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INTRODUCTION

The purpose oftins book IS to draw together the expenence I have had as director ofthe Corporate
Commumty Investment SeIV1ce (CorCom) over the past two years CorCom's ObjectIve IS to facilitate
hnkages between busmesses and nonprofit orgaruzatIOns Over these two years, my colleague Martm
HeWitt at USAID and I have had the opportunIty to mtervlew dozens ofpeople With expenence m
some aspect of corporate commumty mvestment or partnershIps between busmess and nonprofit
orgamzanons We have read case studies ofpartnershIps, and talked With mdiVIduals who have first
hand expenence m these Jomt ventures

When CorCom started, there was no body of knowledge about how partnershIps really worked
WhIle there was, and still IS, a lot of rhetonc about how Important partnershIps are, no mdIVIdual or
orgarnzatlon was tIymg to bnng together the practJ.cal aspects ofa partnershIp between orgamzanons
With drffenng languages, cultures, values and ways ofoperatmg CorCom fills that gap by focusmg
on the nature ofthe partnershIp, not the sector or location

Histoncally, there have been many partnershIps between busmess and nonprofits, partIcularly m the
field ofhealth FortIfied foods have been a staple ofnutntIOn programs for many years, and the SOCIal
marketmg of contracepnves and oral rehydratIon solunons for chIldren With dIarrhea have become
standard partnerships Pnvate sector firms have been mvolved m agnculture overseas as supplIers of
seeds and chemIcals More recently m Afuca, factory owners and plantanon fanns have seen the value
m reproductIve health care and IllV/AIDS educatIon for theIr workers

WhIle there are many success stones, there IS also a long history offaded partnerships Many ofthese
efforts faIled because there was no mformatIOn on how two (or more) orgamzanons With very
dIfferent languages, values and operatmg styles could work together successfully We hope that thIs
book Will enable more partnershIps to be successful

CorCom became more formal m February 1998 when a grant from the Office of Pnvate and
Voluntary Cooperanon, Bureau of Human Resources at the U S Agency for InternatIOnal
Development made It pOSSIble to organIZe some formal events around specIfic Issues m partnerships
With the full mvolvement ofMartm HeWitt, the grant also allowed CorCom to sponsor three day-long
semmars on specIfic Issues m partnershIps gettmg started, lessons learned and ethIcal consideranons
These semmars were attended by about 50 people and featured hIghly expenenced speakers and
partICIpants With a Wide range ofexpenences

The grant from USAID also allowed CorCom to sponsor a leammg network of practItIOners who
meet monthly to share expenences and learn from each other The CorCom network IS a group of
about 20 US-based development orgamzanons, all ofwhIch have corporate partners The group held
a senes of monthly meetmgs between February and June of 1998 to hear case studIes and dISCUSS
ISSUes raised In the semmars The cases mcluded a range of roles for NGOs, mcludmg marketmg of
products (e g, agncultural supphes, condoms, fortIfied foods), facIlItatmg contracts With artIsans and
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Introduction

local producers, econOIIl1C development (IIl1crocredlt programs), housmg for factory workers along
the MeXican border, and commumty development near oll refinenes The cases came from Latin
Amenca, the fonner SOVIet Umon, Afhca, Incha and Asia At one ofthe network meetmgs, the group
developed a bst oflessons they had learned from therr expenences Those lessons are mcorporated
m the text ofthts book

Appendix B IS a senes ofcase studies that exemphfy the wm-wm, beyond phllanthropy approach
These cases are referred to throughout the text but also gIve an oveCVlew ofthe new approach that
IS sometnnes best understood through examples The cases come from the CorCom network and from
my own research The members ofthe network are hsted m AppendIX D

Thts book IS an attempt to tie all these strands together mto a practical guide for practitioners who
have not been able to attend our meetmgs Much ofthe matenal comes drrectly from presentations
at the semmars or network meetmgs, as mdlcated With footnotes Tms mcludes matenal from DaVid
Logan and DaVid Clark on the subject of gettmg started, Cheryl Lassen on becommg more
busmessllke, and Laune Regelbrugge, Joan Dubmsky and RIchard Campanelli on etmcs For more
mformatIon about these people, therr work and therr contact mformatlon, see AppendIX A AppendIX
C 18 a hst ofpubhcatIons and references on these tOpiCS, many ofwhtch were wntten by the seIIllnaf
speakers

ThIs book IS a work mprogress smce It IS based, at thls pomt, on a hrmted body ofexpenence I hope
that those who read the book and have expenences to add or who have drlfenng oplmons will contact
me so that those expenences can be mcorporated mto subsequent drafts ofthe book My contact
mformatlOn IS mcluded m AppendIX D

Because our fundmg comes from USAID and because my own expenence IS m mternatlOnal
development, thls book IS aImed at mternatIonal development organIZations, but we beheve that the
pnnClples apply to any nonprofit orgaruzatIon mterested In workIng With busmesses CorCom focuses
on t1-.e relationship between the busmess and the nonprofit from the nonprofits' pomt ofView We
hope to have the compamon volume from the busmesses' pomt ofView CorCom does not focus on
a spe:rlic sector such as health, agnculture, crafts or IIl1crocredlt SIIIll1arly, we do not focus on any
particular part of the world We beheve that there are certam common Issues m partnershtps no
matter where they are and no matter what types ofactiVities they are carryIng out

I am very grateful to Mary-Lynne Lasco, commumcatIons manager at INMED, for edItmg, formatting
and seemg this book to press
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Step One:
CHANGE YOUR WAY OF THINKING

Understanding the new paradigm

Before movmg ahead WIth a potential partnership, It IS unportant to understand that this IS a new
paradigm for development You will need to re-thInk almost everythIng you currently do Most
nonprofit orgarnzatlOns now operate on grants from donors To get money, they must convmce a
foundation (Ford, Kellogg), a bilateral government orgamzatlon (USAID, CIDA, ODA), or
multilateral orgarnzatIon (World Bank orvanous UN agencies such as UNICEF, UNDP) that people
are suffenng and that theIr orgarnzatIon, Ifgiven funds, could help alleViate that suffenng This IS the
philanthropy model of development that has been used as long as development programs have
eXIsted It IS the model of the past

Over the past few years, the global economy has changed dramatically The SOVIet Umon fell apart,
more compames have become multmatIonal, and bUSIness now operates on a global scale WIth parts
manufactured m one place and assembled m another Large, sophisticated busmesses are developmg
m countnes that were formerly underdeveloped or centrally planned

Busmesses have a strong mterest m econOmIC and SOCial development as they expand theIr markets
mto underserved areas of developmg countnes where most of the world's populatIOn hves
Busmesses want people to have dIscretionary mcome so they can purchase clothing, soft dnnks,
computers and other products They want people to be healthy and educated so they will have an
ongomg supply ofworkers and consumers In other words, busmesses now have the same ObjectIves
as development orgamzatlOns

As shown m the matrix on the followmg page, busmesses used to give some oftheIr profits to chanty
because early mdustnahsts such as Ford and Carnegie felt It was the nght thmg to do In this "first
generatIon" of philanthropy, theIr foundatIOns tended to be qUIte separate from therr busmesses,
focusmg on the arts and vanous chantable causes unrelated to therr work Over tIme, busmesses
moved mto the "second generatIOn" of philanthropy, becommg more strategic In therr giVing,
targetIng commumtles or actIVities that related to therr busmess, and makIng contnbutlOns that were
more systematIC and more closely hnked to the long-term self-Interest of the company Many
compames today remam at the first and second generatIons ofphilanthropy Most large compames
have some programs that would fit m the first generation and others that are m the second

But there IS now a strong movement m the bUSIness commumty to move mto the ''thrrd generatIOn"
ofcommumty mvestment and drrect self-mterest They become mvolved In actiVities not because It
IS the nght thing to do, but because It drrectly unproves theIr bUSIness
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Step One Change Your Way of Thinking

Evolving Corporate Relations with Commumties

FirstGeneration Second Generation Third Generation

PUi'I)ose Philanthropy Strategic philanthropy Community Investment

Motnte Morality Long-term self-Interest Direct self-Interest

Strateav Ad hoc Systematic Strategic

Staff Administrator Manager EntrepreneunaVconsuRanm

Struetur. Detached from Part of line structure Integrated as part of business
business actlvmes functions

Initiative PassIVe ResponsIVe to requesm In Active - Inmatlves programs
target areas

Cof'ltflbutiOt'l Cash Cash and donations of Business resources, skills and
aoods cash

SustainabilIty One-time Assistance In specific Capacity building of NGOs
assistance sectors

The Evolution of Development Organizations

FirstGeneratlon Second Generation third Generation

Purnose Welfare Development Community Investment

Motive Charity Human resource Integration of poor Into national
development economv

strateav Ad hoc Systematic Strategic

Staff Administrator Manager Negotiators between business
and community

Structure Affiliated with First-Third World Nonprofit but managed uSing
churches or partnerships, grant businesses standards of
Independent management effiCiency

ImtiatlVe ActIVely Identify ResponSive to requests In ActIVe - works with community
SOCial problems target areas, carry out donor and bUSiness to develop

oblectlVes actJvttJes that benefit both

ContrIbution Goods and finanCial Granm from donors for Technical resources,
assistance for the speCific actIVities with some community contacts and
poor, often from cost recovery and fee-for- mediation with bUSinesses
IndMdual service
contributors

$ustainabilIty One-time NGO-donor partnerships Facilitate NGO-communlty-
assistance bUSiness partnerships
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Step One Change Your Way of Thinking

Concurrently, as busmesses have evolved from plulanthropy to commumty mvestment, the
development comrnumty has also changed Its focus from chanty to development No longer do
development orgamzatlons simply gIVe food, clothIng and other resources to the poor Rather, they
teach people to solve theIr own problems by orgamzmg theIr commumtles, developmg leadership
skIlls and attractmg resources to solve problems More recently, some development orgamzatlons
have moved to the thrrd generation of strategic commumty mvestment, workmg dIrectly With
compames to Improve busmess wlule also solvmg SOCial problems

Curt Weeden, former Vice PreSident for Corporate Gtvmg for Johnson and Johnson says that busmess
contributions for phIlanthropy are dwmdlmg because compames do not connect theIr gIvmg to theIr
busmess In his book, Corporate Soclallnvestment1

, Mr Weeden says that m 1997, compames gave
only 1 1 percent oftheIr profits to chanty, down from 23 percent m 1986 He argues that corporate
leaders must realIZe that self-mterested SOCIal mvestment IS good for busmess

CorCom has always focused on strategic
commumty Investment and helpmg NGOs learn a
new way of thInkIng about theIr work The new
approach means a whole new way of domg
busmess No more proposals, no more catermg to
donors' whims Under the new paradIgm for
development, NGOs and busmesses develop Jomt
ventures that are good for busmess wlule helpmg
the NGO meet ItS objectives

"Corporate philanthropy staff need to be
trained to think about contnbutlons as a
bUSiness resource, not a drain on their
company" - Curt Weeden

But the new approach means a whole new way of thmkmg that IS dIfficult for people who are so
familIar With the old "beggmg bowl" approach It means learmng about busmess, wntmg busmess
plans and learmng to talk With busmesses m theIr terms

A LESSON LEARNED

In the future, there Will be more workplace-based services (health care, hOUSing, child
care, non-formal education) and reduced emphaSIS on community-based services

1Reported. 1D the Journal ofPhIlanthropy, June 4, 1998 The book IS pubhshed. by Berrett-Koehler Publishers and IS

avmlable from Amazon com book servlce on the world Wide web
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Step One Change Your Way of Thinking

The advantages ofa business partner2

Htstoncally, the relationshIp between busmess and NGOs has been eIther nummal or marked by
confhct NGOs have charactenstlcally mmed to hnnt and oppose the 1Il1t1atlves ofbusmess as bemg
lIllInlcal to the well-bemg ofpeople and commumties At the same tIme, busmesses have generally
Ignored the NGOs As shown mthe tables above, however, the two partIes mcreasmgly have mutual
mterests m commumty development For NGOs, there are a number of benefits of busmess
partnerships, partIcularly m developmg countnes, where NGOs may serve as partners of foreIgn
mvestors who do not have mtnnate lmowledge about local conditions Some ofthese benefits mclude

• Influence over IDvestment activIties The absence ofNGO-busmess relatIons means that
there are no forums for the exchange of Ideas and the dIScussIon of Issues Cultural and
SOCloecononnc dIVldes mean that busmesses that are foreIgn to the commumty or the country
often do not understand local Issues As a result, actions that stem from therr unfannhanty
With local condItions may have an adverse Impact on commumtles Bwldmg an mteractlve
rather than a reactIVe relationship can help ensure that local values and customs are respected

• Political support. Increasmgly, NGOs aIm to mfluence government pohcy and change the
rules of the game m order to help commumtles achieve therr ObjectIves By creatmg a
relatIonshIp With mvestors, NGOs can learn more about therr pomts ofVlew and commumcate
commumty goals to aVOId unnecessary antagomsm When goals overlap, they can budd
lobbYing partnerships With another key constituency

• Access to finanCial resources NGOs, by the nature oftherr work, are engaged m commumty
buddmg and creatmg an enVIronment of stabIhty that IS cntlcal for busmess success Many
mvestors are from developed countnes, where thIs contnbutlon IS recogmzed through
phIlanthropy to commumty orgamzatlons However, thIs tradItIon IS often Ignored by venture
capItalIsts, partIcularly when mvestmg m developmg countnes Through dIalogue With
mvestors, NGOs can encourage the bOOdmg ofthis tradItIOn m developmg countnes as well

• Payment for services. There are opportumtles for NGOs to become more drrectly mvolved
With mvestment actIVlties m ways that help both the NGO and the mvestor reach their
mdependent goals NGOs can be paid for the work that they would hke to do, whIch expands
theIr abihty to achieve their goals

• Employment and economic development. Opportunities for local benefits are often Ignored
by mvestors, mpart because there IS no means oforgamzed representatIon that speaks to the
needs of both partIes In some cases, It IS presumed the government will play thIs
representative role, but governments often have other pnonties and SImply do not recogmze

Z These advantages were developed by Steve Waddell of the InstItute for Development Research at Boston College
He was speaker at the CorCom seInlnar on Lessons Learned
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Step One Change Your Way of Thinking

the opportunIties as well as NGOs By workIng With mvestors, NGOs can help ensure that
commumtIes receive as many econOmIC development benefits as possible

• Access to low-mcome markets Because busmess people are generally from mIddle- and
upper-mcome groups, they tend to develop products and selVlces only for these groups They
fad to understand the needs and opportunIties among lower-mcome groups and are unaware
of the best way to reach them By engagmg m Jomt product development, through which
NGOs can help convey these needs, lower-mcome people can benefit from better access to
broader markets

