicon Valley Nonpro t Density Lags Bay Area.
Number of organizations and per 1,000 persons by 501(c) Subsection, 2003

Silicon Valley Bay Area California
total  proportion per capita total  proportion per capita total  proportion per capita
501(c)3 - Public Charities 6409 749% 3.06 26021  742% 372 104171  733% 292
501(c)4 - Civic Leagues, Social Welfare Organizations 521 6.1% - 2,114 6.0% -- 9,535 6.7%
501(c)5 - Labor and Agricultural Organizations 217 2.5% - 955 2.7% -- 4,899 34%
501(c)6 - Business Leagues, Chambers of Commerce 418 4.9% - 1,748 5.0% -- 6,730 4.7%
501(c)7 - Social and Recreational Clubs 435 5.1% - 1545 4.4% - 5,759 4.1%
Other 501(c) Subsections 558 6.5% - 2,695 7.7% -- 10,970 7.7%
TOTAL 501(c) Nonpro t Organizations 8,558 100.0% 4.08 35,078 100.0% 5.02 142,064 100.0% 3.98

Data: Internal Revenue Service Exempt Organizations Master Files
California Department of Finance E-4 Population Estimates

1. Murray S. Weitzman, Nadine T. Jalandoni, Linda M. Lampkin, and Thomas H. Pollak, The New Nonpro t Aimanac & Desk Reference (San Francisco: Jossey-Bass) 7.

2. Reporting on a recent reunion of Homebrew members, CNET news.com called it one of the most in uential computer users groups of all time. (http://news.com.
com/Crowd+gathers+for+Homebrew+Computer+Clubs+30th/2100-1042_3-5935261.html) Thanks to John Kreidler of Cultural Initiatives Silicon Valley for pointing
out this famous nonpro tin the 2005 Creative Community Index.
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What Distinguishes the Silicon Valley Nonpro t Sector? cont.

Figure 2-1 501(c)3 - Public Charities
Nonpro t Sector Grew Rapidly After 2000

Growth of Silicon Valley Nonpro t Sector by 501(c) Subsection, 501(c)4 - Civic leagues, social welfare

orgs, employee associations

1995-2003

B 501(c)5 - Labor, agricultural, and

9,000 )
horticultural orgs

8,000 B 501(c)6 - Business leagues and chambers
7000 of commerce

mmmm 501(c)7 - Social and recreational clubs
6,000

mmmm Other 501(c) subsections
5,000
4,000 Growth Rate Comparisons
3000

29.4% California
2,000

0,
1,000 25.5%  Bay Area
0 30.5%  Silicon Valley

1995 1996 1997 1998 1999 2000 2001 2002 2003

Data: Internal Revenue Service Exempt Organizations Master Files
National Center for Charitable Statistics Business Master Files

Figure 2-2
e number of nonpro ts per 1,000 residents is Public Charities Lead Nonpro t Sector Growth
. . ' Growth of Silicon Valley Nonpro ts per capita, 2003
slightly higher than the state as a whole, although
appreciably below that for the Bay Area. e rela- = all 501(c)s
tive high density of organizations in the Bay Area g 501(c)(3)s

is driven by San Francisco and Marin County,
which are particularly rich in nonpro torganiza-
tions with more than 6 per 1,000 residents, and to
a lesser extent by Alameda and Napa counties.®

000000000000nNoo00oomoo
=)

0ooo 0ooo 0000 0000 0ooo 0ooo 0000 0000 0000

e nonpro tsector has grown steadily for many

Data: Internal Revenue Service Exempt Organizations Master Files

years, Over the pas nine yearsthe number of S
organizations in Silicon Valley has increased by 30
percent, with an average annual growth rate of 3.4 At this point we turn our focus to the 501(c)(3)
percent.* e Silicon Valley growth rate is slightly organizations. ey dominate the sector
higher than the Bay Area and the state, and is because they are the only ones eligible for tax
driven by the increase in 501(c)(3) organizations, deductible contributions from individuals and
which have grown by over 50 percent ( gure 2-1). other organizations. For this reason, government
e number of nonpro ts per capita has also and foundation grants are limited to these
increased, which is notable considering the major organizations.  ese nonpro ts are the hospitals
population growth in Silicon Valley during this and universities, museums and cultural centers,
time (' gure 2-2). providers of day care and senior services, which

we all associate with the term nonpro t.

