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How This Manual Can Help You 
Is your NGO* seeking greater financial stability and sustainahility? Are you looking for 

new ways to make sure that you can continue operating programs? Do you want more free- 
dom in deciding how your organization spends its money? 

An endowment is one of many tools that can help you achieve these objectives. This man- 
ual explains what an endowment is and helps you decide whether your NGO should try to 
establish one. It also provides general guidelines on how to start an endowment and explains 
what you will have to do to implement these guidelines in your country. 

Who Can Use This Manual? 
Any NGO can use this manual to learn about endowments. However, there is much com- 

petition for donor endowment funds, and not every NGO will be successful in getting them. 
Most donors give preference to organizations that are well established in the community, 
have a relatively long history of providing needed services, can demonstrate their ability to 
manage and account for money. operate under a long-range plan that defines what the organi- 
zation will be doing in 10 or 15 years, and are guided by a competent, active Board of 
Directors. 

Therefore, this manual is intended primarily for well-developed NGOs that meet these 
conditions. However, even if your NGO does not meet these conditions, this manual can 
show you what you need to do to become eligible for endowment funding. Also, under spe- 
cial circumstances, a donor may decide to provide endowment funds to a newer, less estab- 
lished NGO. For example, a donor might want to endow an organization that provides a spe- 
cific service in a given geographical area. If yours is the only NGO in that area offering that 
service, the donor might consider supporting it, even though it does not meet all of the condi- 
tions. As another example, some of your Board members may have good relationships with 
donors. These relationships might persuade a donor to consider endowing an NGO that does 
not meet all the conditions. There are even cases where donors have endowed entirely new 
organizations to provide services that were not available before. 

Thus, there are no strict rules about what it takes to qualify for an endowment. Each situa- 
tion is different. It  is up to you to decide whether pursuing endowment funds is a good 
investment of your time. This manlial will help you make that decision. 

- -  - - - - 

* For purposes of this manual. Non-Governmental Organizationli (NGOs) include for-profit and non-profit institu- 
tions which undcrtakc development work using puhlic and/or privilte donor funds. 



What Is In This Manual? 
This manual is divided into two parts. Part I explains what an endowment is and what i t  

takes to start one. It concludes with a practical guide to help you decide whether or not your 
organization should try to start an endowment. Part 11 explains how to get started, develop 
the endowment plan, put the plan into action, and help the endowment grow. It provides gen- 
eral guidelines, but you will have to find out how these guidelines apply in your own country. 
For example, each country has its own laws and regulations concerning how and where NGO 
funds can be invested, the kinds of papers an NGO must submit to start an endowment, and 
the uses of endowment funds. Therefore, Part I1 does not tell you everything you need to 
know. Instead, it gives you a broad view of the process and suggests the kinds of local 
experts you can consult to get detailed information on each aspect of the endowment building 
process. 

How Will This Manual Benefit You? 
Here are some examples of what you will gain by using this manual: 

I You will know what an endowment is, and you will be familiar with different types of 
endowments. 

I You will understand how much work it takes to start and maintain an endowment. 
I You will be able to estimate whether or not the amount of money an endowment generates 

is worth the time, effort, and money required to start and maintain one. 
I You will know how to assess your own organization as well as the local environment to 

determine the feasibility of an endowment. 
I You will be able to help your organization decide if an endowment is a realistic, reason- 

able objective. 
I You will understand the basic steps involved in starting and maintaining an endowment. 
I You will know the kinds of local resources available to provide additional information and 

help you in endowment planning. 



I PART I :  
SHOULD YOUR NGO SEEK 
ENDOWMENT FUNDS? 

What Is An Endowment? 
An endowment is a sum of money that is invested to generate income. Like grants, con- 

tracts, fees, and other donations, it is one of many income sources and can help diversify 
your NGO's funding base and reduce your reliance on other sources of funds. An endow- 
ment is generally not large enough to support all current operations - and future growth - 
by itself. Therefore, an endowment alone does not guarantee financial sustainability. 

Usually, the endowment money itself - called "the principal" - must remain invested, 
and you cannot spend it. You can spend only the income generated. For example, you may 
place your endowment funds in a certificate of deposit at a bank that yields I0 percent inter- 
est every year. You may invest the endowment in market stocks that yield different amounts 
each year and can also increase the amount of the principal. You can spend the interest or 
stock yield, but you must leave the principal invested. The amount of money available to 
you depends on the rate of return from your investment. There may be local laws that limit 
your investment options andlor the amount of interest you can earn from endowment funds. 

There are special kinds of endowments that do allow you to spend the principal. These are 
less common. They are called "term endowments" or "wasting endowments." The condi- 
tions for these endowments vary. You may be permitted to spend the principal at a certain 
time, for instance I0 years after you receive it. For the first 10 years, you can spend only the 
interest. You might also be permitted to spend a certain amount of the principal every year, 
for example 10 percent a year for I0 years. In this case, you can spend both the principal 
and interest, but the amount of interest will be less each year because the principal gets pro- 
gressively smaller. 

Using Endowment Fund Income 
Endowment funds may be restricted or unrestricted. If they are restricted, you can use the 

income generated only for certain specified purposes. You might be able to use the money 
only for a specified program or for service to a certain group of people. Another restriction 
might be that you can use the money for any program service, bvt not for administrative and 
management expenses. For example, the Escuela Agricola Pan-Americana (EAP or Pan 
American Agricultural School) in Zamorano, Honduras received U.S. Agency for 
International Development (A.I.D.) endowment funds for scholarships and uses the interest 
only for designated scholarship purposes. 

If endowment funds are unrestricted, you can use the money for any legitimate purpose as 
you wish. Since it is often hard to raise funds for administration, many NGOs use endow- 
ment income to support these costs and other donor funds to support their programs. The 
Fundacidn Hondureiia de Investigacidn Agricola (FHIA or Honduran Foundation for 
Agricultural Research) received an unrestricted A.I.D. endowment and uses it to support 
general operating costs. An unrestricted A.I.D. endowment to Asociacidn Pro-Bienestar de 
la Familia Colombiana (PROFAMILIA), a leading provider of family planning services in 
Colombia, allows similar flexibility. 

3 



How An Endowment Can Affect Your Organization 
There are both advantages and disadvantages to endowments. You necd to consider care- 

fully how an endowment could affect your NGO and decide if the advantages will outweigh 
the disadvantages. Here are some of the things you will need to think about. 