• CommuDlty buIldmg and development. The NGO traditionally sees development m both
SOCIal and econOmIC terms Not only are new bwldmgs and busmess Important, but so are ties,
lmks and SOCial relatIOnships By buIldmg a relatIOnship With mvestors who prImarIly value
econOmIC development, NGOs can brmg Important SOCIallmkS to the process

• Access to expertise Investors and theIr market sector partners have substantial specialIZed
expertise that can be of help to NGOs, from accountmg to strategic planmng and technIcal
mfonnatlon In addItIon to financial donations, compames are mcreasmgly makIng theIr staff
members available to NGOs through secondment and volunteensm

• InnovatIve solutions to complex problems WorkIng collaboratlvely IS dIfficult for the
mvestment commumty and NGOs because they have dIfferent goals and perspectIves
However, when these dIfferences are recogmzed and accepted, both partIes can work on
common ground and find mnovatlve solutiOns to problems By working together creatively,
both partners can accomphsh therr goals WithOut mcreasmg the resources necessary to do so

The diminishing role ofgovernment

Throughout the world, the role ofgovernment IS decreasmg whIle the role ofbusmess contmues to
mcrease DaVid Logan3 demonstrated that government expenditures currently account for only 34
percent ofglobal expenditures, whIle for-profit expenditures account for 60 percent The nonprofit
sector accounts for 6 percent. a figure that IS groWing as government sheds ItS responSibilities

There are several reasons for this trend toward mcreased pnvate sector expenditures Foremost,
under commumsm, the government controlled the economy and suppressed the nonprofit sector
Also, government cannot dIstnbute wealth Ifthere IS none to dlstnbute and developmg countnes had
httle

3 DaVid Logan was a speaker at the first CorCom sennnar He IS preSIdent of Corporate CitIzenshtp Company m
London, a firm that spec1ahzes In helpmg compames With commumty mvestment strategies He has wntten several
books on the tOPIC
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The need for the creation ofcapital has dnven both the U S and the UK to transfer resources and
remove obstacles to busmess Both Ronald Reagan and Margaret Thatcher broke umons, deregulated
busmess, and removed legal and regulatory obstacles to busmess expansIOn At the same time, they
reduced the sIZe ofgovernment and the servIces It offered, With the assumption that the pnvate sector
would make up the shortfall

Another Important trend IS the mcreased globalIZation ofmarkets Large busmesses are dnven by
global markets, not Just the market m the U S or Europe They are mterested m creatmg product
loyalty, and as a result the whole world now knows about LeVIS, McDonald's, The Gap, and product
brand names such as Colgate and Tide Along With thIs trend has come greater mterest m SOCial
responslblhty on the part ofbusmesses As busmesses prosper, they have more money to put mto
SOCial programs

At the same tIme, nonprofits are growmg dramatically These organIZatIOns have become the
watchdogs of busmess, usmg actiVism and pubhc education to pressure busmesses to be more
enVIronmentally senSItive, farr to therr workers, and more responsible to customers MembershIp In

advocacy, pubhc education and enVIronmental groups IS at an all-tIme hIgh Busmess and government
Widely lack pubhc trust Nonprofits, on the other hand, do have the confidence ofthe pubhc - and
busmesses are Wllhng to buy mto that trust through partnershIps Busmesses are very eager to have
their names lmked With worthy causes m an effort to build therr mcome and therr Image With the
pubhc

A LESSON LEARNED

As governments shnnk, It IS not expected that the pnvate sector can take up all the
things governments used to do There are bUSiness solutions to some challenges such
as Job creation, employee health and education, and natural resource preservation But
there Will always be some problems that require a government solution, Including
national programs of education, family planning and health services Because thiS IS
a new model for development, we do not yet know what IS limits are The pnvate sector
can do much more - but It cannot do It all

Build support within your organization

Assummg you understand the new paradigm and are Wllhng to learn a new way of developmg
programs, It IS also Important for you to gam the support for the new approach WithIn your
orgamzatIon ThIs may mean a systematic approach to educating your board, field staff and others

Many nonprofits have added pnvate sector representatives to their Boards ofDrrectors m the past
few years Nevertheless, It may take some time and energy for you to educate your board about the
new approach and gam their support for pursumg partnershIps With busmess Many board members
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Step One Change Your Way of Thinking

are most fanuhar WIth the older approach and are wary ofsomethIng new, m fact, they may have been
selected as Board members specIfically for therr expertise or expenence m the old model of
philanthropy Others m the development commumty may resist partnerships because they still see
busmesses as eVl1 and ruthless

Another source ofresistance Wlthm your orgamzatlOn may be your field staffor NGO partners, for
the same reasons that Boards ofDrrectors may resist When CARE was developmg itS partnership
WIth Enron m India, Its country drrector for india did not approve ofthe idea ofworkmg WIth an ou
company Whde this resistance was eventually overcome, It did slow the progress ofthe partnership

Do not assume that others WIthin the orgamzatJ.on are famlllar WIth the new model (they probably are
not), and be aware that there are many mdlVlduals Wlthm the development commumty who see
busmess as a problem, not a solution There is no easy way to WIn them over to the new approach,
but a reVlew ofthe case studies mAppendiX B may help them see that this IS a way for the nonprofit
to achieve Its mlSSiOn

A LESSON LEARNED

Successful partnerships often require support and bUy-In from several levels In each
partner organization In the Initial stages of a partnership, It IS Important to consider all
the stakeholders (IndiViduals and diVIsions) linked to each partner Corporate polley
can support the concept, but every project needs a champion to advocate for ItS
success within each partner orgamzatlon

Build support with NGO partners

Many US-based development orgamzatlOns carry out their work mother countnes through NGO
partners and commumty-based orgamzatlOns If this IS the case for your orgarnzatlOn, be sure to
consult WIth those partners before pursumg a busmess partnership When Pact began diSCUSSions With
Nike about conductmg mY/AIDS education m Ntke's IndoneSian factones, Pact's NGO partners,
many ofwhom had human nghts agendas, were cntlcal of the group for consldenng a partnership
With a company With a temble human nghts reputation For this and other reasons, the partnership
never matenabzed Smularly, when the Jane Goodall Institute began workmg With Conoco m Afhca,
many an.tmal nghts groups were cntlca1 ofthe partnership In this case, however, the partnership has
become an excellent example ofa WID-WIn relationship, despite the cnticlsm
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••• move out ofyour usual social
circles and start going where
business people go.

Step One Change Your Way of Thinking

Join business associations and service organizations

If you want to find potential partners and learn how to talk to them, you must move beyond your
usual SOCial circles and start gomg where busmess
people go Busmess people and nonprofit stafftend
to move m dIfferent circles Jom busmess
associations, attend bUSiness conferences and
soclallze m bars or clubs where bUSiness people
relax Take an mterest mtherr work and hsten to the
problems they have, and you may get new Ideas for
partnerslups Read the busmess sections ofthe newspapers to learn who's who In your local bUSiness
commumty

You can also become act1Ve m seI'V1ce orgarnzatlons such as Lions or Rotary Clubs and the Chamber
ofCommerce Such orgarnzatlons are a good place to learn the language, culture and players In the
busmess commumty Not everyone you meet Will lead to a partnerslup, but bUSiness people talk With
each other and they may be able hnk you With someone who does become a partner JOlmng these
groups also proVides an opportumty for you to educate them about your work and some of the
servtces that nonprofits can offer bUSiness

Learn to speak business

BUSinesses and NGOs each have their own language and values As Steve Waddell pomts out,
busmess answers to Its owners, and the bottom bne to owners IS profitability Busmess IS Interested
In pnvate good CIVll society (NGOs), by contrast, answer to the commumty, are concerned With
processes - for NGOs, the bottom Ime IS group good A key to successful partnerships IS
recogmzlng that bUSinesses and NGOs have dlfferent objectives and answer to different masters
Good partners are fully aware ofthe other partner's goal and do all they can to help them reach It
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Step Two:
WHAT DO YOU HAVE TO SELL?

The business advantage ofan NGO partner

What do you have or do that a busmess would pay you for? As an NGO, you have two thmgs to sell
your techmcal expenence and your credIbility In most partnershIps, you are sellmg some ofboth
Compames want to be your partner because they need your expertIse m health, housmg or agnculture
or your contacts m remote or poor commumlles They also hke to be assocIated WIth an orgamzatlon
that has a good name As dIscussed later m Step Seven, your expenence and your reputatIon have
an econOmlC value to the busmess As mdIcated m research conducted by the US-IndIa Busmess
CounCl11

, partnershIps WIth nonprofits can bnng a vanety ofdIrect benefits to busmesses, mc1udmg
the followmg

• Develop a local IdentIty Corporate partnerslnps WIth effectIve NGOs help to budd trust and
commumcatlons m the commumtles where both entIties operate

• AntICipate and respond strategically to grassroots sentiment. By buddmg trust and
workmg WIth establIshed commumty leaders, corporallons can develop sensItIve lInes of
commumcatlon that allow a problem-solvmg approach to emergmg confhcts

• Shape public perceptIOns. Ongomg collaboration WIth prestigIous NGOs can be a cost
effectIve way to enhance a company's reputatIon

EXAMPLE CARE's partnership With Enron In India IS a case In which the community hadgreat
ammoSlty toward the Oil company's operations However, when Enron began worlang With CARE
on economic andcommumty development, cases ofvandallsm andproperty destruction decreased
andcommunity supportfor the company among local leaders and community members Increased
ShelllNlgena IS currently undertalang ItS own community development program for the same
reasons Gas and 011 companies entering new areas such as the Caspian Baszn are learnIngfrom
the expenences In Mgena andColombia andare seelangNGO partners to preventproblems before
negative sentiments develop

• Strengthen the human resource base of the local commumty. Trmmng and small capItal
mvestments can enable NGOs to develop vocatIOnal employment programs that help support
a company's local operators

1An Introductory GUIde to Corporate Partnersmps m Indta by MIchael T Clark, Dharmesh Vashee, Janet
Glover and NlSha Narayanan, December 1997 The US-india Busmess COunC111S part of the US Chamber of
Commerce
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Step Two What do You Have to Sell?

• Leverage financIal and other investments ID local communitIes Because NGOs can
mobIhze vast reserves ofgood will, small financial mvestments can have tremendous reach

EXAlv/PLE Phllbps Van Heusen Company and Its partner, Amencan Jewish World ServIce, made
dramatIc changes m Pedro Sacatepequez, a depressed Guatemalan town where Van Heusen
operates a clothmgfactory The town was dymg asyoungpeople mIgrated to other cltzes, and the
company was unable to attract the quallty workers It needed By mvestzng m local schools, Van
Heusen helped tum the town mto a dynamiC economIc center where other busmesses have
developed, andpeople are now mlgratmg to the revltallzed town rather than awayfrom It

• BuDd the brand. Demonstratmg company products m partnership With local NGOs serves
as a SOCial marketmg strategy

EXAMPLE Ell LIlly, Inc IS workzng through the Amencan InternatIOnal Health AllIance m
partnership WIth hospItals m Dubna, Russza on an Innovatzve program ofdiabetes self-management,
a conceptprevzously unknown m Russia. Through thISprogram, whIch has been expanded to several
locatzons m Moscow, dlabetzcs use Ell LIlly's msulm The program has not only createda market
for the product, but has dramatlcally reduced the mCldence ofdiabetes-related hosp,tallzatzons In
addItIOn, NGOs can also help develop markets m the US For example, A,d to Artzsans Imks
distrIbutors m the US WIth craftspeople around the world

• Increase SOCial capital. NGOs prOVide access to local networks and multiply opportumtles
for the exchange ofInformation

EXAMPLE One of best examples of a wm-wm sltuatzon IS the case of Star margarme m the
Phllzppmes, through a partnershIp among the Johns Hopkzns UniVerSity, Procter and Gamble, the
NutritIon Center of the Phlllppmes, and Helen Keller Internatzonal At the request of ItS NGO
partners, Procter and Gamble began to fortzfy ItS margarme, Star, WIth Vltamm A However, the
product was packaged m tins too large for poorpeople to afford When the NGO partners asked
Procter and Gamble to market the product m smaller, less expensive packets - WIth a seal of
approval from the MIniStry ofHealth - the product flew off the shelves and the mCldence of
VltammAdefia@o/m~~d~~@de~~d

• Reach groups that would not otherwIse be accesSible. Partnerships can help to expand
markets for products and selVlceS to SOCial groups preViously excluded from access to them

EXAlv/PLE Acclon creates mlcrocredltprograms throughout the Amencas Its corporate partner
IS Cltzbank. Cltzbank IS better able to work In severalLann Amencan countrIes because Acclon takes
the nskofbUIldmgmlcrocredztprograms that work With people who need small loans now but who
Will eventually become Cltzbank customers for checkzng accounts or bUSiness expansion loans
ACClOn has more leeway to Innovate andbUIld trust among the poorpopulations than Cltzbank does
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Step Two What do You Have to Sell?