3. A complete listing of the number of nonpro ts per capita for each county is available at http://www.inom.org/research/.
4. The data for 1994 was not available for this analysis, but we expect that the trend was consistent based on literature in the eld.
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What Distinguishes the Silicon Valley Nonpro t Sector? cont.

is focus is not meant to reduce the importance
of other non-501(c)(3) organizations in Silicon
Valley, particularly those that support community
and civil society in the region. We have chosen
to focus on 501(c)(3)s because their services are
critical in so many ways to the health and prosper-
ity of any community.® Given this essential role,
we want foundation program o  cers, government
policymakers, and concerned community members
to know more about how nonpro ts are doing
and where they are lacking so that we can all make
more informed decisions to improve the situation.

Age and Closures

e best measure available for the birth of a
nonpro torganization is when it received IRS
tax exemption. Less formal organizations may
exist for some time before they apply for tax
exemption, but any group hoping to collect
donations or apply for grants will only be able
to operate in this fashion a er it has received
exemption. As table 2-2 shows, most of the sector
is relatively young, with half of the nonpro ts
becoming formalized in the last 15 years. e
nonpro tsector in Silicon Valley is slightly
younger than in the rest of the Bay Area, and
California, but the di erences are small.

Table 2-2
Silicon Valley Nonpro ts Match on Age
Operating Public Charities, 2003

Tax exemption

ruling date Silicon Valley Bay Area California
# % % %
Prior to 1970 1037  22.0% 20.9% 23.1%
1970-79 726 135% 14.9% 13.3%
1980-89 927  144% 15.2% 14.9%
1990-99 2003  281% 29.3% 28.7%
Since 2000 1677  220% 19.7% 20.0%
TOTAL 6,370 100.0% 100.0%  100.0%

Data: Internal Revenue Service Exempt Organizations Master File

All of the growth obscures the number of
organizations that closed or merged during this
time. e gure below shows the proportion of
nonpro ts lingin 1994 that do not appear in the
2003 data to provide an approximation of the rate
of closures. is only considers organizations large
enough to le annual tax returns. e comparison
shows that Silicon Valley nonpro ts have been
relatively more resilient than the state as a whole
using our measure.

Figure 2-3
Silicon Valley Nonpro tsWere Less Likely to Close
Proportion of Organizations in 1994 Absent from 2003 Data

0ooo

0ooo

0oooo I

Data: National Center for Charitable Statistics Core Files

As one might expect, table 2-3 shows that small
organizations are more susceptible to closure.
Organizations with less than $250,000 in
expenditures in 1994 were less likely to appear in
2003 across the board. However, in Silicon Valley
there was a greater chance of closure for large
organizations when compared to the Bay Area or
to the state as a whole.

Table 2-3
Large Organizations in Silicon Valley Appear Less Resilient
Proportion of Organizations in 1994 Absent from 2003 Data

Organization

expenditures Silicon Valley BayArea  California

Under $250,000 26.0% 27.9% 29.8%
$250,000 - $1M 20.2% 19.0% 19.2%
$1M - $5M 14.2% 11.2% 13.0%
Over $5M 17.9% 14.8% 14.7%
TOTAL 22.6% 23.8% 25.5%

Data: National Center for Charitable Statistics Core Files

5. Lester Salamon The Resilient Sector The State of Nonpro t America ed. Lester Salamon (Washington DC: Brookings Institution Press).
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What Distinguishes the Silicon Valley Nonpro t Sector? cont.

e number of closures or mergers also varies
by eld. In Silicon Valley, the health and public
bene t elds have weathered a larger percentage
share than the sector as a whole (table 2-4). s
re ects the more competetive environment of the
health eld, which probably forces organizations
to merge more o en.
Table 2-4

Health and Public Bene t Fields Faced More Closures
Organizations in 1994 but not 2003 data, Silicon Valley

NTEE major subsector # %
Health 46 28.4%
Public Bene tand Others 63 274%
Human Services 113 22.4%
Arts, Culture, and Humanities 34 21.0%
Education 53 17.2%

Data: National Center for Charitable Statistics Core Files

Fields of Activity

To better understand how nonpro ts serve Silicon
Valley, we need to look at what they actually do.
For this we rely upon the NTEE classi cation
scheme (see appendix) in order to break out the
nonpro tsector by eld. Typical for the sector, hu-
man services and education are the largest elds

Table 2-5
Education Distinguishes the Silicon Valley Nonpro t Sector
Number of Organizations by Field, Public Charities, 2003

Arts, Culture, and Humanities
Education

Higher Education

Health

Hospitals

Human Services
Environment

International

Mutual Bene t

Public and Societal Bene t
Foundations and Giving Programs
Religion

Unknown

TOTAL

Data: IRS Exempt Organizations Master File

in the sector, followed by religion, foundations
and arts (table 2-5).  ereligion eld may include
churches and places of worship if they decide to le
with the IRS, but it should not be confused with a
complete accounting of all such entities.

ese rankings are consistent with the Bay Area
and the state as a whole, but Silicon Valley has a
higher proportion of educational and religious
organizations. e majority of the educational
organizations are Parent Teacher Associations
(PTAs). Silicon Valley is known for having high
quality public schools, which seem to be sup-
ported by parent involvement in PTAs.