4. Greater ability to handle financial emergencies 
5. Opportunity to increase the principal I 

1. A new source of reliable income 
As long as you leave the principal in a relatively sta- 
ble investment, you will bc able to count on a certain 
amount of income cvery year. This is quite different 
from annual grants from other donors. Thosc grants 
can be discontinued at any time if the donors decide to 
stop funding you for any reason. For example, PRO- 
FAMILIA enjoyed regular annual A.I.D. support for 
over 25 years, but A.I.D. is now planning to phase out 
its Colombia operations. The new A.1.D.-supported 
endowment will provide reliable funding to PROFA- 
MlLlA after A.J.D.'s withdrawal. Remember that 
endowment income is in addition to your grants, con- 
tracts, fees. and other donations. Although you may 
incur costs in managing this money or preparing 
reports about the endowment, you can rely on the 
income. 

2. More flexibility in spending decisions 
This is an advantage mainly of unrestricted endowments. Those endowments allow you 
to spend the income as you wish, and you can spend it differently each year. You may 
support new ventures, cover administrative costs, or pay for programs and services of 
your choice. For example, PROFAMILIA plans to use the hard currency generated from 
endowment investments abroad to purchase family planning commodities on the interna- 
tional market in response to the withdrawal of donated commodities. 
The potential advantage of flexibility can apply eveil to a restricted endowment. A 
restricted endowment generates money for a specific purpose. If you have other unre- 
stricted funds. you will not have to use them for the endowment-supported activity and 
therefore have greater flexibility in allocating them to other purposes. 

3. Better image 
An endowment can improve your NGO's image in the community and among donors. It 
is a signal that the donor thinks your NGO is doing a good job and deserves support. It 
also indicates that your NGO can be trusted to manage money. A reputation for good 
programs and good management will help you raise funds from other sources. 

4. Greater ability to handle financial emergencies 
You can treat endowment income as an emergency reserve fund. using it to pay for unex- 
pected expenses. For example, you might expect a certain amount of money every year 
from a certain donor. If that donor suddenly decides to stop funding your NGO, you can 
use the endowment income to replace that funding. As another example, your services 
might depend on a large number of vehicles to transport your workers or deliver goods 
and services. If something unexpected happens to those vehicles, you can use the 
endowment income to buy new ones. 



In some situations, you can also borrow I r o ~ i i  the principal to cover emergencies and thcn 
pay the money back to the endowment from another source. I-lowever, you have to find 
out if this is legal in your country and pcrmittcd by your donor. You also generally have 
to be sure to pay the money back rigllt away. Thc Fundaci6n para Desarollo Agricola 
(FUNDAGRO or Foundation for Agricultural Devclopnient) in Ecuador negotiated an 
endowment agreement permitting expenditure of endowment principal in emergencies 

5. Opportunity to increase the principal 
Your investment options depend on locd laws and regulations. The endowment donor 
might also restrict the kinds of investments you can make. If you are permitted to invest 
in stocks, business ventures, real estate, or other things that could increase the value of 
your principal, then a wise investment might make the principal grow. Since the amount 
of income generated is related to the total amount of the principal, a wise investment can 
result in higher regular income. In Costa Rica, Educacidn Agricola de la Region Tropical 
Hlimeda (EARTH or Agricultural College of the Humid Tropical Region) was able to take 
advantage of this opportunity. It originally received a $50 million endowm.ent in local 
currency from A.I.D.. It is using the interest earned to purchase U.S. dollars. This strate- 
gy is expected to increase the endowment principal eventually by $10 million. 

normal fund raising activities must continue, even after 4. Inability to attract additional donors 
the organization has been endowed. This includes seek- 5. High costs and low return 
ing other grants, contracts, and charitable contributions, 
as well as charging service fees. 

2. Reduced attention to planning 
Having an endowment does not mean that your NGO is permanently secure. You still 
need to engage in planning for the future, developing strategies for ~rganiza~tional growth 
and strengthening services. You will still need other sources of funds, and most donors 
expect an NGO to have clear plans and strategies that justify requests for funds. 

3. Devaluation of the principal 
The purpose of an endowment is to provide a steady source of income. This depends in 
part on maintaining the value of the principal. In some countries, inflation, currency 
devaluations, and changes in government policies make it hard to do this. Both EAP in 
Zamorano, Honduras and the Instituto de Estrategia Agricola (IDEA or Institule for 
Agricultural Strategies) in Ecuador have experienced losses in principal value due to 
existing economic conditions. Because your investment options depend on local laws 
and conditions as well as the policies of the donor, you are not always in control of the 
situation. If your principal decreases, the costs of maintaining the endowment may 
begin to exceed the return you receive from it. In considering an endowment, you need 
to assess the various financial risks relating to the principal, and how such risks might 
also affect your expenses. 



4. Inability to attract other donors 
If your NGO has an endowment, other donors may think the organization is rich and 
does not need additional support. This could cause current donors to withdraw existing 
support. It could cause otl~ers to deny your requests for new funding. You must be able 
to show why you need additional funding and how you will use it. The best way to do 
this is to develop a long-range plan clearly stating what you plan to do, why there is a 
need for the programs you propose, and how niuch money you need to carry out the 
plan. This will help persuade donors that your NGO truly needs other support and that it  
will use that support wisely. 

5. High costs and low return 
Endowments can be large or small. The costs of raising and maintaining endowments 
also vary. The next section of this manual explains what some of these costs might be. 
While an endowment may seem very attractive at first, you could find that the resources 
you have to devote to raising the initial principal, managing the money, and reporting on 
the fund far exceed the value of the return. In other words, it may result in a net finan- 
cial loss. This is particularly true of small endowments that require a great deal of 
administration. 

I Before you continue reading, stop and fnink about your own NGO 
and its environment. If you can identify other potential advantages 
and disadvantages, list them here. You will use this list when you 
make your decision at the end of Part I. 



Yihat Does It Take To Start An Endowment? 
C Starting an endowment i s  a big job. I t  takes lots of timc and effort. I t  may cost money. It 

may involve developing long-term relationships with donors that will become involved in 
your NGO and in its programming and financial decisions. Before you start, you need to 
understand what i t  takes, assess your NGO and i ts  environment, examine your own 
resources, and decide whcther or not pursuing an endowment i s  the right kind of invcstmcnt 
for your NGO. Here are sorrle of the things you need to consider. 

Characteristics Of Your NGO 
There are many aspects of your organization that will determine whether or not you have 

the capacity to establish an endowment. There are also many aspects that donc~s will look 
at in considering granting you endowment funds. To a lary,,: extent, you have control over 
these characteristics. You need to know what key aspects to assess and see how well you 
measure up. 

Plans 
I t  i s  hard to get an endowment without long-range plans. Both you and your donors need 

to know where your NGO i s  going, and how the endowment will help you get there. 
Sometimes these are called strategic plans. They are based on the NGO's goals or mission. 
Donors view endowments as investments, even though they get no money in return. Before 
giving endowment funds, they want to be sure their investment i s  justified, and that the NGO 
has a definite purpose and direction. A long-range plan is the best way to prove this. 