• Provide new management trammg for corporate personnel Managers' participatIon m
corporate partnerslup actiVities not only deepens therr comrrntment to the commumty but
serves to educate company personnel about the local market

EXAMPLE Winrock Internatwoolzs worlang wzth Monsanto to mtroduce West Afrzcanfarmers to
the herbzczde Roundup, whzch dramatzcally reduces the amount oflabor requzred to prepare fields
for plantmg Smce most agrzcultural work zs done by women, the tzme saved m the field allows
women to spend more tzme wzth thezr famzlzes or engage mother mcome-generatzng actzvztzes
Wznrock educates farmers on the use ofRoundup on demonstratzon farms, and has worked wzth
Monsanto to develop a dryproduct m smallpackets appropnatefor backpack sprayers As a result
of thzs partnershzp, sales of the product have mcreased dramatzcally, and the tzme savmgs for
women have been conszderable

• Enhance publIc understandmg ofbusme5S-centered approaches Corporate mvolvement
With NGOs leaders can be a direct and effective way ofbroadenmg societal understandmg of
entrepreneurslup and sound busmess management practices

• Establish a forum for public dIscourse. Partnerships create a frIendly commumty mtlieu
Witlun which the benefits and costs ofmdustnal development can be ratIonally dIscussed

EXAMPLE A number ofsoczally responslble busmess assoczatzons have developed whIch have
gamed a growmg number of NGO partners Orgamzatlons such as Busmess for SOCial
Responszbllrty, The Conference Board, Phllzppmes BUSinesses for SOCial Progress, the Natzonal
BUSIness Inztzatzve m South Afrzca, the Thai Busmess Inztzatzve for SOCial Development, the Polzsh
BUSIness Leaders Forum, andBUSiness m the Communzty In the UK are all worlang to broaden the
discourse between busznesses and nonprofits and to make the publzc aware ofbusmesses' znterest
zn SOCial development
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Step Three:
BECOME MORE BUSINESSLIKE

Becoming a more attractive partner for business

Expenence has shown that NGOs make more attractive partners for busmess when they run theIr
orgamzatIons m a busmess-hke way An nnportant reason for seekmg out busmess partners IS that
they offer an alternative source of fundmg as money from traditional donors, particularly
governments, decreases There are three ways to reduce your dependence on grants findmg busmess
partners, followmg a nonprofit busmess model of mcreased cost recovery or cost efficiency m
programs, and SOCIal entrepreneurship ThIs step IS concerned With the nonprofit busmess model and
SOCial entrepreneurship

Strategies for reducing grant dependence1

Histoncally, nonprofits were chantable mstltutlOns that depended on donated resources, they were
unfanuhar With how to create wealth The SustaInable Development Servtces Project has learned that
one cannot "servtce" people out of poverty, because domg so depends on trammg the poor m a
process ofwealth creation In the same way, one cannot servtce NGOs out ofdependence on "soft
money" proVided by grants This also depends on nonprofits' learmng how to set up and manage a
process ofwealth creatIon

The 21st century model for nonprofits Will emphasIZe strategtes that reduce grant dependence and
use busmess models to generate wealth for therr programs by Vlewmg theIr organIZatIOn as a busmess
and through SOCIal entrepreneurship Grants wtll always be an Important part ofmost NGOs' mcome,
but they can move toward a greater vanety m theIr sources ofrevenue

Nonprofits have learned very well how to tap mto donor funds by requestmg grants, but they have
not done well at marketIng products or serVIceS that generate revenue or at deslgmng programs based
on commercial models

I The matenal m tins sectIon IS adapted from Dr Cheryl Lassen's presentatIon at a CorCom semmar and was
developed for the SustaInable Development ServIces ProJect, a USAID-funded program that helps NGOs develop
busmess models, cost-recovery desIgns, and busmess planmng and skills
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PRICE X VOLUME = COST

Nonprofit Busmess Model

Step Three Become More Businesslike

The nonprofit business model

A lesson learned from the expenence ofthe Sustamable Development ServIces (SDS) Project IS that
a nonprofit busmess IS NOT the same as a for-profit busmess Each nonprofit has a SOCial mISSion
(often related to fightIng poverty), and ItS way ofdomg busmess must help accomplIsh that mISSion
A nonprofit busmess has a "double bottom hne" ofboth SOCIal and financial goals to meet Also, the
chentele ofa nonprofit busmess IS frequently poor, so It cannot afford to pay htgh pnces Thts means
that most nonprofit busmesses, so-called "social enterpnses, " must function by Implementmg
program models that focus on a few goods or servIces that are fee-based, no-frills, economIcal, and
sold m great volume

The nonprofit busmess model can be expressed as
PXV=C Pnce x Volume =Cost GIven that they are
Intended to benefit the poor, nonprofit SOCial
enterpnses cannot greatly mampulate the P (pnce)
vanable However, they must define some fee-based
goods and servIces rather than giVIng everythIng
away They must also focus on beCOmIng more
effiCient and lowenng C (cost) and slgmficantly expandmg V (volume) Thts Simple model for
sustamabIhty IS umversal and cuts across all program sectors The table on the follOWing page gives
suggestions on how to lower pnces and mcrease volume m order to reduce overall costs

Especially at the begmnmg ofa program, It IS not practical for a nonprofit to aIm to pay 100 percent
ofItS costs from earmngs and become fully self-sustaInable Its goal should be to Improve ItS finanCial
autonomy, whtch can be accomplIshed by buildIng program earnmgs to the pomt where they cover
40 percent or more ofthe budget SDS has learned that the 40 percent mdlcator ofearned revenue
IS a qUICk, generalIZed way to judge the sustamabllIty potential ofa NGO program

A few sectors ofnonprofit mternatIonal programmIng have well defined and tested models for SOCial
enterpnse Examples are mIcrofinance mtermedlanes, reproductlve health chmcs and baSIC housmg
programs Unfortunately, the majonty ofNGO programs do not have these well-defined Ideas and
models for soCIal enterpnse that can prOVide benefiCial semces to the poor and recover costs In the
commg era, they must define the SOCial enterpnse model that fits for them

Some will conduct SOCIal enterpnse With the poor Others Will prOVide techmcal servIces or program
goods and semces to other nonprofits, pnvate enterpnse or the government Stdl others WIll partner
With pnvate enterpnse such as m "ecotounsm" arrangements or mechamsms that can market local
goodsmternatlonally

16



Step Three Become More Businesslike

PRICE

Focus on a reduced number of
servIces or goods needed by the
poor and for whIch they will
pay Select servIces and/or
assets that can operate more
efficIently and recover costs

Standardize servIces and
goods Elumnate fhlls and
custo1D1Zllnon as much as
possIble

Become very effiCIent and cost
COnsCIOUS Reduce waste and
the use of expensIve mputs

Do not charge what others are
chargmg Know your actual
costs and reduce them by
mcreasmg volume Buy m
bulk. negotlate discounts and
keep pnces low for the poor

Tnm unftmded cost centers and
servIces that donors will not
pay for nor that cannot recover
costs

x VOLUME

Consult chents about what
Services they need and are
willmg to pay for

Advertlse the NGO servIces
and goods, make people and
mstltutlons aware ofthe
benefits, payment scale, and
how to access the Services

Increase volume by operatlng
m populous areas, havmg
promonons, g1Vmg
mtroductOIY discounts,
proVlding transportanon, and
offermg mobile Service
dehvery

Plan and track mcreases m
ServiceS, especIally fee-paymg
servIces Have a busmess plan
Ensure that growth IS reahsnc
for targets and recovermg
costs

Track chent sansfactlon and try
to lower costs (financIal and
other), mcrease chents' access
to Services and raIse chent
sansfactlon

Fmd ways to use your assets
more producnvely by addIng
complementary ServiceS
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-- COST

Understand these costs
• UnIt cost per Service
• costs by department
• costs by region
• direct vs md1rect
• costs ofmanagement

IdentIfy ways to ranonahze and
control costs whIle 10smg httle
or no value

EstablIsh and adhere to
standards for the producnVlty
ofpersonnel, equIpment and
facilines

Create mcentlves for
performance Pay salanes that
tle compensatlon to output or
performance

Keep track of sales, costs,
profit and loss, percentage of
costs recovered and other
busmess mdicators

Share mfonnatlon With staff
about costs, prodUctlVlty,
effiCIency and how well they
are meetlng the orgamzanon's
goals



Step Three Become More Businesslike

Defining a social enterprise

For a nonprofit that wants to mcrease program earmngs and develop a SOCIal enterpnse, the first
questIons to ask are, "What does the orgamzation want to sustam? What are the nummum key
servIces and orgamzational functIons (at a project leve~ a country program level or a headquarters
level) that must be prOVIded no matter what grants a NGO has or when they begm or end? What does
thIs mimmum core of operatIons cost?" The SOCIal enterpnse to be developed should have a large
enough volume ofbusmess to pay operatmg expenses plus the cost ofthts core

Once the nonprofit knows what It wants to sustam, It must define ItS busmess Idea ThIs Idea conSists
ofsaleable goods and servIces plus a customer base that wtll buy them The NGO must define how
the SOCIal enterpnse wtll operate and who will operate it Keep m mmd that

• SOCIal enterpnses can vary conSIderably, espeCIally If the nonprofit IS not m a sector
charactenzed by well-known NGO busmess models

• Defimng fee-based services and expandmg the local chentele are essential

• Sustamabthty mvolves cost saving as much as It does mcreased earmng Improved cost man
agement and productiVIty do not requrre financmg

• A highly focused program model IS cruCial for a SOCIal enterpnse to functIon on a scale and
level ofeffiCIency necessary for self-sustamabIbty

• Busmess management systems rather than expense accountmg must guIde the enterpnse

The tmportance ofcost management IS a sigmficant lesson learned Nonprofits must become familiar
With urnt costs - what It really costs to prOVIde a partIcular service, whether the servIce has the
potenttal to recover costs, and the scale ofoperatIons requIred to do so NGOs must also understand
the cost structure of dIfferent departments or regions, mdrrect support servIces, etc They must
analyze and find ways to Improve the productIVIty of therr human resources, eqUipment, use of
machmes, butldmgs and other assets In additton, they must develop finanCIal management systems
and staff who can keep score m profit/loss terms to proVIde mformatlOn that dnves deCiSIons to
tmprove cost recovery, productIVIty and profitabtlity

The final lesson IS that nonprofit earmng must be made In a way that allows a NGO to fulfill SOCIal
eqUity ObjectIves Greater financial autonomy IS not an end In Itself, It IS a means to enable
nonprofits to fulfill therr SOCIal nnssions In a more sustamable way FollOWing are four examples of
NGOs that have been able to recover costs, free themselves from dependence on grants, and fulfill
theIr SOCial mtSSIOns The eXCItIng thIng that can be learned from these examples is that butldmg SOCIal
enterpnse and mechamsms for program earmngs does not mean that the poor are served less In fact,
the OppOSIte IS true SOCIal enterpnse makes it pOSSible to expand the scope and vanety ofbenefits
to the poor
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Step Three Become More Businesslike

Four cases ofsocial enterprise

The National Rural Electnc Cooperatives ofAmenca (NRECA)

NRECA suppltes technIcal sefVlces to local electnc cooperatIves and other supplters for the
generation, transnnSSIOn and dIstnbutIon ofpower NRECA's mtematIonal arm can also receIve free
surplus equIpment from U S electnc cooperatIves NRECA IS organIZlng a SOCIal enterpnse to
systematically collect donated equIpment and set up a system to refurbIsh, warehouse and shIp thIs
eqUIpment overseas It WIll eIther monetIZe the eqUIpment for a flat rate to help pay operatmg costs
of field or headquarters offices, or mstall the eqUIpment and take a percentage of the mcreased
electnc revenues for several years m the future NRECA's ability to proVide SOCIal benefits and to wm
contracts overseas wtll be greatly enhanced by haVIng thIs facility to collect, store and transport
surplus eqUIpment efficIently

AssociaCllln San LUIS Obrero

The AssociacIOn San LUIS Obrero IS a Honduran nonprofit that operates m Choluteca Provmce, on
the border ofHonduras, NIcaragua and EI Salvador Its mISSIOn IS to proVide sefVlces to the poor
It also works mthe areas ofmIcroenterpnse credIt, health, vocatIOnal trammg, low-cost housmg and
local mdustry development It has set Up each ofthese components as a SOCIal enterpnse that makes
earmngs to sustain the program. The mdustry development program IS a factory that makes and sells
mdustnal gloves from local leather The vocational trammg program accepts contracts for
COnstructIOn, furmture and other products to support Itself The health component mcludes a local
cltruc, which "sells" medIcal consultancies and hOSpItal stays The rates of $3 per doctor's VISIt and
$11 per day for a hOSpItal bed are 50 percent lower than those ofother pnvate cltmcs, whIch cater
to hIgher-mcome cltents The chmc also buys large lots ofgenenc drugs, repackages them, and sells
them to the poor at pnces Up to 70 percent lower than pnces at commercIal pharmaCIes The cltmc
generates a surplus through laboratory, x-ray, pharmacy and phYSICal therapy sefVlces that pay for
mobIle health teams to VISIt remote rural areas and low-mcome urban neIghborhoods twice a month
for health screenmgs, ltmtted curatIve sefVlces (for colds, mInor mfectlOns, etc ), and preventIve
health educatIon on tOpICS such as famtly plannmg

Mexican Confederatzon ofPnvate Famzly Plannmg AgenCies (FEMAP)

FEMAP IS a confederation of 32 NGO famtly plannmg agenCIes dedicated to proVIdmg qualtty,
econOmIcal reproductIve health sefVlces to the poor on a cost-recovery baSIS In 1998, FEMAP
celebrated ItS 25th annIversary Dunng ItS first 18 years, FEMAP functIoned hke most chanties,
dependmg on donated mcome, and gIvmg away most ofItS famtly plannmg sefVlces and contraceptIve
suppltes In 1992, It commttted Itselfto graduate from USAID fundmg and earn the maJonty ofItS
mcome The volume ofItS fee-based sefVlces rose enormously as FEMAP learned to prOVide many
dIfferent servIceS (consultancy, lab work, x-rays, other medIcal tests, screenmgs and drugs) under the
same roof FEMAP also managed ItS costs and Improved greatly ItS productIVity and effiCIency This
was true ofworkers and sefVlces m ItS cltmcs and commumty-based promoters Without deVIatmg

19



Step Three Become More Businesslike

from Its lDlSSlon to serve the poor, FEMAP decreased Its USAID dependence from 42 percent ofIts
budget In 1992 to 14 percent m 1998

International Eye Foundatlon (lEF)

The InternatIonal Eye FoundatIon's lDlSSlon IS to assist the 150 mtlhon people around the world who
suffer from eye problems, 80 percent ofwhtch could be treated and cured Halfofall blmdness IS due
to cataracts IEF IS developmg a SOCial enterpnse to sell low-cost "cataract lots" that contam the
surgical supphes necessary to treat a cataract In Guatemala today, an ophthalmtc surgeon pays $80
$90 for these supphes But by takmg advantage ofeconolDlcal medical supphers It has Identified, IEF
can assemble these lats for approxnnately $25 Even addmg a profit margm to cover other chantable
aspects ofIts program mGuatemala, IEF can still make thIs cataract lot avmlable for much less than
the local retatl pnce

i.EF IS now formtng SOCIal enterpnses to mcrease the quabty and reduce the cost ofeye surgery ThIs
new approach adds SOCial and econOlDlC value on several levels The consumer receives a better
cataract operation at a more affordable pnce, doctors and eye cbmcs can perform a greater volume
ofcataract surgery, and can use therr earmngs to update technIques and equipment IEF Guatemala
pays ItS operatmg costs and offers mcentlves such as pnce discounts to expand the supply of
operatIons to the poor and to patIents outSide the capital City Smce the medical supplIes mvolved m
cataract lats are hghtwetght and non-penshable, one enterpnse could serve several Central Amencan
countries IEF headquarters mthe U S can also earn mcome for Its operations by managmg the bulk
purchases and dlstnbutmg medical supphes and equipment

Start social enterprises and build business literacy

Because of the need to expand and diverSify mcome, NGOs are turmng mcreasmgly to the SOCial
enterpnse model, followmg the example of other nonprofits that develop mechamsms for program
eammg Done well, SOCIal enterpnse can greatly expand the scale and quabty ofbenefits to the poor
However, mcreasmg NGOs' finanCial autonomy IS a process that takes several years to accomplIsh
Nonprofits can start With very small SOCial enterpnses that are affordable for their capital and assets
NGOs can create wealth for their programs m ways that do not require capital by managmg costs,
more tIghtly channelmg program focus and Improvmg productIVity As new projects are deSigned and
new grants started, nonprofits must define what can be sustamed finanCIally when the soft money ends
and then deVise a multI-year strategy that butlds the skills, assets and orgamzatlonal capacity to
accompbsh It
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Step Four:
CHOOSING A PARTNER

Know the playing field

Many partnerslnps begm when someone from a busmess approaches an NGO for assistance, and
partnerslnps will contmue to be made that way However, NGOs can be more strategic and proactive
by approachIng potentIal busmesses and lIDtIatmg a diSCUSSion about pOSSible Jomt ventures How do
you know whom to approach? It was recommended m Step One that you start to mmgle m places
where busmess people gather Busmess people know not only therr own compames but those oftherr
competitors, so they can be a nch source ofmformanon about potential partner compames

FIrst, obtam or make a hst ofbusmesses worlang m your country or geograplnc area Make contacts
With busmess assoclanons, the Chamber ofCommerce and the Muustry ofCommerce Look m the
telephone book You may also ask these groups about compames that have made mqumes about
worlang m the country but do not yet have a presence there

From that lIst, IdentIfy the busmesses With common mterests, such as products that relate to your
objectIves or a mutual mterest m the econOmIC development ofa town or region Ifyou are a health
orgamzatlon, IdentIfy the pharmaceutical compames, medical supplIers and for-profit servIce
msntunons Ifyou are m credit or econOmIC development, look for banks and cooperatives Ifyou
are m educatiOn, look to textbook supplIers and construction firms that bOOd schools

Next, hIghhght busmesses that have pubhc relanons problems or have been mentioned negatively m
the press Are therr problems somethIng you can help With? For example, IT they are accused of
exploltmg workers, can you help them estabhsh health care, hteracy or housmg programs for therr
workers? Ifthey are accused ofnot mrmg local workers, can you set up a trammg program for youth
to give them the slalls they need to work for the company?