While there was strong growth across the entire
nonpro tsector, gure 2-4 shows the remark-
able pace of particular elds within the sector.
Although there was an increase in the number of
nonpro tsacrossall eldsin Silicon Valley, foun-
dations clearly stand out as the eld with the most
remarkable growth, increasing from 280 organi-
zations in 1995 to 860 in 2003.  is growth of
foundations in the Valley is nearly double that of

the Bay Area or the state.

Silicon Valley Bay Area California
# % # % # %
637 9.9 2978 114 10,111 9.7
1195 186 4366 168 16447 158
18 0.3 96 0.4 353 0.3
318 50 1,480 57 6,080 5.8
18 03 83 0.3 441 0.4
1293 202 5793 223 23891 229
134 21 751 29 2973 29
114 18 481 18 1404 13
13 0.2 70 0.3 331 0.3
439 6.8 1,707 6.6 6,093 5.8
861 134 2675 103 8,437 8.1
1085 169 4,083 157 21453 206
284 44 1,458 56 6,157 5
6,409 100 26,021 100 104,171 100
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What Distinguishes the Silicon Valley Nonpro t Sector? cont.

Figure 2-4
New Foundations Lead Silicon Valley Nonpro t Growth

Growth in Number of Organizations by Field, Silicon Valley Public Charities, 1995-2003

Arts, culture, and humanities
Education

Education, higher

Health

Hospitals

Human services
Environment

International

Mutual benefit

Public and societal benefit
Foundations & giving programs

Religion

0 100 200

It is surely a result of the wealth produced by the Size

e uneven distribution of assets and resources
in the nonpro t sector is well known to scholars
and nonpro t constituencies. Most nonpro ts
are small organizations with few or no paid sta
is means that the majority of the
revenues and assets in the sector belong to the

technology boom, but also the advent of donor
advised funds and other new instruments that
have democratized individual charitable giving.t
Mutual bene tand international organizations

also grew signi cantly, but they make up a smaller persons.

proportion of the sector as a whole.’

Table 2-6
Most Nonpro ts are Small

Nonpro t Organizations by Field and Expenditures, Silicon Valley Public Charities, 2003

Non lers
Arts, Culture, and Humanities 55.7%
Education 47.6%
Higher Education 5.6%
Health 415%
Hospitals 22.2%
Human Services 45.2%
Environment 40.3%
International 53.5%
Mutual Bene t 84.6%
Public and Societal Bene t 56.7%
Foundations and Giving Programs 22.0%
Religion 86.3%
Unknown 88.4%
TOTAL 53.0%

Data: IRS Exempt Organizations Master File
National Center for Charitable Statistics Core Files

300

Under
$250,000

31L7%
38.2%
33.3%
29.2%
38.9%
30.0%
42.5%
35.1%
0.0%
28.5%
58.3%
10.8%
8.8%
31.5%

400

$1M

8.0%
6.8%
16.7%
11.9%
0.0%
12.1%
9.0%
7.0%
0.0%
8.2%
12.4%
2.4%
1.8%
8.2%

500

Organization size based on expenditures
$250,000 -

$1M - $5M

3.3%
5.4%
11.1%
11.6%
0.0%
9.9%
4.5%
4.4%
15.4%
4.6%
51%
0.6%
11%
5.3%

600

Over $5M

1.3%
1.9%
33.3%
5.7%
38.9%
2.1%
3.7%
0.0%
0.0%
2.1%
2.2%
0.0%
0.0%
2.0%

6. Virginia Hodgkinson Individual Giving and Volunteering The State of Nonpro t America ed. Lester Salamon (Washington DC: Brookings Institution Press).

7. Additional tables are available in the appendix.

USF Institute for Nonpro t Organization Management

page 17



What Distinguishes the Silicon Valley Nonpro t Sector? cont.