Reputation 
Your NGO's reputation i s  a key consideration. Donors will want to know that your ser- 

vices are of high quality and that your clients are satisfied. They will want to know that your 
organization is  well managed. They will want to know that the leadership - the Board and 
senior staff - are well respected in the community and have good relationships with key 
leaders. They will want to know that the Board takes an active interest in the organization. 
They will want to know that the organization has n serious commitment to its goals and is 
well known for working towards achieving those goals. 

People with key skills 
An endowment involves a lot of work. You need people who can analyze the legal and 

regulatory environment, explain why you need the endowment and how you will use it, iden- 
tify potential donors. solicit funds, develop the endowment plan, make investment decisions, 
oversee the endowment fund, report as required to the donors, and make sure that the funds 
are used properly. Many of these tasks are usually carried out by Board members and senior 
managers, sonutimes assisted by outside experts. Volunteers may also play an important 
role. You need to make sure that your NGO has access to the full range of skills required to 
establish and run the endowment. 

Access to donors 
There is  a wide range of potential endowment donors. This range includes national devel- 

opment organizations, international development organizations, governmental development 
agencies, international and local foundations, international and local businesses, and individ- 
uals. You need to know how many of  these donors are located in your area. You also need 
access to them. Very often, NGO Board members are a good source of contacts because they 
have prior relationships with representatives of  these groups. 



Some endowment donors require that you raise matching funds in ordcr to clualify Ibr the 
endowment. This means that you need continuing access to other donors evcn after yo11 
have secured an endowment conimitment. For cxample, A.I.D. and the Government of thc 
Dominican Republic granted an endowment to the Instituto Superior de Agricola (ISA or 
Superior Institute of Agriculture). As pilrt of the endownlent agreement, the Institute had to 
secure from other sources one peso for every three pesos in endowment funds. This worked 
well because the Institute had close linkages with local business and civic leaders, and these 
linkages provided access to the matching funds. 

What funding you have now 
Having several sources of income - contributions and grants as well as contracts and fees 

- is generally an organizational strength. It cxposes you to less risk if you lose one of your 
sources. I t  also indicates that your NGO can attract funds from a variety of donors and 
clients. This shows potential endowment donors that people vnluc your organization and its 
services. It is very rare that an endowment will provide all the income your NGO needs. A 
diverse funding base will increase your financial self-reliance. It will also help you pay for 
endowment start-up costs. 

Capacity for an initial investment 
Establishing an endowment always costs money, even when the process is relatively easy. 

There are costs for staff time devoted to various tasks in researching endowment potential, 
developing thc plan, and carrying it out. This is true even if many tasks are performed at no 
cost by Board members and volunteers. You may also have to pay experts for advice on spe- 
cial matters. Depending on your environment, you may have to pay legal fees, licensing or 
registration fees, and bank fees. If you have limited money to invest in this process, you 
need to think carefully about spending it on trying to start an endowment. 

External Factors 
Your environment will affect your ability to establish and maintain an endowment. While 

you cannot control environmental filctors and characteristics, you can work on identifying 
and understanding them. This will help you develop strategies to reduce any constraints th3t 
may exist. It will also help you understand international donor policies about endowment 
investments in your country. 

Laws, policies, and regulations 
Your country's economic laws, policies, and regulations as well as those related specifical- 

ly to endowments will affect your ability to attract endowment funds and to establish and 
maintain the endowment. There may be rules about what kind of organizations can have 
endowments, registering the endowment, managing endowment funds, investing the funds 
locally or abroad, using investment income or principal, taxes and tax exemptions, and 
reporting on the fund. Some countries may require that the legislature enact a separate law 
for each endowment. This could take considerable time and might affect your decision to 
pursue this kind'of funding. Some countries limit opportunities to invest abroad and bring 
the interest back home or to maintain foreign currency accounts in local banks. If local rules 
conflict with donor policies, it will be hard for you to negotiate an endowment grant. 

Economic climate 
The economic climate has a lot of influence on the feasibility of an endowment. A stable 

economic climate will attract foreign donors and increase the likelihood that local donors 
have sufficient funds for donations. If  NGOs are required to retain their principal in local 
currency or local institutions, a stable climate will result in reliable interest from the endow- 
ment. An unstable climate increases the risk both for the donor and lor the NGO. For exam- 



ple, EAP in Zamorano, Honduras invested its principal in government bonds. Because ol' 
economic changes, the value of those bonds decreased by 60 percent. This means the school 
i s  getting less income than it expected. This experience has delayed the establishment of the 
endowment for FHIA, also in Honduras, because of donor concern about the effectiveness ol' 
the investment. 

A vaiiability off donors 
Some international donors work only in certain countries, and the availability of local 

donors varies greatly from one country to the next. Most donors specialize in certain pro- 
gram areas, such as health, agriculture, or education. You will have to investigate the avail- 
ability of donors in your area that support your kinds of programs. You also need to remeni- 
ber that not all donors, international or local, will provide endowment funds. Each donor has 
i ts  own policies and rules about making grants. Therefore, it is not enough simply to identify 
donors. You will also have to determine whether or not the donors operating in your area are 
willing and able to grant endowments. 

Competition from other NGOs 
You may be competing with many other NGOs for endowment funds. Even i f  there are 

willing donors available, your chances of attracting funds may depend on the number of 
other NGOs also soliciting those funds. If there i s  competition in your area, you will have to 
convince the donors that your NGO is more deserving of their support. I t  may take time and 
effort to develop a successful solicitation strategy. 

costs 
In addition to the initial investment described above, an endowment may involve continu- 

ing costs. You may have w pay an annual fee to the institution or individual managing the 
fund. You may have to spend staff time preparing reports to the donor or government agen- 
cies. The donor may require you to pay for an external audit of the endowment every year. 
I f  the endowment i s  small, the income you receive may not be enough to justify these costs. 

Conditions imposed by the donor 
Some donors provide endowment funds with few restrictions. Others impose special con- 

ditions. Some insist that you raise matching funds and will release money only gradually, as 
you meet your matching obligation. Some restrict endowment grants to local or foreign cur- 
rencies. Depending on the local laws and economic climate, these kinds of restrictions could 
affect your ability to use the endowment funding. Some require that one of their representa- 
tives monitor the fund and its operation, which means that your NGO will be subject to some 
external oversight. Some demand that you leave all the interest in the investment for a cer- 
tain number of years, thus making the principal grow. During this period, you get no finan- 
cial benefits from the endowment. Some permit the use of endowment income only for des- 
ignated purposes. You may need money for other purposes. While you can negotiate with 
donors regarding certain aspects of their endowment grants, you cannot control their poli- 
cies. What you can do is  make sure that funds flowing into your NGO meet your organiza- 
tion's main objectives and can be managed by the resources available to you. 