Make a note ofbusmesses With whIch you already have a phIlanthropiC relanonslnp Ifyou are already
recelvmg grants from a chantable foundanon connected With a company, thIs IS an excellent start for
a more substantive partnerslnp Many ofthe cases presented by CorCom network members started
out as plulanthropic relanonslnps but by mvolvmg the busmess m the project, often through company
volunteers, the relatlonslnp was able to change and grow
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Step Four Choosing a Partner

Researching individual businesses

Many people have asked how to find out IT a business IS "socially responsible " You can find out a
lot about compames by lookIng at their site on the worldWide web There are also mvestment funds
that mvest only m soClally or enVIronmentally fnendly companies These companies have employees
whose job It IS to ferret out the details ofcompany holdIngs In the complex world ofmternatlonal
busmess, It IS often drllicult to know all the compames that are under the same corporate umbrella
Company reputations may vary from country to country and from tlme to tlme

Certamly, before you approach a busmess, you should know as much about them as pOSSible At the
mmnnum, tlus means you need an organizational chart ofthe company, ItS annual report for the past
year or two, and ItS sales or promotional matenal Most ofthis mformatlon can be obtamed from a
qUick VISit to corporate offices or With a phone call But It IS also helpful to know the unoffiCial
mformatlon All countnes require foreign companies to obtam hcenses to do busmess, and the
mformatlOn they subrmt IS usually m the pubhc records Check With your local Chamber of
Commerce, Better BUSiness Bureau, and MinIstry of Trade or Commerce and see what types of
records they have that you can use

A LESSON LEARNED

Both partners should be prepared to make a commitment of tIme and resources before
the collaboratIon takes off Companies may need to do research on new products or
packagIng, and NGOs may need to Invest In traIning programs, community work and
other start-up costs It IS Important that both partners be well established and financIally
sound enough to weather the start-up

Develop a strategic plan for engaging business

Now that you have a hst ofcompanies that could potentially be partners, you need a strategic plan
for contacting them This means developing some pnontles and looking at some practical matters
Your strategic plan rmght look somethIng hke the one on the follOWing page

Highhght compames whose names fall m three or more ofthe columns Next, look at some practical
Issues such as where the company headquarters IS located and whether you have contacts who can
get you mto see the CEO or local manager Be sure to reView Step Five on ethical Issues to be aware
ofareas mwhich compames rmght present problems Complete the matnx With other factors that are
tmportant to your NGO

When you have the matnx filled out, you should qUickly be able to see the pnonty companies you
should contact, those that rmght need more research and groundwork, and those With whom a
partnership IS unhkely or mappropnate
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Step Four ChoosIng a Partner

Completion of the strategIc plan may take ttme and energy for people to find the Information they
need The development of the final plan must be done m a particIpatory way With all stakeholders,
mc1udmg field staff, the home office, and all partners m the process

Strategic Planning MatriX for Identlfymg Potential Busmess Partners

Doiog business m Businesses share Businesseswrth Busmesseswith
this country or common Interest negative pubhcrty curreot
area wlthNGO Of Image phtlanthropic

relationship

Headquarters
nearby

Have
contacts

No ethlcsl
problems

Other factors

Other factors
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Step Five:
ETHICAL ISSUES

The complexity of the Issue

As more nonprofits seek out partnerslnps With busmesses, etlncallssues become very Important both
for the nonprofit that IS seeking to protect Its good name and for busmess that IS mterested m SOCIal
responsIbility There are no absolute answers as to winch partnerslnps are acceptable and winch are
not Each NGO and each mWVldual must decIde what IS appropnate They must also grapple With the
problem of appearances Sometimes developmg a partnerslnp may seem to be a great program
strategy, but lfthe alliance concerns board members, other finanCIal supporters, NGO partners and
other stakeholders, then It IS best to postpone the partnerslnp until any problems can be resolved

There are many etlncal Issues that must be consIdered before entenng mto a partnership from the
NGO perspectlve, some ofwinch are illustrated m the followmg examples

• A nonprofit carnes out health programs overseas It IS approached by a major alcohol
company about puttmg IDV/AIDS educatIOnal messages m ItS advertlsmg Would you
want your orgamzatIon's name hnked With an alcohol company?

• A nonprofit that focuses on agncultural development deCIdes to work With a major
agrochemlcal company to wstnbute a herbICIde m West Afuca The product saves a great
deal oftlme and labor for women The product IS envrronmentally frIendly and, when used
properly, IS not a hazard to health However, the company also makes many other
products that are not as bemgn Should you promote the product?

• Monsanto, Shell, Cargill and other companles are estabhshmg theIr own NGOs or startmg
to work m commurutles directly Can busmesses sponsor commumty work and be
honestly focused on the needs ofthe commuruty or Will they always promote the mterests
of the busmess?

• Shell/Nigena has offered you aJob drrectmg a commumty development project They Will
pay a lot more than you were paId by the nonprofit Would you take the Job, knowmg that
you would always represent the company over the mterests of the commumty?

• A nonprofit hnks small producers ofcrafts overseas With dlstnbutors m the U S Can the
nonprofit take a percentage of the profits from the dlstnbutor and stIll remam an honest
broker to the poor?
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Step Five Ethical Issues

• A nonprofit IS part ofa partnerslup to promote foods forttfied With Vltamm A As part
ofthe partnerslup, the nonprofit gets a small percentage ofthe sales ofthe product Ifyou
take the money, wtllltjeopardIze your 501(c)(3) status?

• Johnson & Johnson has asked your nonprofit to partner WIth them on a cluldhood
unmurnzatlon campmgn and the marketing ofproducts that are beneficIal to new mothers
and babies Johnson & Johnson IS part ofa fannly of181 compames, and you have no Idea
what the other compames make Should you partner With them?

These are real ethIcal dJlemmas faced by nonprofit members ofthe Corporate Commumty Investment
Network Etlucal problems are not always black and white, m fact, most do fall Wlthm grey areas

Who will you work with? Who won't you work with?

The most fundamental ethIcal Issue IS to deCIde what types ofcompames you will and will not work
With ThIs IS a dIfficult decIsIon to make At the begmmng ofthe CorCom network meetmgs, most
members felt they could only work With SOCIally responsIble compames and spectfically excluded
tobacco and alcohol compames and those that manufacture weapons such as landmmes

However, as DaVid Logan pomted out by example at the first semmar, If you are conductmg
HIV/AIDS education m AfrIca, alcohol and tobacco compames are preCIsely the partners you want
to work With, because therr advertIsmg IS targeted to the very population ofyoung people who are
most at nsk ofspreadmg mv At the same semInar, DaVid Clark argued that It does not matter why
a company does good, as long as It does good After several months ofdiSCUSSion and case studies,
most ofthe network members came to feel that they would at least diSCUSS partnerships With almost
any company They agreed that Ifthey could obtaIn money and other resources to tackle an Important
SOCIal problem and further therr mISSIOn, then It was at least worth lookmg mto and should not be
rejected Without diSCUSSion

Socially responsible companies: pros and cons

Most NGOs would prefer to work WIth compames that have a reputation for bemg SOCIally and
enVIronmentally responsIble How you define those terms may vary accordmg to conditions m your
country and your own values as both an mdlVIdual and an NGO There are hsts of compames that
have been judged socially responsible accordmg to certam "screens" that enable mvestors to see
whether the company IS envrronmentally frIendly, has a commumty mvestment program, prOVides
eqUItable workmg condItions for ItS employees, and other such factors A growmg number of
compames conduct SOCial audits, a kmd ofevaluatIon, to see Iftherr partners and supphers meet therr
standards Busmess assoCIations such as Busmess for SOCIal Responslblhty and the Conference Board
encourage therr members to conduct audits and prOVide the tools for conductmg them
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It is the companies that are not
SOCIally responsible that need the
help ofNGOs the most

Step Five Ethical Issues

There are two major Issues that must be taken mto account when considermg partnershIp With a
company

FIrSt, It IS very drfficu1t to detemnne whether companIes are socIally responsIble Most big companIes
are part of larger multmatIOnal families of companIes, and It IS very dIfficult to research all the
compames mthe entire corporate structure It IS also almost Impossible to find one that does not have
some hnk to arms manufacturers or envrronmentally unfhendly or socially rrresponsible contractors,
subcontractors, supphers or partners Chenucal compames, such as Monsanto, that make labor-savmg
products for women fanners also make products that are not as envrronmentally fhendly or safe You
mIght ask potential partners If they have
conducted a SOCIal or envrronmental audit and
Ifso, request a copy ofthe report Meanwhtle,
compames that are IdeolOgically pure m all therr
work are few and far between, and they do not
need much help from NGOs

Second, and thIs IS the most dlfficult, It IS the compames that are not SOCIally responsIble that need
the help of NGOs the most CompanIes that are SOCIally responsIble are already mvestmg m the
commumty, thmkmg about the envrronmental consequences oftherr work and treatmg therr workers
well It IS the compames that are under attack by envrronmental, human nghts and other advocacy
groups that need help from NGOs SometImes domg good means makmg thIngs less bad

Senunar speakers Laune Regelbrugge and Joan Dubmskyl each presented frameworks for ethIcal
deCISIon makmg Ethtcallssues will anse often dunng the course ofyour work With busmess partners,
so It IS a good Idea to start thmkmg about them from the begtnmng

Ifan NGO can prOVide reproductIve health care to factory workers or help dIstnbute a product that
people need to Improve therr qUalIty of hfe, It may be able to alleViate some suffermg Most
Important, these partnerships can grow so that even through a small pIlot proJect, an NGO can have
a major mfluence on a company and ItS practices as the project demonstrates that SOCial responsIbility
IS good for busmess

Gettmg mvolved With a busmess that has a bad reputatIOn IS nsky and requrres careful thought, but
m the end, the results can be rewardmg It's somethIng to thInk about

1 These frameworks are copynghted to Ms Regelbmgge and Ms Dubmsky Ifyou Wlsh to use them for other than
personal use, you should contact the authors for permlSSIOn
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Step Five Ethical Issues

Steps for Ethical Decision Makmg
by Joan Dubinsky. The Rosentreter Group

There are five steps In ethical decIsion making venfy, Identify, clanfy, evaluate and resolve

VERIFY
• Make sure you have the significant facts
• Distinguish between the facts you would like to know, those you are

sure of, and those you may never know

IDENTIFY
• Who are the stakeholders?
• Evaluate their Interests In your situation

CLARIFY
• Descnbe and analyze the Issues
• What are the legal, technical and management Implications?
• What ethical values are Involved?
• Descnbe the dilemma - succinctly'

EVALUATE
• Ident'fy several options
• Consider acting and not acting
• With whom can you diSCUSS the Situation?
• For each option, ask Is It legal? Does It reflect sound bUSiness

JUdgment? Is It the nght thing to do?

RESOLVE
• Select the resolution that IS fair and Just
• Can you explain your resolution to others?
• Have you treated Similarly placed stakeholders In similar fashion?
• Would you Willingly trade places with each stakeholder?
• Can you look at yourself In the mirror tomorrow?
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Step Five Ethical Issues

A Framework for Ethical Considerations
in NGO Partnerships with Corporations

by Laune Regelbrugge, Hitachi Foundation

KNOW your organization's miSSion and Identity - be clear about who you are, what you
do, and why

• What IS the miSSion of your organization, and what are your goals and
objectives?

• What IS the nature of your activIties?
• What are your rationale and strategies?
• What are the causes of the circumstances you are addressing?

RESEARCH the company or companies with which you wish to partner, or which mIght be
good prospects for partnerships given their strategic Interests

• What companies operate In your geographic region?
• What companies address related Issues In their busIness?
• What companies have operatIons that would be contradictory to your mission

and approaches?

DETERMINE WHY you want a corporate partnershIp

DETERMINE WHY the company wants or might want a relationshIp with your organization

DISCUSS the nature of the relatIonship, the target activIties, the desired outcomes, and
processes for decIsions, updates and resolving differences

• How and by whom will decIsions about the partnership or JOint project be
made?

• What outcomes are we seeking that are the same, and what outcomes are
we seeking that are different?

• Is there anything about the proposed relationshIp, activities or environment
for the partnership that IS Illegal? Anything that stnkes you as unethIcal?

ANTICIPATE best and worst-case scenanos for your Involvement with thIS company
• If there were a scandal Involving the company, how might thIS affect the

partnership and/or your organization?
• Do company operations threaten or contradIct your work, or could they

Jeopardize outcomes?
• How Will the company communicate about the partnership?