Table 2-7
Few Nonpro tsHold Signi cant Assets

Nonpro t Organizations by Field and Total Assets, Silicon Valley Public Charities, 2003

Arts, Culture, and Humanities
Education

Higher Education

Health

Hospitals

Human Services
Environment

International

Mutual Bene t

Public and Societal Bene t
Foundations and Giving Programs
Religion

Unknown

TOTAL

Data: IRS Exempt Organizations Master File
National Center for Charitable Statistics Core Files

largest organizations, which make up 5 percent or
less of the sector. e Silicon Valley sector follows
this pattern 53 percent of the organizations in
the sector are not required to le annual tax returns
because they have less than $25,000 in annual
revenues (table 2-6).

e next 32 percent of the nonpro ts had less than
$250,000 in total expenditures in 2003. Finally,
only 8 percent have annual budgets over $1 million.

is pattern matches the sector in the Bay Area
and the entire state. Silicon Valley environmental
and education groups are even more likely to be
small. Mid-sized organizations are more prevalent
in health and human services, and hospitals and
universities are generally the largest organizations in
the region.

In our analysis of total assets in the sector (table
2-7) hospitals, universities, and foundations stand
out from other nonpro t elds, as expected.
Religious organizations and organizations

Organization size based on total assets

Under $250,000 -

Non lers $250,000 $1M $1M - $5M Over $5M
60.2% 27.5% 6.8% 2.7% 2.8%
59.0% 29.3% 5.2% 3.8% 2.7%

5.6% 33.3% 11.1% 22.2% 27.8%
43.6% 28.8% 13.6% 8.8% 5.2%
26.3% 26.3% 5.3% 10.5% 31.6%
63.0% 20.2% 7.0% 57% 4.0%
49.0% 29.9% 11.5% 5.1% 45%
56.6% 34.4% 4.1% 4.1% 0.8%
99.2% 0.0% 0.0% 0.4% 0.4%
83.0% 10.0% 3.8% 2.3% 0.9%
25.8% 29.8% 17.8% 15.9% 10.7%
86.5% 8.9% 2.6% 1.8% 0.2%
91.7% 4.8% 1.8% 1.0% 0.8%
64.8% 20.1% 6.7% 5.0% 3.4%

working in international and foreign a airs are the
least likely to have signi cant assets. Education
organizations are also smaller, likely a re ection of
the voluntary parent involvement typical of these
organizations.

Employment

Silicon Valley nonpro t organizations employed
66,567 people in June 2004, which was 6.2 percent
of total employment in the region. Nonpro t
sector wages contributed $851,190,723 to the
Silicon Valley economy. More importantly,

nonpro tsector employment has risen every year
since 1998, despite overall employment declines

in Santa Clara and San Mateo counties.  is rise
in overall employment mirrors the growth in the
number and revenues of nonpro ts.

Employment data are based on data collected
by the California Employment Development
Department (EDD) for the  uarterly Census
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What Distinguishes the Silicon Valley Nonpro t Sector? cont.

of Employment and Wages (ES-202) program, Table 2-8 _

. Nonpro t Employment Growth De ed the Regional Trend
which tracks workers covered by unemployment Silicon Valley Nonpro t and Total Private Employment
insurance.® We determined nonpro t sector

. Nonpro t Private
employment by aSkmg the EDD to match ES-202 Nonpro t  Employment Total Private Employment
employer records to IRS listings of tax exempt Year  Employment  Growth  Employment  Growth

organizations. Employment in for-pro t rmsis 1998 45,727 - 1193877 -
the di erence between total private employment 1999 48,160 53% 1,214,357 L7%
and nonpro t employment. Government 2000 53886 119% 1286654 60%
. . 2001 60,163 116% 1251816  -2.7%

employment is provided separately by the EDD. 2000 R 200 R
2003 65,365 14% 1058295  -6.1%

e data in table 2-8 show that nonpro t 2004 66,567 1.8% 1054501  -04%

Data: California Employment Development Department

organizations added just over 20,000 jobs

Note: Total private employment covers all of Santa Clara and San Mateo counties.

between 1998 and 2004. Job growth was strongest
in 2000 and 2001 but has slowed since then.
Nonpro temployment growth was counter

to the trend in overall private employment in

San Mateo and Santa Clara counties; for-pro t
employment declined by 12 percent in the same
period. Slower job growth in 2004 may be a sign
that organizations are being more careful to
maximize their existing capacity before they add
new workers to their payrolls. Now that overall
employment in Silicon Valley is rising again (based
on 2005 data), it will be interesting to see whether
nonpro tsector employment picks up as well.

Nonpro t employment totals are for June of each year. Total private employment
represents average monthly employment for the calendar year

Table 2-9 shows both the percent of employment
that is found in the three sectors and the average
hourly wage. e percent of the labor force that
works in nonpro tsin Silicon Valley is slightly
higher than that found in the state as a whole, but
lower than that found in the Bay Area. e big

di erences, however, are in the for-pro temploy-
ment sector, where a greater percentage of the
labor force works than elsewhere in the state. s
has importance for the general cost of living  par-
ticularly of housing  because of the much higher
average wages found in for-pro t employment.