How Much Work Is It? 
Even i f  your organization i s  strong and thcrc arc Scw cxtcrnal factors that limit your 

opportunities, you nccd to considcr cnrefi~lly thc urnount oS work involved in starting and 
maintaining an endowment. Knowing what you havc lo do will hclp you clccidc whether or 
not your NGO should pursue an cndowtncnt. Part II dcscribcs the tasks in more detail. Here 
is an overview which will help you decide about moving lbrward in the next section of this 
manual: 

Identifying and coordinating people who will carry out ccrlain tasks, such as legal 
research, investment research, donor research, contacting donors, soliciting funds, devel- 
oping the plan, monitoring expenditures, inanaging the cndowment fund, and reporting 

Collecting and analyzing delailcd information 

Defining the endowment purpose 

m Setting the financial goal, based on an analysis oS funding sources and the orgunization's 
needs 

m Completing the legal, banking, and other arrangements necessary to start the endowment 

Developing a detailed implementation plan to raise funds 

m Developing an endowment proposal 

8 Identifying and overseeing a qualified fund manager 

Putting the endowment plan into action 

Monitoring progress 

Monitoring the use of  funds 

8 Maintaining relationships with donors and local officials. 



Making The Decision: Should Your NO0 Pursue 
An Endowment? 

You know what an endowment is. You understand some of the internal and external I'ac- 
tors that can affect your ability to gct endowment funds. You are aware that i t  will take a lot 
of work to establish and maintain the fund. Now is the time to decide whether or not your 
NGO should try to raise endowment funds. This section of the manual will guide you 
through the decision-making process. 

Finding Out The Basic Facts 
Before you start making your decision, collect some basic information about your environ- 

ment and your own organization. If you decide to pursue an endowment, you will refine 
your information base in Part 11. The basic facts will help you assess your endowment 
opportunities. Staff, Board members, and volunteers can participate in collecting this infor- 
mation. Be sure everyonc writes down the findings so they can be shared with others. 

Laws, policies, and re!gulations 
, Here are the main questions you need to answer: 

r Is there a government policy about NGO endowments? If so, what are the key points of 
this policy? 

s What specific steps do you have to take to establish an endowment? What do they cost? 
r What are your investment options? Are you restricted to investing in government securi- 

ties? Can you invest abroad? 
r In what currency can the endowment be based? Local currency or dollar-based? 
r Are there any liniits on interest rates? 
r What is the average rate of return you can expect? On a variable basis or a fixed return 

basis? 
r Are there any steps you have to take every year to maintain the endowment, likc submit- 

ting reports or paying registration fees? What do they cost? 
Are there any limits on the size of NGO endowments? 

r Are there any restrictions on how you can spend endowment income? 
Consult with knowledgeable people in your community to see if there are other questions 

you should address. 
When you have collected the information, prepare a summary list showing factors that 

encourage or make it easy to establish an endowment and factors that inhibit or make it hard 
to establish an endowment: 



Endowment donors 
Find out which donors operating in your area have given endowment funding to other 

NGOs or have policics permitting them to grant endowments. Yo11 can get this information 
by talking to donors, reviewing their literature, and consulting with other NGOs that have 
experience in soliciting endowment funds. Your Board members may be very knowledge- 
able about donors operating in the area, so you should consult with them in conducting this 
research. 

Summarize the information you collect on the following table: 

For Policy, put a checkmark (J )  in the "Yes" column if the donor's policy permits endow- 
ment grants. Put a checkmark in the "No" colucrn if the policy prohibits endowment grants. 
If you don't know, leave the columns blank. 

For Prior Endowments, put a checkmark in the "Yes" column if the donor has granted 
endowment funds to NGOs in your area. Put a checkmark in the "No" column if it has not. 
If you don't know, leave the columns blank. 

For Program Area, enter the donor's target program area, such as health, agriculture, or 
education. 

Fill in the Amount column only for those donors that have given endowment grants. If a 
donor has given more than one endowment grant, enter the range of amounts granted (such 
as $25,000-$500,000). 



Endowment history and experience from the donor perspective 
Your ability to attract endowment funds may be influenced by the prior experience of' 

endowment donors in your country. If NGOs receiving funds have managed and spent them 
well, donors may be willing to make additional investments. If the economic climate or 
other factors have resulted in devaluation of the principal, or if  NGOs have not done a good 
job in using and managing their endowments, donors may be unwilling to make additional 
investments. 

Find out what you can about donor experience with other endowments and summarize the 
key points for later review and discussion: 

Endowment history and experience from the NGO perspective 
You also need to know how well the endowments have worked out for the NGOs that 

received them. Was the income worth the time and costs? Was the income as high as 
expected? Were there any problems in maintaining the value of the fund? Did the endow- 
ment discourage other donations? Did the endowment help the NGO expand its program- 
ming, or were there too many limits and conditions on the endowmerlt? Was it easy to man- 
age the endowment? How did the endowment change the organization? 

Find out what you can about NGO experience with other endowments and summarize the 
key points for later review and discussion: 



People who can work on the endowment 
You already know that starting and maintaining an endowment is a lot of work. You need 

people with a wide range of skills who are willing rind able to participate. You can minimize 
costs by using people who will not charge for their services. Consider all the people avciil- 
able to your NGO - staff, Board members, and volunteers. Find out what skills and abilities 
they have and use the table below to summarize the results. If you ciln accomplish the task 
without paying outside experts, put a checkniark in the "Free" column. If you will have to 
pay for additional expertise, put a checkmark in the "Must Pay" column. 

I I I Preparing and filing legal pap& I 
I Managing investments I I I 
I Managing income I I I 

I Maintaining donor and government contacts I I I 

Monitoring programs and expenditures 

Preparing reports 
-- 



Estimated costs 
You now have somc information about initial costs, such as licensing Sees, maintctli~ncc 

costs, and annual fecs to audit firms or to banks or othcr financial institutions milnnging thc 
endownlent fund. You also know whcther or not you will hovc to pay Sor experts to pcrform 
key tasks. Summarize this information in the following tablc, indicating the estimated cost 
for each item. Put a chcckmark in the "Start-up Only" column if the itcrn i s  a onc-timc cost 
associated with starting the cndowment. Put il checkmark in the "Regular" column i f  you 
expect to have to pay for the item on a regular basis, such as an annual audit. 

Analyzing The Facts 
You now have enough information to start deciding i f  your NGO should try to get an 

endowment. While NGOs everywhere have many things in common, the situation i s  unique 
for each one. There i s  no definite formiila for success. What works wcll for one NGO might 
not work for another. Conditions that makc i t  easy for one NGO may make it difficult for 
another. You will have to spend time studying your own situation and deciding whether or 
not an endowment is the right step for your NGO. You should not be concerncd i f  this 
process takes a long time. Your NGO is making a very important decision that rcquires con- 
siderable thought and discussion. 