ACT If there are signs of trouble In the relationship that might Jeopardize your Inway
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Step Five Ethical Issues

Remaining an honest broker

AId to ArtIsans dtd not take a fee for medlatmg an agreement between a pottery cooperative m Peru
and a dlstnbutor m the U S Whde most members of the CorCom network beheved that A1d to
I\rt1sans should have charged a finders fee) AId to ArtJ.sans argued that they cannot remam an honest
~oker when they have a finanCial mterest m the outcome of a potential deal The group further

argued that by brokenng deals that are lucrative to the~ they may be tempted to work With people
who can best generate money for them rather than the poorest people who need therr help Whde
most ofthe network members felt that It IS possible to reach the very poor and stlll hold a finanCial
mterest mthed~ AId to Arttsans) poSition offers valid pomts to consider It IS unportant to remam
an honest broker to the poor and their mterests whIle makmg your orgamzation financially Viable

Tax implications for parlnerships2

When a tax-exempt orgarnzatlon works With a for-profit company to accomphsh ItS purposes or ratse
funds) It must be done m a way that IS conSistent With the orgamzatlon's tax-exempt status) and m
recogmtlOn that such relationships often tngger an obhgation by the tax-exempt entity to pay
unrelated busmess mcome tax (OBIT) 3 "A UBIT Pnmer for Nonprofits,n a memorandum which
summanzes how unrelated busmess mcome anses and must be treated, IS mcluded m AppendIX E 4

The ISSUes are complex, and It IS hIghly recommended that you consult With your legal adVisors and
accountants as you develop a partnership, smce how you get patd will be Important to mamtatmng
your nonprofit status

Unrelated business income

Verybnefly) nonprofit orgamzations (deSignated as exempt under Section 501(c)(3) m the US for
therr tax code») are permttted to generate an "msubstantlar' amount of mcome from actiVities
unrelated to therr exempt purposes An NGO can make money from an "unrelatedn busmess actiVity,
but the mcome may be taxed at corporate rates and be reported to the Internal Revenue Servtce

2 Thts matenalls based on the presentation at the CorCom semmar by Mr RIchard CampanellI Please contact lum
at Gammon & Grange, PC, 8282 Greensboro Dnve, -rm Floor, McLean, VA 22102, (703) 761-5000, for addItional
mformatlon or for permIssIon to use Ius matenal

3Jbe d1scussJ.on here ISbased on U S laws Ifyour orgamzatlon IS based overseas, consult WIth an attorney who knows
local law WIth regard to nonprofits

4Thts memorandum, copynght 1997 Gammon & Grange, PC, IS reproduced here by permIssIon Further reproduet1on
IS prohibited WIthout the wntten consent of Gammon & Grange, PC Contact Mr RIchard Campanelh at (703) 761
5000 for addItional mformatlon or for permISSIon to use this matenal
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Unrelated busmess mcome IS mcome rmsed from a trade or busmess (the sale of goods or the
performance ofsemces) that IS carned on regularly, and that IS not "substantially" related to your
orgamzatlon's tax-exempt purposes Therefore, It IS lffiportant to evaluate whether an actiVity IS
adequately related to furthermg your exempt purposes and your charter It IS not enough to
demonstrate "relatedness" to show that the mcome produced will be used by or for the orgamzatlon
The mcome-producmg actiVity Itselfmust be adequately related to your exempt purposes

Some types of mcome are not subject to the "UBf' tax In some crrcumstances, "passive mcome"
from diVidends, royalties, rent and the sale of property may not be subject to UBIT Also, busmess
conducted pnmanly by volunteers, convemence busmesses (such as a snack bar m your office for
employees), and m some cases, mcome denved from the use ofyour logo (such as so-called affimty
credit cards), and rental ofyour mmlmg lIst, may not be subject to UBIT However, the regulations
are complex, and only careful reView ofyour factual context will determme whether UBIT apPlles
Competent legal counsel should be consulted

Maintaining exempt status

No substantial part of the NGO's earmngs can benefit an mdlVldual or for-profit company Without
full and adequate compensation to the NGO Therefore, a Jomt venture With a for-profit can
Jeopardize tax-exempt status unless the NGO can demonstrate that It retams and exercises adequate
discretion over ItS resources, the actiVity furthers the charitable purposes of the NGO, the NGO IS
fully and farrly compensated for ItS partiCipation m the actiVity, and the NGO does not unduly subject
Itself or ItS resources to nsk of loss or dedicate those resources to the benefit of the for-profit or
pnvate mterests

For further diSCUSSIOn on legal Issues associated With such relatIOnshIps between tax-exempt entities
and NGOs, see Step 7

VettIng the idea with NGO partners and the NGO community

Once you have worked through some of these ethIcal and legal Issues, It IS very lffipOrtant to reView
your thlnkmg With your NGO partners and others m the NGO commumty Ifyour orgamzatlOn IS
movmg ahead With busmess partnershIps, you may want to select as partners other NGOs that are
amenable to the new paradigm Pact learned that a potential partnership can be JeopardIZed lfyour
NGO partners are not thmkmg m terms ofthe new paradigm Other U S - based organIZatIOns have
felt pressure from NGO partners mother countnes not to proceed With alliances that give the
ImpreSSIOn of support for unethical practices
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A LESSON LEARNED

NGOs working with business partners must continually revIsit and possibly revise the
purpose of their partnership as new opportunities anse
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Step Six:
MAKING CONTACT

Preparing for a meeting

A great deal of thought and plannmg goes mto prepanng for a meetmg WIth a potential busmess
partner It IS assumed that you wtll have done a lot of homework before the meeting, mcludmg
developmg a strategic plan IdentlfYmg busmesses you want to work With and gammg support for the
Idea ofbusmess partnerslups from your board ofdrrectors, staffat all levels and NGO partners You
also must know what you have to sell, such as access to networks of poor people, trammg skllls,
commumty econOmIC development strategies, or techmcal skills m health, tropical agnculture or
education

Why would a business want to be socially responsible?

DaVid Clarki gives three reasons for a busmess to be SOCially responsible

• It budds the busmess through mcreased sales. These sales may mclude cause-related
marketmg, affimty credit cards, or aSSistance With the marketmg ofproducts m developmg
countnes where the busmess has httle expenence

• It builds people. A company that IS socially responsible can attract and retam staff by
mcreasmg morale Conumtment to a SOCial cause mcreases workers' loyalty, and comnutment
to workers' health and well-bemg reduces absenteeism and health care costs and mcreases
productiVity

• It builds the company's reputatIon. Busmesses hke to strengthen therr reputation WIth the
pubhc through affilIations and partnershIps With worthwhIle causes or well-known
orgamzatlOns Company reputation IS essential to sales and customer loyalty

1David Clmk 18 Regional Drrector for BusIness m the Commumty, wlnch IS located m the U K HIs Job IS to facilitate
lmkages between busmess and commumty groups He was a speaker at the CorCom semInar on "Gettmg Started "
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Go to the meeting WIth facts and
numbers showing how much
money you can save the
company•••

Step SIX Making Contact

Know which part of the business to approach

It IS unportant for you to know what you have to sell and what you thInk the company needs, so that
you wdl know whom to contact for an lDltlal meetIng Ifyou do not already have contacts m the
company, then the first meetmg should be WIth the most semor person possible, preferably the chIef
executive officer or his or her local representative

KnoWing what you have to sell can help you decide what departments to approach Ifyou cannot
reach the CEO Ifyou feel you can help reduce the company's costs by unprovmg worker health or
proVldmg tramed workers, you should talk WIth people m the personnel or production department
Ifyou want to unprove worker morale by unprovmg conditions m a factory or proVldmg hteracy or
clnld care seIVlces, see the human resources department Ifyou thInk you can unprove a company's
unage by collaborating on an unmumzatlon campaIgn or pubhc education strategy, contact the pubhc
relations department Ifyou want to work WIth the company on the marketmg or dlstnbutlon of a
product, VISit the marketmg department

DaVId Clark has employed a somewhat bold approach to thIs first meeting, smce the mam objective
IS to engage the "heart" ofthe company He says It may be worth takmg along some ofyour chents,
perhaps a couple ofunemployed youth, women from the commumty, or local small-busmess people
He pomts out that CEOs say "no" all day, and are
generally pre-programmed to say "no" to whatever
you propose The tnck IS to get the CEO engaged m
dlscussmg the problem, gettmg to his or her heart
rather than hIs or her head On most occaSIOns,
however, you will ultunately engage the company on
busmess, not chanty, terms

Whatever your approach to first get the CEO's attention, everyone agrees that you will only keep that
attention WIth facts about how you can help hIs or her busmess Go to the meetmg WIth estImates of
the number ofpeople you can help the company reach, the reduction m health care costs you can help
the company realIZe, or whatever It IS you can do for the company Make the CEO see that you are
proposmg a busmess deal

DaVId Clark recommends "the SIX R's" as a strategy for engagtng the busmess research, reception,
relationship, rejectIOn prevention, results and remInderr---------------....,
• Research. Read the company's annual report,
know where It does busmess and whether It IS
performmg well or poorly Read busmess magazmes
and the busmess sectIOn ofthe newspaper Go to the
meetmg well mformed about the busmess, and the
company Will appreciate that you have taken an
mterest m ItS work
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Do not settle for a check Go
for a marriage - a long-term
commitment.

Step SIX Making Contact

• Reception. Wlnle you are mthe reception room, take note ofthe enVironment Collect brochures,
talk Wlth other VisItors and get to know the receptiomst From tins mformatIOn, you can learn about
attItudes and culture ofthe busmess, and any changes that may be underway

• ReIatlonshlp. Before the meetIng. find out some ofthe CEO's mterests Begm your conversatIOn
on a personal level, then move mto talk about busmess by askIng mformed questIons Fmally, talk
about the ISSUe that mterests you Let the CEO know that you have already given a lot ofthought to
how a partnerslnp Wl11 help further your cause wlule helpmg Ins or her busmess InVite the CEO to
VISIt your project and meet your chents Gettmg the CEO out ofIns or her own comfort zone to see
and beheve Wl11 create a powerful champIOn

• Rejection PreventIon. Go to the meetmg Wlth facts and figures shoWlng the busmess results of
your partnershIp Idea Show how you can reduce costs, expand markets or reduce nsk Try to prevent
rejectIon before It happens

• Results At tins pomt, Ifyour meetmg has been
successful, the CEO may offer you money Do not
settle for a check Go for a long term COmmItment
Be prepared to tell the CEO how the whole
company can be mvolved and how It Wl11 benefit
ReView the company's organIZational chart and
show how you can work Wlth productIon (to lower costs or Improve employee performance), human
resources (to tram new workers or mcrease morale), new product development (marketing strategies
or nsk reductIon), pubhc relatIons (Improved Image), and so on

• Remmder Wnte a thank-you letter that summanzes what you dISCUSSed Dehver on any promIses
you made to prOVide facts, figures or mformation Keep notes on what you learned so that If the
partnerslnp does not develop nnmedlately, you can contmue to keep m touch and perhaps form a
partnerslnp at a later tIme

DaVid Clark defines the mechamsms by winch a
company can contnbute to a commumty by "the five
P's" profit, power, product, premIses and people

• Profit Compames can donate part oftheIr profits
to a worthy cause ThIs IS what DaVid Logan calls the
"Carnegie model," also descnbed m Step One as the
first generatIon model Most NGOs operate Wlth
some grants from foundatIons

The Five P's of What a Company
can Contnbute to a Community

• Profit
• Power
• Product
• Premises
• People

• Power. Compames can Wleld a great deal ofpower m a commumty or country Involvmg the most
semor people m a company can attract the attentIon of other busmess leaders and government
OffiCialS, whIch can open the door to other resources, raise your orgarnzatlOn's profile, and legitImIZe
ItS actIVitIes
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• Product. A company's products may be ofnnportance to health (toothpaste, over-the-counter
medications, VitamIn-fortIfied foods, condoms) or agnculture (seeds, herbicides, annnal care
products) The dIstnbutIon ofproducts that contrIbute to a better qualIty oflIfe can form an nnportant
basIs for a partnershIp Compames may be very generous Wlth In-land gifts that can be used In
commumty actiVities, day care centers, offices or schools There are many examples of NGOs
workIng Wlth compames to dlstnbute or make use ofthe compames' products

• PremISes. Compames may allow commumty groups to use theIr conference rooms, photocopyIng
faClhtles, offices, and other faclhtles for trmmng, quality chtld care, hteracy classes, commumty
meetings or adult educatIOn courses

• People. Compames mcreasIngly encourage employees to become mvolved m SOCial causes and may
even give them paid leave to prOVide serVIces to nonprofit orgamzatlons Busmesses' expertise m
management and admImstratlon can be mvaluable to nonprofits When compames downSIZe, for
example, some let workers serve out theIr last months Wlth a nonprofit to show that the company
cares and - In the worst cases - to help prevent sabotage to company systems by outgomg
workers Skilled volunteers from busmess can help you Wlth some ofthe SOCial entrepreneunsm and
reduction In grant dependence discussed In Step Three In addItIOn, getting company volunteers
Involved In your work often can lead to more substantive partnershIps In the future

36



Step One: CHANGE YOUR WAY OF THINKING

Step Two: WHAT DO YOU HAVE TO SELL?

Step Three" BECOME MORE BUSINESSLIKE

Step Four: CHOOSING A PARTNER

Step Five: ETHICAL ISSUES

Step Six: MAKING CONTACT

IStep Seven NEGOTIATING THE DEAL

Step Eight IMPLEMENTATION

Step Nrne THE ROLE OF GOVERNMENT

Step Ten: CELEBRATE SUCCESS



Step Seven:
NEGOTIATING THE DEAL

Agree on the idea first, then work out the details

You have done all your homework, researched the busmess, gamed support from your colleagues and
partners, and have had a successful meetIng With the CEO or other company representatIve Now you
must negotIate the partnershIp DIscussIOns often start around a specIfic actIVIty that both partners
want to undertake However, expenence has shown that It IS essentIal to agree on the nature ofthe
partnershIp as well as the actual actlVl'ty Over the course ofplannmg, there are bound to be bumps
mthe road, and both SIdes must be commttted to workIng through those problems That means the
nature ofthe actIVIty may change qUIte a bIt before both SIdes agree on the detatls

A LESSON LEARNED

Partnerships require a sincere commitment on the part of all partners to work through
their differences and to respect the fact that each IS coming to the partnership for
different reasons Through diSCUSSion and creative thinkIng, NGOs can keep their
Idealism and ethical standards while bUSinesses can keep an eye on the bottom line

A LESSON LEARNED

The motives of each partner must be clear to the other BUSinesses motIves may be
public relations, marketing, production, or human resource development The NGO
needs to be clear about ItS social objectives It IS normal for the two parties to have
different obJectives, but they must be known and respected by the other partner

Use a team approach

PractItIoners emphaSIZe the Importance ofprocess skIlls m those who manage the project on both
SIdes Yet the project IS also hkely to have technIcal components that reqUIre the adVIce ofengmeers,
human resource Spec1a1Ists and others Most members ofthe network recommend a team approach,
guIded on each SIde by people With excellent hstenmg slalls and a WIllIngness to be fleXIble
Dependmg on the Issues to be dIscussed, planmng sessIOns should mclude technIcal stafffrom both
SIdes The team approach has the added result ofgettmg buy-m from a larger number ofpeople on
both SIdes The more people who are mvolved m some way, the greater the prospects for success
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A LESSON LEARNED