Table 2-9

Overall High Wages in Silicon Valley

Employment and Wages by Sector, June 2004 Silicon Valley Bay Area California
Relative Average Relative Average Relative Average

Employment  HourlyWage Employment HourlyWage Employment  Hourly Wage

Nonpro t 6.2% $24.53 7.2% $21.14 6.0% $18.82
For-pro t 83.4% $32.11 78.8% $26.59 78.0% $19.90
Government 10.4% $26.30 14.1% $26.08 16.0% $22.58
TOTAL 100.0% $31.04 100.0% $26.13 100.0% $20.27

Data: California Employment Development Department, ES-202 program
Note: Silicon Valley refers to all of San Mateo and Santa Clara counties.

9. Additional information about the Quarterly Census of Employment and Wages data is available at http://www.calmis.ca.gov/ le/es202/CEW-Abouthtm.
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e average hourly wage in Silicon Valley
nonpro torganizations is higher than for
nonpro tsin the greater Bay Area or California.

is is not surprising considering that Santa Clara
and San Mateo counties have the highest overall
private sector wages in California. Unfortunately,
average wages in the nonpro t sector are still lower
than in either the for-pro t sector or government.

isdi erence is greatest in Silicon Valley, where
the average for-pro t hourly wage is almost $6
higher than the average nonpro t hourly wage, not
including stock options and other fringe bene ts.

Dollars

One reason that overall nonpro t sector wages

lag other sectors is that nonpro ts are more likely
to operate in relatively low wage elds. e table
below shows that elds such as social advocacy and
emergency relief are low paying and dominated by
nonpro temployment.

e data in table 2-10 also shows that nonpro t
average wages are competitive with for-pro twages
in several industries (comparable data for govern-
ment was not available). Nonpro t sector wages
are similar to for pro twages in the health sector
and hospitals, and somewhat higher in emergency/
relief services, nursing and residential care, and

Table 2-10
Nonpro tWage Differential Varies by Industry

Wages for Select Industries, Silicon Valley, 2004 Nonpro t
Employment
Social Advocacy Organizations 983
Civic and Social Organizations 2,555
Emergency and Other Relief Services 648
Vocational Rehabilitation Services 2,193
Grantmaking and Giving Services 903
Individual and Family Services 2,819
Hospitals 15,651
Child Day Care Services 1915
Nursing and Residential Care Facilities 3,345
Arts, Entertainment, and Recreation 3,639
Scienti ¢ Research and Development Services 4,364
Ambulatory Health Care Services 3,562

Data: California Employment Development Department, ES-202 program

27
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Figure 2-5
Nonpro tWages are Increasing
Average Hourly Wage, Nonpro t Employees, Silicon Valley

1998

1999 2000 2001 2002 2003 2004

Data: California Employment Development Department, ES-202 program

childcare. ewagedi erential is highest in social
advocacy and civic organizations, and grantmaking
and giving services, where there are relatively few
people working in for-pro t rms.

us, this comparison shows that the widely held
belief that nonpro temployment pays less than
for-pro temployment is not accurate. Di erences
in for-pro tand nonpro twages have more to do
with the industrial sector within which nonpro t
employees work than with the fact they work for a
nonpro torganization.

Nonpro tPortion of Nonpro tAverage For Pro tAverage

Industry Employment Hourly Wage Hourly Wage
91.3% $16.77 $51.05
89.5% $7.20 $13.01
86.7% $16.08 $15.04
81.7% $10.00 $14.01
76.1% $32.09 $17.89
68.5% $14.67 $16.48
43.8% $29.33 $30.06
33.8% $13.36 $11.72
24.9% $15.21 $13.20
18.3% $9.90 $11.62
16.1% $34.55 $53.17
10.5% $22.84 $23.63
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Nonpro tSector Finances and Fiscal Health

e story of nonpro t nances has been a stressful one over the past few years by all accounts. In local and

national surveys, nonpro t managers report that they have had to do more with less demand for nonpro t

organization services continues to grow while funding has become scarcer. Our analysis of aggregate revenues

and expenditures for Silicon Valley con rms these front line reports.

Nonpro t organizations control signi cant
nancial resources in Silicon Valley. In 2003 they
earned $8.1 billion in revenues, spent $7.7 billion
providing services, and held $41.1 billion in
assets. Nonpro t revenues in Silicon Valley have
grown by $2 billion in constant 2003 dollars since
1994. With a population of over 2 million people
in the region, this amounts to the nonpro t sector
spending $3,693 per person in Silicon Valley. s
amount exceeds per capita spending for the state
asawhole and nearly equals per capita spending
for the Bay Area (table 3-1). e total assets per
capita are appreciably higher than the Bay Area
or California, re ecting the strong presence of
foundations in the valley.