A good way to make this decision is to gather a group of  knowledgeable people, including 
staff, Board members, and volunteers. who bring a variety of skills, experience, and view- 
points to the discussion. You might want to work with key Board members in identifying a 
discussion group. Since this kind of important decision will probably take many meetings, 
not just one, be sure that the people selected can devote enough time to the proccss. Bcfore 
the first meeting, it wil l  help to give each person a set of the worksheets complctcd r l  . b ovc so 
that he or she can study them in advance. When the meetings take place, i t  is uscful to put 
large copies of the worksheets on the wall so that peoplc can refer to thcm casily. 



Here lire the two main questions you need to ilnswcr: 

Write the questions on a large piece of paper and put the paper on the wall. This will help 
keep the discussion on track. In discussing the questions, use the information you already 
have. If you find that you need additional information, someone nceds to be responsible for 
getting it, and another meeting should be scheduled. Make sure that someone takes notes at 
each meeting so you can keep trgck of the decision-making process. 

Each question is very complicated. Your chances of getting the funds depend on many 
things, including donor availability, the status and reputation of your NGO, your ability to 
raise and manage the funds, the effi:ct of laws and regulations, and the amount of competition 
you will face. The relationship between costs and benefits also depends on many things, 
including the size of the endowment you can expect, realistic rates of return, investment 
options, when and how you can use the income, money management expertise, and the effect 
of the endowment on your organization. 

What To Do Next 
If you conclude that your NGO should not pursue an endowment at this time because of 

factors that are within its control, you can develop a strategy to improve your chances. For 
example, if you decide that an endowment is an unrealistic objective right now because you 
have no long-range plan to show donors your direction or because you lack sufficient man- 
agement and financial expertise, you can make plans to correct these problems. If your con- 
clusion is based on Factors outside your NGO's control, such as policies that prohibit NGO 
endowments or severely limit your investment opportunities or rate. of return, you can save 
your analysis and discuss an endowment again later when conditions change. 

If your conclusion is positive - that your NGO should pursue endowment funding - you 
can move on to Part 11 of this manual, which contains practical guidelines. 



This part of the manual guides you through four stages of starting and maintaining an 
endowment. The four stages are: 

1. Getting Started: First Steps - This stage picks up where your analysis left off in 
Part I. It involves organizing people to work on starting the endowment, collecting and 
organizing additio~lal information about the local environment and potential endowment 
donors, establishing the basic purpose of the endowment, and setting the financial goal. 
The manual outlines each basic step and suggests sources of information and assistance 
that may be available to you. 

2, Developing The Implementation Plan - This stage results in a detailed plan for 
raising the funds, carrying out all legal activities associated with the endowment, and 
developing proposals, publicity materials, and other documents needed. The manual 
describes the basic elements of the plan and suggests various methods to develop it. 

3. Putting The Plan Into Action - This stage requires implementing the plan and 
monitoring progress. The manual describes how you can use information on your 
progress to assess and revise your strategies and to increase your NGO's appeal to . 

donors. 

4, Helping The Endowment Grow- This stage begins after you receive the endow- 
ment funds. Receiving the funds does not mean your job is finished. The manual sug- 
gests several activities needed to maintain the health of the endowment fund and to 
attract additional funding. 



Stage 1. Getting Started: First Steps 
This stage is primarily an organizing, thinking, and analysis period. There are a number of 

decisions you have to make before you actually develop your plan for raising endowment 
funds. These decisions depend on carcful analysis of information about your own environ- 
ment and the range of donors that might support your NGO. In addition, you need to assem- 
ble a group of people with the necessary skills and expertise to lead the organization through 
the endowment development process. Here are the key first steps: 

Organizing People 
Starting and maintaining an endowment is a complex and time-consuming process. Most 

successful NGOs organize a central endowment planning group in which at least the follow- 
ing skills are represented: law, investment, financial management, program planning and 
development, marketing, negotiation with donors, fund-raising, organizational planning, and 

m Defining the endowment purpose 
8 Setting the financial goal 

there may be local laws that requi 

public relations. The group may consist of any combina- 
tion of staff, Board members, volunteers, and outside 
experts. Sometimes there are also subcommittees of the 
central group, each focusing on a specific area. For exam- 
ple, you could establish a Finance Committee responsible 
for researching financial laws and regulations, investigat- 
ing and analyzing investment options, identifying qualified 
fund managers, and overseeing financial aspects of the 
endowment after it is established. Donors generally like to 
see significant Board involvement in the planning group 
and subcommittees, since this demonstrates the organiza- 
tion's serious commitment to endowment objectives. Also, 
re such participation, particularly in financial matters. 

Brietly review the remaining first steps to determine how many people and what kinds of 
skills you will need to carry out Stage One. Then identify qualified individuals who have the 
time, interest, and expertise to participate. This group can be the core of your Stage One 
endowment planning group. As you move through other stages, you can expand the group 
andlor change its composition as needed. 

Refining Your Information Base 
In Part I, you assembled a considerable amount of information to help in deciding whether 

or not to pursue an endowment. Having made the decision, you now need to research many 
issues much more thoroughly to refine your information base. These efforts must focus on 
two areas: (I)  national policies, laws, and regulations and (2) donor policies and regulations. 
The key issues are listed below, followed by potential sources of information and assistance. 
In conducting this research, tasks may be distributed among members of the endowment 
planning group or assigned to others as appropriate. 

1. National policies, laws, and regulations 
Registration 

Some countries require NGOs to register an endowment. This is separate from the regis- 
tration of the NGO itself. It may be required before you begin to raise funds or after the 
funds have been raised. You need to find out the following: 

Endowment registration requirements, if any, including documents required (such as a 
copy of the NGO's Charter or Articles of Incorporation, By-Laws, list of Board members, 
and annual reports) 
Where to register 



m When to register 
Average length of time to get registration approval 
Initial registration fees and standard annual fees, if any. 

Permissible activities 
Most countries have rules about the kinds of activities in which an NGO can engage. 

Generally, NGOs are excluded from political, religious, and commercial activities. I f  your 
NGO is now operating, you already comply with these rules. However, the rules may differ 
with regard to endowment funding, and you need to determine if this is the case in your 
country. If you are planning to start a new NGO, then you will need to research both general 
NGO and endowment rules. 

Investment options 
In Part I, you developed preliminary information about national policies and regulations 

regarding investing endowment funds at home and abroad. You now need to collect morc 
detailed information so that you understand exactly how the regulatory environment will 
affect your ability to generate investment income. This information will also help you deline 
yor~r financial management needs. Here are the main issues to address: 

Can you invest abroad? If so, under what conditions? In what countries? In what kinds of 
institutions and ventures (simple bank accounts, money market funds, bonds, commercial 
stocks, stock funds, real estate)? For how long? 
What rate of return can you reasonably expect from foreign investments? How safe are 
they? How does the rate compare with the intlation rate? 
Can you invest in your own country? If so, under what kinds of conditions? In what kinds 
of institutions and ventures? 