NGO staff need different skills than they have used In the past, and must become much
more knowledgeable about business concepts and tools Partnerships are negotiated
by program staff, but their team may Include fund raisers and people With strong
techmcal skills In the sector On both sides, those Involved should have good human
"elations Skills, be willing to listen, and be flexible

Find a "champion" within each partner

A partnerslup IS most hkely to move forward Ifthere IS at least one farrly semor person on each side
who champIOns the partnerslup The champIOn should be someone who bebeves m It and has the
power to make It happen by cleanng bottlenecks and motlvatmg others Janet Thompson ofCltlbank
said that an Important part of her role m Cltlbank's partnerslup With the National AsSOCiatIon of
Nonprofit Loan Funds IS her efforts to educate and Inform other CItibank staffand find ways to get
them mvolved m the partnerslup

A LESSON LEARNED

Partnerships are between Institutions, not IndiViduals The people directly Involved In
the project must continually reach out to others In the bUSiness or NGO to ensure that
they know about and are Involved In the project In as many ways as pOSSible

Engage the whole business

It has been mentioned earher that It IS Important to engage the whole busmess whenever pOSSible To
do so, you should bnng to your negotiations Ideas about how VariOUS departments can be mvolved
m the proJect, whether as volunteers, techmcal adVisors, trainers, a resource for developmg and
pnntmg educational matenals, or whatever each department can contnbute Such broad-based
Involvement makes the project more sustalDable and can lead to other projects as people work
together and enViSion ways to solve more problems collaboratlvely

Agree on a project design

It IS Important to estabhsh a wntten project deSIgn and tlme frame that both SIdes can agree on, wluch
may take several meetmgs With vanous members of the deSIgn team NGOs are used to wntmg
proposals, but under the new paradtgm the project IS usually deSIgned Jomtly, With each Side makmg
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a contnbunon and ensunng that Its objectives are met The tlffie frame IS very lffipOrtant smce most
pnvate sector finns work much more qwckly than NGOs Busmesses often want It done now, so
NGOs must be prepared to make a qUick start-up and move qwckly mto lffiplementation

The busmess may need some education about how long commumty orgarnzatlon processes take
When Enron approached CARE about lffiprovmg Its unage mthe Indian commumty where It operated
a refinery, the company did not understand that CARE's mtegrated commumty development
approach reqwres a Slgmficant mvestment ofbme to lffiplement CARE spent Its own money for two
years gettmg the baSIC commumty orgamzatlOn work done, but once Enron saw the value of the
process, the partnership developed and Enron paid for CARE's programs

A LESSON LEARNED

No two partnershIps are the same Each Will be unique and adapted to the particular
needs and resources of the bUSiness, community and NGO Involved

Include stakeholders

After there IS agreement to move forward on a partnership, It IS useful to Identify all the stakeholders
and encourage them to be mvolved m the diSCUSSions Stakeholders are all those people who have
some stake mthe outcome ofthe proJect, mcludmg commumty members, local leaders, government
offiCials and people from other dlVlslons ofthe NGO and busmess Involvmg stakeholders ensures
that they agree With the baSIC Ideas and that the deSign IS acceptable to all

A LESSON LEARNED

The greater the benefit of the project to the bUSiness, the more sustainable the project
and the greater the potentIal for expansion The project must have value to both SIdes
- It cannot be only good for bUSIness, but must also have some SOCIal value

Pricing your services

As mentioned m Step Two, an NGO has two things to sell techmcal expertise and credibility, each
of which has an economic value How does an NGO pnce ItS techmcal expertise and serVices to a
bUSiness? FIrSt, It must know the actual costs ofproVldmg the serVice These costs are calculated by
followmg the pnnclples about knowmg the vanous costs ofdomg busmess that are outhned m Step
Three Cost factors to conSider mclude start-up expenses for new staff or eqwpment If needed,
personnel and supphes, plus overhead expenses Pncmg the serVice IS not unhke prepanng a budget
for a proposal, With one exceptlOn the cost ofyour name, as discussed on the followmg page
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SomeNGOs prefer to work on a grant basis They prepare a proposal statmg the services they Will
prOVide and ask for a fixed amount ofmoney to prOVide those servIces Wmrock InternatIonal, for
example, works With Monsanto on the marketmg of an herbiCIde m return for a fixed-pnce grant
Others prefer to take a percentage of the profits The Jane Goodall Institute takes a share of the
profits from ItS partnershIp With a software company that produces a ch1ldren's educational game

BUSinesses are not keen on revealmg how much profit they are makmg from the partnershIp None
ofthe members ofthe CorCom network knows how much money their pnvate sector partners are
makIng, or In what way their busmess has Improved, as a result of the partnershIp Clearly, the
bUSinesses are profiting m some way, otherWIse, they would end the relationshIp It IS helpful to
negotiate some kInd offinancial transparency on both SIdes as part ofthe deal Ifyou are seekIng a
percentage ofthe profits, a reputable accountmg firm can ensure that you get your farr share Without
compronusmg the company's need for confidentiality

Remember that If the relationshIp furthers your nonprofit cause (reduces malnutntlon, mcreases
employment, or whatever) you will not have to pay unrelated busmess Income taxes Iflt does not
further your cause, you should consult tax lawyers about ways to report the mcome and protect your
nonprofit status Refer to Step Five for more Information on the tax Imphcatlons ofpartnershIps

Pricing your good name

At some leve~ almost all busmesses want partnershIps With nonprofits for the credibility the nonprofit
bnngs to them In some cases, the busmess may have a poor reputatlon and want to Improve ItS Image
through association With a well-known partner In other cases, the busmess may already have a good
reputation and want to expand It or work With the NGO to reduce ItS costs or market Its products
One ofthe most drlIicu1t aspects ofnegotlatmg the pnce ofa partnershIp IS how much to charge for
the use ofyour good name or, as It IS known to accountants, your goodWill

When busmesses are sold, a standard accounting bne Item IS goodwill A store that IS well estabhshed
m a commumty IS worth more than a sImllar store that Just opened because the estabhshed store's
hIstory and reputation mthe commumty has a finanCIal value Your value as an NGO IS based on your
hIstory, your reputation, how broadly you are known (businesses often want to work only With big
mternatlOnal "household name" NGOs), and how badly the busmess needs your credlblhty Some
compames would Jump at the chance to be assOCiated With a well-known nonprofit orgarnzatlon
Others already have a good reputation and do not need the credIbility ofa partner For example, when
an enVIronmental NGO approached DIsney Corporation to propose some Jomt actiVities, Disney was
not mterested, since It already has an excellent reputatIOn

In some cases, a bUSiness may only want to use your name, not your techmcal services In cause
related marketmg, busmesses offer to make a contnbutlon to your orgarnzatlon m exchange for the
use ofyour name Ifyou buy their product, some portion ofthe proceeds goes toward your cause
It has been shown that cause-related marketmg does mcrease sales It can be a good source of
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revenue for your orgamzatton, but It IS not the same as aJomt venture 10 whIch the NGO and busmess
Jo1Otly manage a comrnumty 10vestment actiVIty

There IS no easy answer on how to value your goodwill other than to say It IS worth what the market
wIll bear There are standard account1Og formulae that are used 10 pncmg goodwill 10 the sale of
busmesses It may be worth consultmg a good accountant With expenence 10 the sale of servIce
busmesses (rather than product sales) for adVIce Also, there are standard accountmg ratios that may
help quantItY the concept Smce thIs IS a new field for NGOs, a standard has not yet been developed
for how to value the credibility you bnng to a partnershIp

A LESSON LEARNED

Most companies know httle about community development, and most NGOs know httle
about the speCific bUSiness of their partner Each Side must educate the other as they
go The creativity In finding solutions to problems often comes from the NGO

Consider investment costs

Partnerships often have 10vestment costs on both Sides PartnershIps do not work hke a grant 10 that
a check amves and you begin work The busmess may have to do research on new types of
marketIng, packagIng or products Procter and Gamble, for example, spent close to a mIllion dollars
findmg a shelf-stable Vltamm A to put 10 Star Marganne Monsanto spent time and money develop1Og
a dry form ofRoundup and packaging It 10 sIZes that fit a backpack sprayer to meet West AfrIcan
condItIons There may be start-up costs for the NGO, too, to demonstrate to the company that It can
perform the servIces reqUIred AId to ArtIsans made several tnps to Pern before negotIatmg a contract
WIth a suppher 10 the US, and also helped With quahty control and deSign The 10vestment costs on
the NGO Side can 10clude both travel and staff time and may 10clude fees for consultants,
demonstratiOn sites or events, or product quahty control costs

Think outside the box

One ofthe many advantages ofthe new parachgm IS that we are freed from the constra1Ots ofdonors'
gwdehnes on project design Most NGOs are so accustomed to tlunkmg 10 terms ofthe usual project
design that they may faIl to ''thmk outSIde the box" and be creative or unusual Perhaps other NGOs,
busmesses or organIZations should be part of the partnership Define a problem and Its causes
carefully, then look at a vanety ofways ofSOlVIng the problem before select10g one Sohclt Ideas from
people outSide the development comrnumty See Ifthere IS a way to solve two or more problems at
the same time, such as tralmng unemployed women to prOVIde quality clnld care at a factory
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Start small and grow

Expenence has shown that partnerslups work best when they start small WithJomt actiVities that are
hkely to succeed WorkIng together may be a new expenence for both partners, and you have much
to learn and teach each other Once a few actiVities are proved successful and the finanCial mterest
to the company has been demonstrated, the company will almost always want to expand the project
to other factones, countnes or actiVities It IS not unusual for a partnerslup to take a year or two to
develop

A LESSON LEARNED

Partnerships are Incremental They start with small agreements and activities and grow
over time Substantive partnerships often result from other types of collaboration that
lead to trust on both sides Partnerships are Implemented In the field between local
bUSiness representatives, NGO staff and the community Even though partnerships are
Implemented In the field, they need a "champion" at corporate headquarters and within
the NGO to embrace the concept

See your lawyerf

Not all partnerslups are estabhshed by a formal wntten contract Letters ofagreement or memoranda
ofunderstandmg, or even oral agreements, may establIsh legal relatlOnslups and may evolve as the
relanonslup grows Therefore, It IS lughly recommended that such agreements be reduced to wntmg,
and be reViewed m advance by a competent attorney to ensure that they do not Jeopardize the tax
exempt status ofthe NGO

Mlmmally, the followmg should be observed

• The nonprofit orgamzatlon must retain and exercise discretion and control over ItS resources
(e g, mailing hst, mtellectual property, any other assets mvolved or mvested m the venture)
when entenng mto arrangements With for-profit partners

• AVOId entenng mto exclusive contracts With for-profit serVIce prOViders

• Fee arrangements must be faIr to the NGO, and any compensation or payments to the for
profit must be demonstrably reasonable for serVIces rendered

I ThIS matenalis also adapted from RIchard Campanelli's presentation at the CorCom semInar Contact lum for
additIonal mformatIon or for pemnSSlon to use this matenal
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• The NGO should reserve the nght to temunate the contract pnor to the end of the contract
term

• The NGO should control the operanonal and orgamzed structure ofany partnershIp orJomt
venture estabhshed, sufficIent for the NGO to protect Its nonprofit resources The IRS will
look beyond structure to actual operanon to determme the adequacy of such control

• The actlVInes ofthe partnershIp must demonstrably further chantable purposes \

• The structure ofthe partnership must msulate the exempt orgamzanon from undue nsk and
from potennal confhcts between Its chantable purposed and Its general partnership
obhgatIons, and mInImIze the hkehhood that the arrangement will generate undue "pnvate
benefit"

When consldenng an agreement or venture With a for-profit entity, the follOWing pomts are also
Important

• Does the contract or agreement clearly state your orgamzatlOn's chantable/exempt purposes,
and does It prOVIde that the busmess partner understands and recogmzes that It IS essennal
that the relatIOnshIp promote the chantable purposes ofthe orgamzatlon?

• Does the agreement prOVIde that It may be termmated for cause If, m the discretion of the
exempt orgamzatlon, the contractor IS engagmg m actiVIties mconslstent With the stated
exempt purposed or reputatIOn of the orgamzatIon, and further, that upon termmatlon the
contractor will Immediately cease all acnVItles related to and uses of the exempt
orgarnzatlOn's name or other propnetary nghts?

• Is nsk and hability exposure appropnate to the undertakIng? Is the nonprofit appropnately
mdemmfied for the actiVIties of the contractor? Munmally, IS the nsk undertaken by the
exempt orgamzanon appropnate to matters legitImately under ItS control? Ensure that the
contract does not mappropnately shtft nsk (finanClal or otheIWlse) to the exempt entity
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Step Eight:
IMPLEMENTATION

Build in process evaluations

As your partnerslnp progresses, It IS unportant to budd m process evaluations so that problems can
be Identified before they become msurmountable Dependmg on the sIZe ofthe project and the level
of resources, the process evaluatIOn can be an mformal part of meetmgs, accomphshed through
Internews by your own or by outSide evaluation staffand/or someone from the busmess partner's
human resources staff Or the process evaluatIOn can be a more formal process, Involvmg a staff
retreat, fac1htator and formal methodology Most partnerslnps seem to work well With only mformal
evaluatlons, however, It IS Important to estabhsh very early on the Idea oftalkmg about the process
as well as the content of the Jomt actiVity IftensIOns seem to be buddmg, or lfthe project IS not
movmg along on schedule, then talk your partner about a process evaluatIOn to Identify the problems
and overcome them

A LESSON LEARNED

Partnerships are a process, they proceed on a dally or weekly baSIS The most
successful partnerships are not Just finanCial, but are real program partnerships If
pOSSible, there should be a team approach, InvolVing people from different
perspectives from both organizations who work together from conceptualization through
Implementation With a two-way flow of Information Projects that start off Without thiS
level of equality often expenence a year or more of start-up problems until a level of
trust and collaboration IS In place

Build the support ofall stakeholders

Projects change over time, personnel may change, and stakeholders may change Always keep m mmd
who all the stakeholders are on both Sides and m the commumty, and Include them as much as
pOSSible In diSCUSSions, problem solVing, and deCISion makmg

Problem solves do not criticize

When problems anse - and they Wl11 - work With your partner to resolve them, Without bemg
cntlcal of their approach Busmesses are weary of bemg cntlclZed by NGOs Take a respectful
approach to your partners, hsten to their pomt ofView, and do not cntlclZe their approach either to
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them or to others outside the partnershIp Treat therr pomt ofVIew respectfully even when they are
not present Each side thInks differently, and It IS from thIs difference that creatiVIty and Innovation
can spnng The NGO IS not always nght

Get help with conflict resolution

Ifa problem seems msurmountable or IS delaymg the unplementatlon ofthe proJect, get outside help
With mediatIon, confhct resolutIon and taahtatIon SometunesJust a few hours With a good facilitator
or negotIator can clear a bottleneck and get thmgs movmg agam Facilitation mtght be conducted by
someone on the staffof one ofthe partner orgamzatlons (usually someone who IS not too close to
the project), a consultant, or perhaps someone from another NGO or busmess who has skdls m
problem solvmg Problems are best solved before they reach the pomt of confhct If tension seems
to be buddmg, deal With It Immediately