Table 3-1
Nonpro tFinancials, Summerized

Silicon Valley  Bay Area California

Expenditures per capita $3,693 $3,730 $2,750
Revenues per capita  $3,886 $3,832 $2,954
Assets per capita* $19,571 $13,672 $6,119
Average Revenues  $3,955,263 $3,079490  $3,539,079
Median Revenues  $138,160 $163,165 $133,507

* Foundations and other supporting organizations are only included in total assets.

Revenue and Expenditure calculations for the Bay Area includes 15% of Catholic
Healthcare West based on facility location and 20% of Kaiser Perminente based on
membership, and excludes supporting organizations.

Data: National Center for Charitable Statistics Core Files
California Department of Finance E-4 Population Estimates

However, as is also shown in the table above, total
revenues need to be understood in light of the
distribution of revenues from one organization to
the next. e median revenue of a Silicon Valley
organization is $138,160 smaller than the
median for the Bay Area and slightly larger than

the median for the state as a whole (the median
isthe middle half of the organizations have
higher revenues and half have lower). e average
revenue earned by an organization, on the other
hand, is much higher than that of the Bay Area as
awhole (almost $4 million dollars as compared

to slightly more than $3 million). It is also higher
than the average revenue for the state. s
seeming contradiction re ects the nancial stature
of Stanford University and itsa liated health
services.  eir revenues are so large that they cause
the average for Sillicon Valley to be much higher
than would otherwise be the case.

Revenue and Expenditures

A more detailed examination of nonpro t

nances by eld of activity demonstrates the
diversity of the sector. Many observers focus on
nonpro t revenues with an implicit assumption
that 100% of annual revenues are spent each year.
Asourgross gures illustrate, the sector maintains
a positive operating margin. On the whole, total
expenses are less than total revenues.  isisalso
true for most organizations individually  56.5
percent have a positive operating margin. e size
of that margin and the number of organizations in
the black are important measures of scal health
for the sector.

In the following analysis, total revenue includes
all grants and contributions, contracts, fees
charged for services, sales of goods, income
from investments, and net fundraising income.

USF Institute for Nonpro t Organization Management
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Nonpro t Sector Finances and Fiscal Health cont.

Table 3-2
Education dominates the Silicon Valley Nonpro t Sector
Total Expenditures 2003

Silicon Valley

Arts, Culture, and Humanities $160.4 2.1%
Education $435.1 5.6%
Higher Education $2,690.4 34.8%
Health $8775 11.3%
Hospitals $1,936.6 25.0%
Human Services $941.0 12.2%
Environment $63.8 0.8%
International $14.1 0.2%
Mutual Bene t $43 0.1%
Public and Societal Bene t $587.4 7.6%
Religion $29.6 0.4%
Unknown $0.0 0.0%
TOTAL Operating Organizations $7,740.2  100.0%
Foundations and Supporting Organizations $1,439.7

Total Expenditures ($ Millions)

Bay Area California
$907.9 3.5% $2,339.2 2.4%
$1,365.6 5.2% $4,136.5 42%
$3517.3 13.5% $8,516.8 8.7%
$5,7265 22.0% $26,026.1 26.5%
$7,611.1 29.2% $34,119.8 34.8%
$4,294.0 16.5% $14,855.2 15.1%
$478.8 1.8% $1,0329 11%
$275.7 11% $1575.0 1.6%
$372.2 1.4% $426.0 0.4%
$1,368.1 5.2% $3,624.4 37%
$127.1 0.5% $1426.3 15%
$21.0 0.1% $75.3 0.1%
$26,065.3 100.0% $98,153.5 100.0%
$39115 - $10,105.0

Bay Area expenditures include 15% of Catholic Healthcare West based on facility location and 20% of Kaiser Perminante based on membership

Data: National Center for Charitable Statistics Core Files

We draw these data from line 12 of the Internal
Revenue Service Form 990. Expenditures include
program services, management and general
expenses, fundraising expenses, and payments

to contractors.  ese data are based on line 17

of the Form 990. In the case of foundations and
supporting organizations, expenditures include
contributions and grants paid to other nonpro t
organizations, though not necessarily ones located
in Silicon Valley.