I m Can you start spending investment income right away, or 8 Liability and insurance 
is there a waiting period? 

8 Terminating the endowment 
If you do have options, what is the cost (including man- 8 Reporting requirements 
agement and reporting) associated with each one? 

Manag8ment requimments 
There are often rules and regulations about how the 

endowment is managed, both programmatically and financially. For example, the Board 
Finance Committee may be designated by law as the authority responsible for ensuring that 
the fund is professionally managed and funds are spent appropriately. Alternatively, the law 
might require financial management by an independent outside firm. There may also be reg- 
ulations mandating widespread professional and community representation in decisions 
about how the endowment funds are used. Further, there may be conflict of interest regula- 
tions. These would prohibit anyone who might benefit from the funds from participating in 
fund management and expenditure decisions. For example, if your NGO is going to use 
endowment funds to make grants to or purchase services from other organizations, represen- 
tatives of those organizi~.;ons could not be involved in fund management and allocation. 
Finally, the law may require regular outside financial audits. 

- 



Taxes 
Most countries that encourage NGOs offer certain tax advantages or exemptions to these 

organizations. In preparing to start an endowment, you need to know specifically how local 
tax laws affects NGOs in the following areas: 

8 Taxes on regular contributions 
r Taxes on endowment contributions 
8 Taxes on investment income earned locally 
8 Taxes on investment income earned abroad 

8 Taxes on property 
m Taxes on imported goods 

Taxes on transactions (such as banking) 
m Local sales taxes. 

Also, because you will continue to raise funds in an effort to increase the endowment, you 
need to know if tax laws encourage local individual and corporate donors to contribute to 
NGOs. In many countries, these donors can deduct contributions from their income when 
calculating their income tax. This is an important incentive for charitable contributions. 

Liability and insurance 
There may be legai penalties for errors made in managing the endowment. Examples of 

errors include failing to comply with laws about investing abroad, tiling reports that are 
incomplete or late, and using investment income for prohibited purposes. You need to know 
exactly who is legally responsible for any errors made so that you can protect the NGO and 
its Board. In some countries, NGOs can purchase insurance to protect against these prob- 
lems if they arise. 

Terminating the endowment 
The endowment could be terminated or dissolved sometime in the future for many reasons, 

The NGO could go out of business, the principal could decrease markedly in value, or the 
purpose could be achieved so that the endowment is no longer needed. The question is 
where the remaining funds must go and who has control over them. In some countries, the 
government may be the recipient of dissolved endowments. Most donors have a strong intcr- 
est in the answer to this question, as they, too, may wish to place some limitations on the use 
and allocation of dissolved funds. 

Reporting requirements 
Local laws and regulations may require a variety of reports on endowment funds, such as 

annual program reports, expenditure records, and outside audits. In some countries, these 
reports may be part of an annual registration renewal process. You need to know exactly 
what is required, by which agencies and institutions, so that you can plan to meet the report- 
ing requirements and assess the costs involved. 

costs 
Compile a list of the estimated costs related to the issues and requirements described 

above. Be sure to include the costs for expertise you might have to buy (such as financial 
management, legal services, and audits), direct costs (such as registration fees), and the costs 
associated with management time. These estimates will help you set your financial targets 
later in Stage One. 



The following table lists possible sources for gathering informiltion on ni~tional policies, I ~ I W S  iuld rcguli~lions, 



2. Donor policies and regulations 
Policics ancl rcgulntions differ among clonors. 11' you cxpcct to solicit cndownicnt fi~ncls 

I'rom niore than onc donor, you may wiuit to ~iii~kc u scpariitc list of i11li)rmution Ihr caoli one. 
Muny of thc ci~tegorics bclow ore tlrc samc us thc orics yo11 invcstigatcd with rcgurd to your 
own govcrnmcnt, but thcrc itrc some di fl'crcnccs. 

Permissible uses 
In Part I, you lei~rncd that donors may l i m i t  thcir flintling to restricted or unrcstrictecl 

endowments, and that they mily liuvc spccial arcus of interest, such as hcaltli, education, 
sniall business dcvclopmcnl, agriculture, or the environment. Somc pcrmit i~sc of cndow- 
riicnt inconic for operating costs, while others restrict inco~iic to direct program costs. 
Collect additional details about donor fi~nding policics so you are surc exactly what funding 
opportunitics cxist for your NGO. This will help you define your endowment purpose in  
Stage One and develop your endowment proposal in  Stage Two. 

Financial rules and regulations 
Like governmcnts, many donors have their own finan 

cia1 rules and regulations on a variety of financial issues 
You will need to cornpare these requirements with those 
your government to make sure that they do not conllict. 
In this stage, you need specific answers to the following 
questions: 
8 Does the donor require investnients in a specitlc coun 

+...,' 1 

sions and/or your expendiklres? -1f so, what are the cri- 
teria and procedures for approval'? 

Reporting requirements 
D Donor role 

Costs 
m A new source of reliable income 

8 Can you spend the principal? If  so, when, and under what conditions'? 

t r y ;  

Does the donor limit your invc!;tment opportunities, or 
can you choose aniong banks, stocks, stock funds, 
money market fi~ncls, real estate, and other ventures? 

Can you spend the investment income right away? If  
not, how long do you have to wait? 

Management requirements 
Many endowment donors impose a variety of management requirements as a way of pro- 

tecting their investment in your NGO and ensuring that the funds are managed and used 
properly so that they reach the planned beneficiaries. In deciding whether or not to make a 
contribution, these donors will look closely at your organization to make sure you have the 
right striictiires and procedures in place. You need to understand the requirements fully so 
that yo11 can demonstrate your NGO's ability to meet them. 

m Does the donor have to approve your investment deci- 

Here are some of the typical management requirements imposed by donors: 
8 The Board must represent the community and/or contain n range of professional skills 

related to the NGO's management and programs. 
r The NGO must hire a professional fund manager. either locally or abroad, to manage the 

endowment fund. 
The Board must appoint a Finance Committee that actively oversees the professional fund 
lnanagcr and thc use of endowment funds by NGO management. 

8 The NGO must arrange for an independent financial audit every year and submit the audit 
report tc the donor. 



~armlnatlng the endowment 
In the tcrms of lhc cndowmcnt gin, the donor may stipulutc what liuppcns to thc fund iS 

thc cndowmcnt dissolvcs. In some cases, thc NGO may hi~ve to return any unspcnt Suncls to 
the donor. You ncctl to understand these conditions in advance, compare them with thosc of 
your government, and make sure that yoi~ can mcct the requirements of both. 