Grow organically

It has been sald before, but It IS worth repeatIng Expenence has shown that jomt ventures work best
when they start small and grow as workmg together becomes eaSier, new opportunitIes present
themselves, and more complex projects can be deSigned Both the busmesses and the NGOs are
leammg a new way ofdomg bUSIness, and It IS Important not to start offWith very large or complex
projects If you have not worked With the other partner before Once a busmess sees the advantage
ofthe partnershIp m ItS bottom lme, It will look for other ways to work With you

Ifthe buSIness wants to undertake actiVitIes that are not m your s1011 areas, bnng mother NGOs With
techmcal expenence to work With you For example, you may need an NGO With expertIse m
nutntlOn, credit or hteracy to complement the techmcal expertise your NGO has

Assess impact

Part ofthe prOject plan should Include results momtonng ThIs mcludes the results for the busmess,
the results for your NGO, and the results for the target populatIon Busmesses are not hkely to give
you propnetary mformatlon about therr sales, profits or slmtlar mdlcators However, for your own
purposes, It IS Important to urge them to do therr own Internal calculations so they can see that the
partnershIp has Improved therr work Generally, tfthe busmess IS not profitIng m some way, It Will
not want to contmue With the partnershIp

Assess the Impact ofthe project on your orgamzatlon as well Has the project put undue burdens on
your staff? Did you pnce your sefV1ces correctly? Has the partnershIp raIsed ethIcal Issues for you?
The answers to these and other questIOns about the effect ofthe partnershIp on your NGO can help
you With project redeSign and m negotiatIng future partnershIps or act1VItles
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Fmally, assess the 1Il1pact ofthe project on the mtended target populatIon Are the workers healthIer?
Are women savmg t1Il1e m theIr agnculture work? Are the chIldren m the chIld care program learnmg
appropnate early chIldhood skIlls? Has the avaIlability of the product (condoms, toothpaste,
agncultural products, etc) made lIfe better for the poor Without haVIng umntended negatIve
consequences? The evaluatIon can be a formal system such as you may have developed under a grant
funded program, or It can be an mformal system that mcludes routIne meetmgs or focus groups With
representatIves ofthe partner orgamzatIOns and the commumty

Remember that hard 1Il1pact evaluatIOn data are a valuable tool for the busmess and the NGO to use
m publIc relatIons (both mSIde and outsIde the orgamzatIOns) Even though you are not held
accountable to a donor for Impact data, It IS 1Il1portant that you gather It and use It to Improve the
project and show that the new paradIgm works You should also refer to Step Three and become
familiar With vanous aspects of proJect costs so that you can proVIde the maxunum servIce for the
mm1Il1um cost These figures will be ofmterest both to you and your partner company

47



Step One: CHANGE YOUR WAY OF THINKING

Step Two: WHAT DO YOU HAVE TO SELL?

Step Three- BECOME MORE BUSINESSLIKE

Step Four: CHOOSING A PARTNER

Step Five: ETHICAL ISSUES

step Six: MAKING CONTACT

Step Seven. NEGOTIATING THE DEAl

Step Eight IMPLEMENTATION

IStep Nine. THE ROLE OF GOVERNMENT ~

Step Ten' CELEBRATE SUCCESS



Step Nine:
THE ROLE OF GOVERNMENT

Background

As descnbed m Step One, most govenunents are shnnkmg as the pnvate sector takes over more and
more responsIbilities and more government sel"Vlces are pnvatIZed In the US, health care IS already
pnvate, and many pnsons and schools also bemg pnvatIZed This shIft toward pnvatIZation IS
occurnng because the pnvate sector can often perform sel"Vlces at a lower cost than the government
can It IS also happemng by necessIty, smce government revenues are dlffiInlshmg as each new wave
ofpOhtICIans prOmIses tax rehef

Nevertheless, govenunent will always playa cntlcal role ofcoordInatIon, settmg pohcy, and creatmg
an appropnate legal and regulatory framework to protect Its CitIZens whIle proVidIng them With the
sel"Vlces they need There IS a great deal of rhetonc now m the development commumty about the
advantages oftnpartlte partnerships m which busmess, government and CIVIl SOCiety work together
to achieve SOCIal goals on the prennse that each sector has strengths and weaknesses that the other
sectors lack When all three work together, the results can be greater than the sum ofthe parts

There are numerous examples of tnpartlte arrangements At a CorCom sennnar, Steve Waddell
descnbed three projects that mvolved local government, local busmess and vanous NGOs He found
the projects to have great pronnse when they were fleXible and willmg to work together to resolve
the problems presented by the partners' dIffenng values, language and objectIves

The WorId Bank IS currently mvolved m a major ImtIatlve to advance the tnpartite development
mode~ particularly With govenunent m a coordInatmg role and With the pnvate sector takmg up more
m mfrastructure projects relatmg to natural resources, water and samtatIon, and education

In CorCom's expenence, however, government has not been a major player m any ofthe cases, With
the exception ofprograms that prOVide fortIfied foods, which must mvolve the Munstry ofHealth at
the highest levels In the case studIes presented m Appendix B, the NGOs are estabhshed m the
country where the actIVity IS undertaken, and the partnership has been between the busmess and the
NGO Ofcourse, any actIVity must follow local gwdehnes, laws and protocols Local OffiCIalS must
be kept Informed ofthe project and 1DVIted to Jom m as much as they are mterested m domg so Most
NGOs already maIntaIn good workmg relatiOns With local representatives of VanOUS government
mmIstnes, and It IS a normal part oftheir work to keep these OffiCIalS Informed and mclude them m
actIVities whenever pOSSible As projects succeed and scale up to regional or natIonal levels, It may
be more Important to assure a role for government m the planmng, Implementation and evaluatIon
ofproJects
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Try to include government in the partnership

In projects ofany SIZe, It IS Important to Include government officials, both from relevant national
ffilnlstnes and from local government, In the project whenever pOSSible Wlule the government
offiaals usually have few financial and human resources to offer, they can play an lffiportant role In
cleanng red tape, interpreting local laws and gaining support for the project throughout the
commumty

InvolVIng government offiCials also offers an opportumty to teach them about the new paradigm and
to prOVide them With some of the tools they may need to facilitate other such partnerships Most
development people feel that an lffiportant role for government offiCials m the future will be to
faClhtate partnerships, some ofthem complex, to solve pressmg SOCial problems For this reason, they
should be mcluded In your work Ifthey are Interested

A LESSON LEARNED

An Important role government can play IS the faCIlitation of partnerships, bringing
together key players from all sectors to make the best use of all resources
Governments also must establish regUlatory frameworks and SOCially responsible
licenSing procedures that prOVide Incentives for bUSinesses to have NGO partners
Governments In some countnes also have an Important role to play In helping to
privatize state-owned bUSinesses

Follow local laws, policies and guidelines

NGOs With technical sector expertise are well wormed about local guldelmes, protocols, laws and
regulations pertauung to therr sector All actlVltles must adhere to the legal and regulatory framework
ofthe country and dlstnct In which they are lffiplemented Ifyou are not familiar With local law and
regulations, consult someone who IS and Include them In your planmng sessIOns

Ifthere are laws or pohcles that hmlt your work, this should be brought to the attention ofoffiCials
Some laws can be changed lfbuslness and NGOs work With local offiCials to draft favorable new
legJ.slanon or pOhCles, smce the laws or pohcles affectmg your project probably have the same effect
on other projects Issues such as these can be taken up by advocacy groups
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Keep officials informed

If, for whatever reason, government officials do not choose to be closely mvolved m the proJect, It
IS nevertheless 11llportant to keep them mformed of your work Most government officials are
overworked, and many may lack transportation You can still keep them mvolved by sendmg them
copies ofmeeting mmutes, mVltmg them to ceremomes and meetmgs, orgamzmg special tours for
them and VISiting dtgmtanes, and offenng slmllar courtesies Although they may not be mterested m
the begmmng, their mterest may grow as the project grows and becomes successful
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Step Ten:
CELEBRATE SUCCESS

Be sure the business gets credit for its work

Even Ifthe busmess IS mvolved mthe prOject pnrnanly for marketmg. nsk reductIon or decreasmg
productIon costs. there IS always an element ofpubhc relatIons m theIr work It helps them to JUstify
the project to theIr Board of DIrectors. helps staff wm pomts on theIr personnel performance
appraISals. and gIves the busmess mformatlon that they can use m promotIng theIr company Image

Document the process WIth photos ofworkplace condItIons. workers' housmg or chtld care centers
Collect personal stones ofpeople whose fa.rruhes· hves have been Improved as a result ofthe project
Gather overall Impact data showmg Improved health condItIOns. hvmg standards or other quahty of
Me or qualIty ofwork mdIcators. and gIve thIs mformation to the company for theIr records and use

An Important mdIcator ofa successfulJomt venture IS that each SIde knows and respects each other's
objectIves Help the busmess achIeve Its objectIves and help It document those successes The NGO
usually has more expenence m project documentatIon and captunng the human mterest than the
busmess does

A LESSON LEARNED

Success breeds success Under the old donor-grantee model, NGOs were forced to
carry out the donors objectives and compete for scarce resources Under the new
model, the more success we can document, the more bUSinesses Will want to work With
NGOs - and the pool of resources Will become Virtually unlimited NGOs Will be free
to work on a much broader range of SOCial problems Partnerships can lead to creative
new solutions to problems not pOSSible under the current system BUSiness people talk
With other bUSiness people, and success With one bUSIness can lead to diSCUSSions
With other potential bUSiness partners
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Celebrate success

Celebrate success by holdIng ceremomes, press conferences, and hIgh-VISibility events that will make
the work known to the commumty and the media InViteJOurnaliStS to wnte stones about the project
The work ofgettmg the project off the ground requires a lot of energy and cOmmitment, and It IS
nnportant to reward those mvolved With pubhc recogmnon and appreciation
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Followmg are short biographies ofthe speakers at the CorCom semmars and the author ofthis book
These indIViduals have wntten extensively on Issues connected With partnerships, therr pubhcatlOns
are Included In AppendIX C Therr contact InformatIOn IS hsted In AppendIX D

ShIrley Buzzard founded the Corporate Commumty Investment SerVIce In 1996 and has been ItS
director since that time She IS also the executive drrector of Heartlands InternatIOnal, Inc, a
nonprofit With the mISSion of brmgmg busmesses and nonprofits together She worked as a
professIOnal consultant m development for about 20 years, dunng which tIme she speclahzed In
programs carned out by NGOs She has profeSSIOnal expenence In more than 50 countnes
worldWide She IS tramed as an anthropolOgist (ph D) and commumty development speclahst
(M.Sc) She had a pnor career as a umverslty lecturer m phySical anthropology (M A) She hves In
the Washington, D C area

RIchard CampanellI IS a shareholder m the law firm of Gammon and Grange, P C In McLean,
Vlrglma HIs law practice concentrates on all aspects of tax-exempt orgamzatlons, including
estabhshmg and mamtmmng exempt status, board responSibility and hability, employment Issues,
chantable sohCltation comphance, unrelated busmess mcome actiVities, and the estabhshment offor
profit subsldIanes He lectures frequently on matters of mterest to tax-exempt orgarnzatlons,
mcludIng nsk management and the practice ofpreventive law through legal audIts He developed a
legal audIt questionnaIre that enables nonprofits to analyze therr legal status to prevent problems He
teaches at George Mason Umverslty See AppendIX E for a copy ofhis Nonprofit Alert newsletter

Before Jommg Gammon and Grange m 1989, Mr Campanelli was Semor Special AsSistant to the
Attorney General at the US Department ofJusnce In the Tax and CIVl1 RIghts DIVISion Pnor to that
he was legal counsel to the South AfrIca Workmg Group at the State Department He also has served
as director of a nonprofit orgarnzatlOn addressmg Juvemle dehnquency He holds a Juns Doctor
degree from the Umverslty ofVrrgIma

DaVId Oark IS regional director for Northwest England for Busmess m the Commumty, a nonprofit
membership orgarnzatlon made up of the 400 largest busmesses m the UK Busmess m the
Commumty asSistS In the SOCIal and econOmIC regeneration ofcommumtles by Increasmg the quality
and extent ofcorporate Investments oftime, cash, products, skills and other resources HIs role IS to
broker these partnerships and adVise compames on ways they can make a dJ.fference by hnkIng With
commumty groups or local government He holds an M A from Oxford Umverslty and worked for
20 years m the retaIl clothmg busmess He hves m Cheslure, England
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Joan Elise Dubmsky IS president ofthe Rosentreter Group based In Kensington, Maryland She IS
an attorney and management consultant With more than 19 years of professIOnal expenence In the
fields ofbusiness ethtcs, corporate comphance and human resources Issues She has worked With
many corporations to deSIgn, develop and Implement effective ethics and comphance programs that
fit her chents' corporate culture and chmate She IS frequently asked to speak at meetings of the
Conference Board and professional orgamzatlOns

She served as semor legal counsel for the MITRE corporation, where she speclahzed In all aspects
of employment, labor and indiVidual nghts law She also served as corporate secretary, associate
general counsel and ethtcs officer for the Amencan Red Cross In 1986 she was the first Ethics Officer
ever appOinted by a major nonprofit orgamzatlon She was an honors student at the ReSidential
College at the Umverslty of:Michigan, concentrating on rehgtous phtlosophy before attendtng the
Umverslty ofTexas, where she earned a Doctorate ofJunsprudence She IS a member ofthe Center
for Busmess Ethtcs and a member ofthe faculty ofthe Ethtcs Officer AsSOCiatIOn, where she works
With executive education programs and teaches a course In Managmg Ethics In OrgamzatlOns She
IS also semor fellow With the Ethics Resource Center

Cheryl Lassen has worked In mternatlonal development for more than 20 years, particularly In the
areas ofsmall bUSiness, nucroenterpnse, nucrocredlt, and now, In SOCial enterpnse She IS currently
the president ofLassen AsSOCIates, a small group of dedicated profeSSIOnals who are loolong for
mnovatlve solutions to alleViate poverty Lassen AsSOCiates IS a pnnclpal partner In the Sustamable
Development SerVIces Over the past four years, she and her firm have concentrated on bUSiness
models for nonprofits and worked With mmVldual orgarnzanons to reView their grant dependency and
find ways to recover costs, market serVIces and products, mcrease scale, and become more
entrepreneunal In therr work For many years she worked With Partnership for ProductiVity, one of
the first nonprofits comnutted to nucroenterpnse and nucrocredlt programs She was one of the
pnnclpals In the formatIOn ofthe Small-Enterpnse Evaluation (SEEP) network She has worked m
countnes worldWide but With specific emphaSIS on Afhca She holds a Ph D In Agncultural
Econonucs and Rural SOCIOlogy She hves m the Washington, D C area