A technical point must be explained. A portion
of the revenues of foundations are spent
supporting other nonpro t organizations. e
would not want to count this money twice

once as foundation revenue and again as
nonpro trevenue. To avoid this we followed
the methodology proposed by researchers at
the National Center for Charitable Statistics.*
Organizations with a mission to support other
nonpro tssuch as foundations, trusts, federated

giving programs or fund raising groups are
considered separately as supporting organizations
in the following analysis. Other 501(c)(3)
organizations that are direct service or bene t
providers are termed operating organizations.

Financial data reported in the following tables
and charts represent those organizations that led
their IRS tax returns. Nonpro ts with annual rev-
enues under $25,000 are not required to le and
are not included in this analysis. Churches also are
not required to le with the IRS, so their nances
are under represented. However, those nonpro ts
thatdo le and are included here account for 95
percent of the sectors nances. e longitudinal
data reported in this chapter have been adjusted
to 2003 current dollars using the consumer price
index for the San Francisco-Oakland-San Jose
metropolitan statistical area, available from the
United States Bureau of Labor Statistics.

1. Thomas H. Pollak and Jonathan D. Durnford, The Scope and Activities of 501(c)(3) Supporting Organizations, (Washington D.C.: National Center for Charitable Statistics

at the Urban Institute, 2005).
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Table 3-3
Revenues Closely Match Expenditures
Total Revenues 2003

Silicon Valley

Arts, culture, and Humanities $162.2 2.0%
Education $461.9 5.7%
Higher Education $2,7905 34.3%
Health $927.6 11.4%
Hospitals $2,170.1 26.6%
Human Services $958.2 11.8%
Environment $67.9 0.8%
International $134 0.2%
Mutual Bene t $4.5 0.1%
Public and Societal Bene t $556.4 6.8%
Religion $31.8 0.4%
Unknown $0.0 0.0%
TOTAL - Operating Organizations $8,1444  100.0%
Foundations and Supporting Organizations $634.8

Total Revenues ($ Millions)

Bay Area California
$971.1 3.6% $2,732.2 2.6%
$1,4415 5.4% $4,407.9 4.2%
$3,636.9 13.6% $8,850.2 8.4%
$5,738.4 21.4% $30,636.3 29.1%
$8,098.0 30.2% $35,289.2 335%
$4,354.3 16.3% $15,142.3 14.4%
$538.5 2.0% $1,179.7 1.1%
$265.7 1.0% $1,614.9 15%
$356.4 1.3% $433.7 0.4%
$1,218.8 4.6% $3,5104 3.3%
$138.7 0.5% $1,558.7 1.5%
$21.5 0.0% $79.2 0.1%
$26,779.7 100.0% $105,434.6 100.0%
$7,281.9 $13,893.4 -

Bay Area revenues include 15% of Catholic Healthcare West based on facility location and 20% of Kaiser Permanente based on membership, and excludes supporting organizations

Data: National Center for Charitable Statistics Core Files

Our breakout of total expenditures by eld shows
how much the major universities in Silicon Valley
dominate the sectors nances. Unsurprisingly,
Stanford University is a large portion of this sub-
sector (table 3-2). e broader educational eld
(excluding higher education) also comprises a larg-
er proportion of the revenues and expenditures
than in the Bay Area or the state. Public bene t
expenditures are also a signi cantly larger propor-
tion of the sectors nances in Silicon Valley, a
result of several large scienti c research organiza-
tionsin the region.  ese di erences highlight the
important role that the nonpro t sector plays in
supporting the culture of technological innova-
tion in the region.

We provide matching data on nonpro t revenues
in table 3-3. Compared against the expenditures
shown in table 3-2, nearly every eld shows an
overall positive operating margin  revenues are
greater than expendituresand elds with greater
total revenues have larger margins. e appar-
entde citin the public and societal bene t eld

is due to losses at two large scienti c research
organizations.

Figure 3-1
Silicon Valley Lags in Health and Human Services
Per Capita Expenditures in the Health and Human Services Fields

I Silicon Valley [ Bay Area California

$819
$729

$614

$419 $449

Health

Data: National Center for Charitable Statistics Core Files
California Department of Finance E-4 Population Estimates

Human Services

e comparisons presented in - gure 3-1 show a
signi cant di erence in per capita expenditures
between Silicon Valley and other parts of the state
in health and human services. Overall, reported
health status is good in Silicon Valley,? so the

2. Based on author query of California Health Interview Survey data, http://www.chis.ucla.edu.

USF Institute for Nonpro t Organization Management
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reasons for this deserve further exploration. Is

it because of the relatively high incomes in the
Valley or is it because more services are delivered
through public sector bodies than elsewhere in
the state and Bay Area?