Raportlng requlremente 
Like governments, donors typically require a variety of reports on endowment funds, such 

as annuill program reports, cxpenditurc rccords, and outside audits. Some donors havc morc 
extensive reporting requircrnents. Kliowilig cxactly what these are will hclp you plan to 
meet them and assess the costs involved. Oftcn, donors requirc reports in a very spccil'ic Sor- 
mat that may differ from the one your government requires. In these cases, yo11 will have to 
spend effort on presenting the same information in two different ways. Be sure you recog- 
nize this in developing your cost estimates. 

Donor rok 
As a condition of their endowment contribution, some donors take an active role in 

endowment management. The conditions of the endowment might state that a donor repre- 
sentative will serve on the NGO's Board or on a Finance Committee. They might state that 
the donor must approve investment strategies and decisions, review and approve plans for 
spending endowment income, or participate in evaluating endowment-supported activities. 
Donors also sometimes require recognition in publicity about the endowment and the activi- 
ties it supports. These kinds of issues can affect your organization in many ways, and you 
need to assess options for responding to them. 

costs 
Compile a list of the estimated costs related to the issues and requirements described 

above. Be sure to include the costs for expertise you might have to buy (such as financial 
management, legal services, and audits), direct costs, and the costs associated with manage- 
ment time. These estimates will help you set your financial targets later in Stage One. 

DefinIng The Endowment Purpose 
How does your NGO plan to use the endowment funds? 

To start a new program? Expand current programs? Begin 
activities in a new geographical area? Give grants to other 
organizations? Invest in community-based programs? 
Increase its administrative and management capacity? Fund 
staff training programs? Fund general operating costs? 

I 

Answers to questions like these will determine if you are 
seeking restricted or unrestricted funding. The answers will 
also help you determine if yoitr endowment objectives are ' have kceived endowment funds from the donors on 

consistent with local laws, which may restrict the kind of your list. In some countries, there are associations 

activities in which you can engage, and with the interests of of NGOs, and association staff are very knowledge- 

potential donors. Further, a discussion about purpose will able about donor policies and regulations. 

help you assess the potential effect of the endbwment on 
your organization and plan for the changes that may take 
place. 

, 
This is an ideal discussion for the central endowment planning group. At this stage, you 

do not need a long, detailed description of proposed uses. The objective is to develop a sim- 
ple statement of purpose to help set the financial goal and form the basis for developing the 
endowment statement or proposal. 



Setting The FInanclal Goal 
How much money do you want to raisc for the endowmcnt? Thcrc are two steps in 

answering this question. 

First, you need to determine how much your endowment-supported activities will cost. II' 
you plan to use the endowmcnt to pay your operating costs, then you must determine your 
operating costs. I f  you plan to use the endowment to support new programs, then you must 
estimate the costs of implementing and running those programs. 

Second, you need to determine how large the endowment rnust be to generate the amount 
of incomr: you need. This depends on three factors: (I) the rate of return you can reasonably 
expect, (2) the rate of inflation, and (3) the costs associated with maintaining the endowment, 
such as fees to financial managers and the costs of staff time required for reporting on the 
endowment fund. 

There i s  no set rule about how much income makes an endowment worthwhile. However, 
many NGOs that have experience with endowments say that net benefit - after inflation and 
costs - should be about four to five percent of the principal. They say that anything less 
than that i s  not worth the time, cffort, and cost required. This means that i f  you need to gen- 
erate $40-50,000 per year, your endowment must be larger than $ l million. 

Setting the financial goal i s  a good task for the endowment planning group or a subcom- 
mittee. In calculating the financial goal, make sure your assumptions are realistic and con- 
servative. For example, i f  inflation rates in your country have regularly exceeded 20 percent, 
do not assume that this rate will drop. If a l l  the information you have collected indicates that 
endowment maintenance costs will run about $10,000 per year, do not project less than that 
on the assumption that you might be able to get some services for free. I f  the information 
indicates the rate of return will be I 0  percent, do not project a higher rate just because some 
people predict improvements in the economy. Unrealistic assumptions will result in disap- 
pointment. Also, they may indicate to donors that your NGO i s  not financially responsible 
and will be unable to manage and use endowment funds effectively. 



Stage 2. Developing The Implementation Plan 
This sti~ge i s  iln intcnsivc planning period und rccluires ci~rel'ul tho~~ght. BCCUUSC a dil'l'cr- 

cnt set of skills is  retluircd, you may wilnt to look at the composition ol' your cndowmcnt 
planning group and make some chi~ngcs. Critical arcas of cxpcrtise in this stage include 
fund-raising, donor contacts and relationships, materials dcvclopmcnt, planning ilnd striltcgy 
development, marketing, public relations, and managcmenl. 

:.,*, " Basic Elements Of The Plan 
A detailed implementi~tion plan will help you carry out 

all the necessnry tasks in a logical order. I t  will also help 
persuade donors that your NGO understands the process 
and i s  taking a serious, business-like approach lo strength- 
ening its financial foundation. 

General strategy 
This part of the plan outlines the approach you will i~sc to 

= raise the endowment funds. Typical questions i t  answers 
include the following: Task lid and assignments 

r Are you going to pursue one donor or several donors at 
the same time'? I f  you choose several donors, are you 
going to use the same approach to each one, or are you 
going to vary your materials and presentations to match each one's special interests? 

r Are you going to collabori~te with the government in an attempt to attract international 
donors? 

r How are you going to approach the donors? Are you going to make personal visits first 
and then submit written proposals, or vice versa? 

r Who will represent the NGO in face-to-face contacts with donors, government, and the 
general public? Board members? Senior staff? Community representatives? A combina- 
tion of people? 

r Are you going to use mass media publicity to advertise your fund-raising campaign, or are 
you going to approach donors quietly and individually? 

Policy 
There are various aspects of endowment policy that should be outlined in the initial plan. 

This will help maintain the organization's focus on endowment objectives and clarify your 
purposes with donors. Policy questions include the following: 

r Will your NGO accept restricted or unrestricted endowment funds, or both? If both, what 
proportion of the total fund can be restricted? What kinds of restrictions will you accept? 

r Will the NGO take a high-, medim-, or low-risk investment strategy? 

r In what countries will the funds be invested? In what types of investments? 

r Who will have financial control over the endowment fund itself, making the investment 
decisions? 

r Who will have financial control over endowment interest income? 

r What are the specific responsibilities of the Board or i t s  committees with regard to the 
endowment? 

r I f  the fund is  terminated, where will the remaining funds go? 

r I f  you are using the fund to make grants to other organizations, what are the criteria'? 
What size grants will you make? Who makes the decisions about fund disbursements to 
these organizations? 

r What is the donor's role, if any, with regard to the endowment? 25 



Legal and procedural requirements 
This clement lists all the formalitics you must con~plctc, such as registration, identification 

of an indepcndcnt fund manilger, setling up bank accounts to receive funds, filing legal 
pilpers, or establishing new Board committces. 