Decade of Change

Obviously the past decade was an exciting time
for the Silicon Valley nonpro t sector. Nonpro t
revenues grew as the economy in the region took
0 with the technology boom, providing oppor-
tunities to build capacity and try new activities.
However, the sector was also a ected by the col-
lapse of that economy. It is notable that nonpro t
expenditures did not drop signi cantly in most
elds despite the economic downturn.

e following charts compare total revenues and
expenditures for di erent elds of nonpro torga-
nizations. Dollar gures are adjusted for in ation
to 2003 current dollars using the consumer price
index. Growth in nonpro t revenues exceeded
in ation growth in every eld.

Figure 3-2
Total Expenditures and Revenues in the Hospital Field

Hospital Revenues

Hospital Expenditures

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Data: National Center for Charitable Statistics Core Files

Annual revenues for Silicon Valley s nonpro t hos-
pitals grew by 79 percent in constant 2003 dollars,
from $1.2 billion in 1994 to $2.17 billion in 2003
( gure 3-2). isgrowth is despite the turmoil of
the failed merger of Stanford and UCSF medical

$ Millions

$Billions
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centers which resulted in a net loss over the life
of the merger.® Nonpro t hospital revenues and
expenditures decreased between 1998 and 2000
because the merged organization was located in
San Francisco, though Stanford Medical Center
continued to operate in Silicon Valley.

Figure 3-3
Total Expenditures and Revenues in the Higher
Education Field

Higher Ed Revenues

Higher Ed Expenditures

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Data: National Center for Charitable Statistics Core Files

Total revenue for universities and other institu-
tions of higher education rose by $600 million in
constant dollars to $2.8 billion dollars in 2003.

e spike in revenues from 1998 to 2000 shows
that these nonpro tsbene ted from the rise in
the stock market  the revenue spike was largely
are ection of increased investment returns for
Stanford University in particular.

Figure 3-4
Total Expenditures and Revenues in the Health Field

Health Revenues

Health Expenditures

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Data: National Center for Charitable Statistics Core Files

Finances in the health and human services elds
show the most consistent growth of revenues and

nances relative to other elds in the sector. Rev-
enues in the health eld grew from $617.4 million
to $958.2 million in constant 2003 dollars.

3. lll-Fated Merger Costs California Universities Medical Centers $176 Million. San Jose Mercury News, Dec. 14, 2000.
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Figure 3-5
Total Expenditures and Revenues in the Human Services Field

Human Services Revenues

Human Services Expenditures

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Data: National Center for Charitable Statistics Core Files

Total revenue for human service organizations
rose at a faster rate, from $410.5 million in 1994
to $927.6 million in 2003. Nonpro tsin the
health and human services elds are local service
providers responding to community needs. From
our interviews with county agencies we also know
that they are important partners assisting in the
delivery of essential services. With 58 percent of
their revenues based on fees and contracts, the
consistent growth in these elds may result from
multiyear contracts which are aligned with in a-
tion and population growth. In addition to strong
growth, this chart shows a consistent positive
margin between overall revenues and expendi-
tures for the eld, which is a good sign.

Figure 3-6
Total Expenditures and Revenues in the Public and Societal
Bene tField

Public and Societal Bene t Revenues

Public and Societal Bene t Expenditures

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Data: National Center for Charitable Statistics Core Files

e public bene t eld isthe only part of
the Silicon Valley nonpro t sector where
organizations faced a loss of revenue, declining
from $1.1 billion in 1994 to $556.4 million
in 2003. e public and societal bene t eld
includes organizations working on social action,
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advocacy, and community building. However,

the elds nances are dominated by scienti ¢
research and development organizations, which
experienced signi cant declines in revenues over
the past decade ( gure 3-6). If not for those losses,
the eld would have shown a 43 percent increase
in revenues.

Figure 3-7

Total Expenditures and Revenues in the Education Field

Education Revenues

Education Expenditures

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Data: National Center for Charitable Statistics Core Files

Total revenues in the educational eld (excluding
colleges and universities) grew steadily from
$323.5 million to $426 millionin 2003. s

re ectsagrowth of 43 percent in revenues,
which was matched by a 44 percent increase in
expenditures. Figure 3-7 shows that the overall
operating margin for the eld shranka er 2001
as revenue growth ceased to match expenditures.

Figure 3-8
Total Expenditures and Revenues in the Arts, Culture, and
Humanities Field

Arts, Culture and Humanities Revenues

Arts, Culture, and Humanities Expenditures

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Data: National Center for Charitable Statistics Core Files

e revenue spikesin gure 3-8 illustrate
how several Silicon Valley organizations were
able to seize an opportunity and secure major
contributions before the economic downturn.
In arts and culture, the monies went towards

USF Institute for Nonpro t Organization Management
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