Clocuments and materials 
This element of thc plan lists the documents and materials you need to raise the endow- 

ment funds. The number and type you need will depend on various regulations, as well as on 
your overall strategy. Typically, cvery NGO seeking endowment funds needs at least a for- 
mal, written proposal describing why the funds are needed, why the NGO represents a good 
investment by the donor, how the hnds will be used, and how they will be managed. 
Generally, a proposal to a donor should be in the donor's language. For examplc, if you are 
seeking funds from A.I.D., you should submit a proposal in English. If you are seeking 
funds from a foundation in France, your proposal should be in French. Some donors also 
require that you submit annual reports or other documents describing your organization's 
past activities, evidence that the community and your beneficiaries support your NGO and its 
endowment objectives, and independent audits or other financial statements indicating your 
NGO is financially sound. In addition, you may be required to submit copies of official doc- 
uments showing that you are properly registered with the government. The government may 
also require that you submit documents and materials prior to raising funds. If you are plan- 
ning to use mass media, you will need to prepare press releases, radio spots, or other materi- 
als consistent with your mass media strategy. 

Donor targets 
The plan needs to identify the specific donor or donors you will approach, as well as the 

amount of money you will solicit from each one. These decisions are based on the informa- 
tion you gathered in Stage One. In completing this element, list key contact people, with 
their addresses and telephone or fax numbers. 

Task list and assignments 
This element is a listing of every task that needs to be performed to solicit the endowment 

funds and get the endowment operating. Be as detailed as you can in breaking down each 
activity so that every step is covered. For example, one of the activities is likely to be 
preparing the written proposal. Tasks involved in this activity include at least drafting the 
document, typing and reproducing the draft, reviewing and revising it, and preparing (and 
perhaps translating) the final document. Each of these tasks may require different people. 
The same is true for carrying out any legal or procedural requirements. When you have fin- 
ished the list, look at the skills needed and the people available to you, and then assign each 
task to an individual or team. You may find that you have to expand your planning group to 
carry out the implementation plan in Stage Three. 

Schedule 
This elemcnt involves entering completion dates for each task on the list. Obviously, it is 

to your advantage to complete all activities as quickly as possible. However, you also need 
to allow sufficient time for everything to be done correctly. 

How To Develop The Plan 
Developing the plan is usually too much work for one person. Many NGOs have used a 

team approach, involving all members of the endowment planning group. Some have dele- 
gated the drafting of the plan to staff members for review and discussion by the endowment 
planning group and/or the Board. In some cases, the Board has developed the plan on its 
own with staff assistance. Some NGOs have hired outside experts to work with organiza- 
tional representatives in developing the plan, or to develop a plan independent11 for NGO 
review and approval. The choice you make will depend on what kind of expertise and how 
much time you have available. 
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Stage 3. Putting The Plan Into Action 
Establishing an en,dowment is likc any other niajor project your NGO undertakes, You 

need to assemble people and other resources to carry out the plan, and you need to monitor 
progress to see if the plan is working. One member of the endowment planning group nceds 
to be in charge in this stage, keeping track of tasks and activities and keeping the group up to 
date on progress. Often, this is a senior staff' manager, but in some cases a Board rriember 
with sufficient time available can assume this role. Another individual is usually responsible 
for keeping detailed records of progress and activities and preparing reports for group 
review. You can use the progress information in two ways. 

First, you can assess the effectiveness of all aspects of your plan. If you find your overall 
strategy is not working or your materials do not present your case clearly and persuasively, 
you can revise your plan in midstream, before wasting too much time and effort on things 
that are not productive. 

Second, you can keep donors and others informed. For example, some donors will be 
interested in supporting your NGO only if you can also gather support from others. A 
progress report showing a commitment from one donor can therefore be used to leverage 
funds from another. Also, many donors are interested in the extent to which the community 
supports your organization. Sometimes, raising money from local individuals - even very 
small amounts of money - will convince a donor that your organization is worthy of a large 
endowment gift. Therefore, it is to your advantage to document your progress carefully and 
completely. 



Stage 4. Helping The Endowment Grow 
Healthy organizations continue to grow, as do society's needs for NGO services. Even if 

you achieve your financial endownlent target, you will surely find othcr activities in which 
your NGO would like to engage. To rnilximize the endowment's purchasing power, you will 
want to ensure that you receive the highest possible investment income, and you will want to 
attract additional funding to incrcase the endowment principul. Thcre are several things your 
NGO can do to achieve these objdctives. 

Manage the fund wisely. 
The authority managing the endowment fund may be a Board group or an outside invest- 

ment manager. In either case, every NGO must decide how much risk it will take with its 
principal. In general, high-risk investments offer very high potential rates of return and are 
therefore very attractive. However, when they fail, the NGO loses. The same is true for 
investments in unstable political climates, where sudden changes in government or regula- 
tions can affect the NGO's ability to maintain and control its endowment filnds. The policy 
element of the implementation plan sets the basic guidelines on investment risk. Both these 
guidelines and the performance of the endowment should be reviewed periodically to make 
sure they are serving the NGO's best interests. 

Even if you have professional outside fund management, the NGO must still take respon- 
sibility for overseeing the manager's performance and making sure that all financial opera- 
tions comply with laws and regulations. The Board should receive regular reports from the 
manager and meet with management periodically to review the investment program. 

Monitor how funds are being used. 
Standard accounting procedures that track expenditures by source of funds shoi~ld tell you 

exactly how endowment income is being used. There are two important reasons to monitor 
fund use closely. 

First, your endowment proposal and funding agreements with endowment donors often 
specify fund use, even if i t  is only in very general terms, and you want to be sure that your 
NGO complies with all the requirements. The success of your attempts to raise additional 
funds to increase the endowment principal will depend in large part on the reputation for 
financial responsibility that you establish among donors. 

Second, from the NGO's perspective, it is important to ensure that funds are being spent 
on priority needs. These needs may shift from time to time. Unless the terms of your 
endowment funding prohibit it. you can change the allocation of endowment income from 
year to year based on organizational priorities. Therefore, monitoring fund use serves the 
organization's interests well. 

Keep your donors informed. 
Donors generally like to know about how their funding has helped you achieve your 

NGO's objectives. They appreciate regular reports on your organization's achievements, 
both organizationally and programmatically, even when these reports are not required under 
the terms of the endowment agreement. Efforts you make to disseminate information will 
demonstrate that you recognize the donor's contribution to your organization and take pride 
in your ability to use the funds well. Your successes may even generate additional gifts. 
Maintaining donor relationships raises your visibility in the donor community and helps you 
when you compete for funding with other NGOs. 



I We hope this manual has been helpful to you in determining 
whether or not an endowment will be useful for your organization. 

We encourage you to explore the ideas and suggestions raised in 
this manual. 

I We invite you to share any comments or further ideas with us. 

The Editors 
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