DaVid Logan IS foundmg director ofCorporate CltJzenshtp Company. based m London He prOVides
consulting on all aspects of corporate citIZenship to international compames He also prOVides
research and serVIces such as Issue analysIs. management educatiOn, benchmarkIng studies, program
development, Implementation and evaluation He has adVised many major retatl firms on corporate
citIZenship and helped others Internattonaltze their corporate citIZenship programs He IS noted for
Ius ploneenng work mdevelopmg systems that momtor and measure progress m addreSSing corporate
responsibility Issues across company stakeholders worldWide He IS a graduate ofLondon Umverslty
and holds academIC appomtments mthe schools ofbUSiness at the Umverslty ofManchester and City
Um". erslty Graduate School In New York City He hves In London
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Laurie Regelbrugge IS Vice President of Hitaclu FoundatIon, a U S plulanthropic orgamzatIOn
establIshed m 1985 m Waslungton, D C by Hltaclu, Ltd of Tokyo She manages a grantmakmg
program and oversees partnership programs With US-based Hitachi comparues, and has mternational
expenence In Jordan and IndonesIa She directed speClahzed education programs for the InternatIOnal
Law Inst1tute, has assISted In evaluating several education programs, and has taught at the secondary
school level She has wntten a book With DaVid Logan and Delwm Roy and has wntten other artIcles
She has degrees from VrrgIDla PolytechnIc Inst1tute and State Umverslty She hves m the Waslungton,
DC area

Steve Waddell works on mtersectoral collaboration for the Institute for Development Research at
Boston College RaIsed In Vancouver, he worked first as aJoumahst He then held vanous leaderslup
POSItiOns In the finance mdustIy m Canada, where he started a SOCIal mvestment fund (now Canada's
largest), and supported vanous commumty econOmlC development Inltiatives Pnor to JOInlng IDR,
as a professor at Boston College he started an executive management program With the School of
Management, Department ofSOCIology, and vanous employers That II-month program works With
middle- and upper-level staff already advanced m theIr careers who are undertaking major change
projects WItlun theIr orgamzations He IS completmg a major study ofmtersectoral partnerslups m
Madagascar, IndIa and South Afnca that formed the basIS for lus presentation at the CorCom
semmar He earned a Ph D m SOCIology and an MBA He has studied mFrance, SWitzerland, Taiwan
and Cluna He hves m Boston
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EXAMPLES OF WIN-WIN PARTNERSHIPS

Winrock and Monsanto

Monsanto produces an enVIronmentally fhendly herbicide called Roundup Thts product allows for
conservation tdlage, whtch keeps orgamc matenal In the sod to prevent wmd and water erosion
Without ploWing PreVIously, fields were plowed With a mould board plow that turned the surface
vegetation under Now, seeds can be planted Without the extra labor ofploWing, since the herbiCide
IS put Into the sod With the seeds

Monsanto and Wmrock already had a relatlonshtp, Since some ofWmrock's work IS funded by the
Monsanto Fund Wmrock approached Monsanto about a more substantive partnershtp m West Afhca,
where Wmrock would help market the tmportant labor-savmg herbiCide Imtlally, Monsanto was
reluctant because the Wmrock's proposed project would requrre deltvermg the herbiCide to small
farmers In small packages, a reversal of theIr trend toward larger, bulk deltvenes ofltqwd Roundup
In the U S However, after Wmrock engaged Monsanto staffm an extensive senes ofproblem solvmg
seSSIons, Monsanto made a substantial mvestment m the development of small packets of dry
Roundup that can be dropped Into a backpack sprayer that IS then filled With water Thts new
packagmg made It appropnate for the technology used by Afhcan small farmers, and the packets are
much easier to dIstnbute than the lIqUId

Because It dramatically reduces the amount of labor needed to prepare a field for productiOn,
Roundup IS an tmportant new technology and a major labor-savmg deVIce m West Afhca, where
women do much of the work With Wmrock actmg as an extension agent, showmg the results on
demonstration farms, the partnershtp was able to create a great demand for the new product
Monsanto has asked Wmrock to help them With laws and regulations that assure that the product IS
used properly

As a result ofthe use ofRoundup there has been a great savmgs mlabor, freemg women to undertake
other Income-producmg actiVItIes Monsanto plans to open a mCfo-credit program that will enable
women to obtam loans to start small bUSinesses In the extra tIme that they now have avatlable Farm
productIon levels are up, whtch has shortened the hunger season between crops, and With htgher
levels ofproductlon, farmers are able to save more oftherr crop for seeds for the next plantmg cycle
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Before tlus partnerslup, Monsanto was used to dealtng Wlth large-scale farms and was movmg toward
even more large-scale dehvery systems To go back to small dehvery systems was lIl1tlally drllicu1t
for the company, smce It seemed counter to their trend In the US, Monsanto markets to a few
decIsion makers who have large plots of land, but they had no expenence m marketmg to small
farmers m Afhca, a population Wlth wluch Wmrock had excellent contacts

Wmrock brought to the partnerslup Its on-fann productiVity network and Its excellent techmcal skills
mtraditiOnal small-farm technology Wmrock also brought a USAID-funded mtcrocredlt program,
the ability to orgarnze and manage the project, a strong techmcal knowledge ofseeds, and - very
Importantly - credlblhty Wmrock was Viewed as an extension servIce that could demonstrate the
product so that farmers could see for themselves the advantages ofRoundup

Monsanto, for Its part, brought finanCIal resources to the project The company gave Wmrock a grant
that covered the nonprofit's costs to Implement the project Monsanto also prOVided the product and
the dtstnbutton system Plans are now underway to expand the project to indoneSia The Imtlal grant
was only the begmmng ofwhat will be a long-term partnerslup between Monsanto and Wmrock, the
begmmng ofa stream offundmg

Wmrock held many diSCUSSions about the etlucallssues mvolved m promoting a product such as
Roundup, but mthe end deCided It was lmmoral to Wlthhold a technology that has so many POSitive
features Wmrock staff, who have strong techmcal skllis and expenence m agnculture, satisfied
themselves that Roundup IS enwonmentally fhendly

Wmrock recogrnzes that world must tnple ItS food production m the next few years as the world
population mcreases and as the world economy Simultaneously Improves, gtvmg people additional
resources to buy more and lugher quahty food Wmrock beheves It IS essential for the NGO to
envIsion Itself on the busmess Side to be able to Identify real or potential problems They attnbute
some ofthe project's success to the use ofteams on both Sides, mvolvmg people With techmcal and
process skills It was also unportant to have a champion on each Side to help work through problems

Aid to Artisans and Mesa International

The partnership between AId to ArtisanS (ATA) and Mesa international, a dtstnbutor ofhandmade
ceramICS and pottery m the US, took almost two years to develop after ATA first met With Mesa
international at the New York International Gtft Farr, an annual display of merchandise Mesa
international and ATA met several times before the company agreed to explore a relatiOnship With
at' ATA partner, Ceranuca Peru Mesa internatiOnal mSlsted on an exclUSive contract Wlth CeramIca
Fe u so that competitors m the U S would not have the same pottery As diSCUSSions progressed,
Mesa International agreed to send a deSigner to Peru to adVise on quahty and deSign Issues This led
to the development ofan agreement to purchase approXimately $1 mtlhon a year from the PeruVian
ceramics cooperative Mesa internatiOnal then worked With Ceramtca Peru to deSign and package
products that they would market m tile US ATA helped negotiate the deal but did not take a fee for
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the servtce As a result of the deal, the number of employees at Ceranuca Peru mcreased by 60-80
percent Still. the cooperatIve manager needed crecht to expand the productIon facilities and had some
clrlliculty findmg a loan until he was able to obtam one from the Small Credit AsSIstance Fund

The deal With Ceranuca Peru led to a much broader relatIonship between Mesa InternatIonal and
ATA Mesa InternatIonal has now agreed to purchase one shIppmg contamer ofpottery from each
country where ATA works, and IS malang contnbutIons to ATA's operatIng costs The key to makIng
the deal between Mesa InternatIonal and ATA was Mesa InternatIOnal's agreement to send someone
to work With Ceranuca Peru m-country This COmmItment on the part ofMesa InternatIOnal started
the process that led to the contract It took two years before Mesa InternatIOnal had products m theIr
warehouse The deal took tIme and finanCIal conumtment on both SIdes to seemg the process through

ATA belIeves that It cannot remam an "honest broker" If It has a finanCIal mterest m the deal bemg
made, and that ItS first respOnsIbility IS to objectIVity For this reason, ATA does not take a "cut" from
contracts At the same tIme, ATA IS strIVIng to diverSIfy ItS mcome to mclude more donors and trade
partners Many entrepreneurs m developmg countnes have been taken advantage ofby brokers and
mIddlemen who explOit producers ATA beheves It IS Important to be ObjectIve m medIatmg contracts
and to find other ways to dIverSIty ItS mcome

The Jane Goodall Institute, Conoeo, RMC Software

The mISSIOn of the Jane Goodall InstItute (JGI) IS to empower mdiVIduals to foster relatIonships
between people, the enVIronment and ammals that sustain the natural resource base JGI's strategic
obJecbves Include the conservation ofpnmate habItats, enVIronmental educatIOn, pnmate research,
and advocacy for anImal welfare, particularly to protect chimpanzees used m research

JGI's strategic plan has two parts achIevmg the program ObjectIves and reachmg finanCIal self
suffiCIency through an expanded endowment, income from Dr Goodall's lectures and tours, dIrect
mail, pnvate donations and pnvate sector allIances

Through pnvate sector allIances, JGI looks for a WIn-wm SItuatIOn that profits the pnvate sector
partner and also profits JGI whIle helpmg It achieve one or more of ItS strategic objectIves Such
projects must promote the unage ofSOCIal conSCIOusness JGI has several pnvate sector partnerships
that generate 15 percent of the nonprofit's Income Two of ItS corporate partners are Conoco and
RMC Software

Conoco prOVided the land to build a 6300-acre game sanctuary near BrazzaVille m the Congo as a
home for chimpanzees that were rescued from poachers, orphaned, formerly IIvmg m zoos, or
othelWlse m need ofa safe home Conoco arranged for transportation ofthe chImps to the sanctuary,
and mreturn, Conoco receIVes endorsements from Jane Goodall when she delIvers lectures Although
this endorsement IS not reqUIred In the partnership contract, Dr Goodall offers It wIlhngly because
she beheves Conoco has made valuable contnbutIons to her work Conoce gave JGI a $700,000 grant
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to manage the sanctuary, where JGI staffconducts research that advances the nonprofit's objectives
The partnerslup was lDltlated three years ago by JGI, wluch lDltlally approached Conoco for a
donation that eventually led to a more substantive partnerslup The partnerslnp With Conoco has
receIVed Widespread support Within JGI, but that many ofthe ammal nghts groups have cntlclZed the
alhance

RMC Software produces a cMdren's CD-ROM about the enVIronment featunng Jubilee, a doll that
has adventures m vanous ecomches Each adventure mcludes an enVIronmental message RMC
Software produces the CD-ROM., markets It, receives most ofthe revenue, and strengthens Its pubhc
Image through Its association With JGI In tum, JGI, winch assisted With the development of the
software and helps market It, receives a percentage ofthe revenue, and smultaneously furthers Its
enVIronmental education objectiVes RMC took the wtlatlve on this partnership after a company staff
member attended one ofJane Goodall's lectures and later approached JGI about a partnerslup

JGI also sells other merchandise connected With Jane Goodall and clumpanzees Some of the
merchandise orders are filled by volunteers from JGI storerooms and others are filled directly by the
manufacturer

The time It takes to bnng a partnership to fruition vanes considerably dependmg on the deal Some
have taken at least moe to 10 months wMe others, hke the calendar, take less than one month In past
years, JGI's pnmary sources ofmcome were lectures by Jane Goodall and drrect mall JGI now has
a much more diversified fundmg base

Pact and Nike

Pact carnes out a number of programs With NGO partners m IndoneSIa, addressmg Issues of
democracy and governance, street cMdren, and mY/AIDS educatIOn Pact presented tins case ofItS
aborted "partnerslup" With Nike because the nonprofit beheves that It offers mportant lessons for
poth Its own organIZation and other NGOs to apply to future negotiations

Nlke makes sneakers mmany factones throughout Asia, mcludmg 14 factones m IndonesIa, each of
winch employs more than 1000 people Nlke IS regularly attacked m the press for Violation ofhuman
nghts, local labor laws and mternatlOnallabor standards Through personal contacts, Nlke and Pact
dISCUSsed two potential partnerslups one to sponsor street chlldren m a soccer league and the other
to prOVide mY/AIDS education to factory workers The soccer league project would have cost Nlke
about $15,000, wlule the mY/AIDS program would have cost several hundred thousand

Completely mdependent ofPact's diSCUSSions With Nike m IndoneSIa, a Vletnamese-Amencan Pact
employee who wanted to stop unfaIr labor practIces m Vietnam made an evaluation tnp to Vietnam
It was rumored that Nlke had paid for her tnp, and whlle that was not true, It affected Pact's
relanonslnp With ItS NGO partners mIndoneSIa, particularly those organIZations that focus on human
nghts
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In the end, Pact chd not pursue either ofthe proposed actlVltles With NIke, 10 part because ofcnnclsm
from NGO partners, some ofwluch are members ofthe Intematlonal Shoe Manufactunng Momtonng
Network, and because NIke was unwIlhng to negotiate beyond sponsorship ofthe soccer league

Pact now sees that negonat1Og partnerships WIth busmesses IS far more complex than ongmally
thought It mvolves not only the mterests ofthe corporanon but also those of the local NGO partners
In some cases theIr mterests mesh, and 10 others they do not Fmally, as advocates for the NGO
sector partners, Pact m IndoneSia learned that the NGOs' 10terests must remam paramount

CARE and Enron

Enron IS one ofthe largest energy corporatIOns In the world, WIth 6,000 employees and $92 billIon
m annual revenues Based m Houston, Enron pndes Itselfon being a Vlslonary company, and has had
a philanthropic relatIOnship WIth CARE smce 1983

Enron wanted to bOOd a natural gas power plant m the state ofMaharashtra, India but the company
had a very poor reputation 10 the area, and there was a lot of resistance to the Idea ofa foreign 011
company's workIng 10 the state Enron confronted pohtlcal problems In obtammg the nghts to
construct the $2 5 bl1hon natural gas-fueled plant, and shortly after It was finally approved, a new
government came 1Oto power and nulhfied the deal The government argued that the project costs
were padded and that the rates Enron planned to charge were too high Dunng these negonanons,
Enron was the target ofconslderable neganve pubhclty from reports that the project would harm the
enVlronment

Meanwhile, CARE was closmg down ItS commumty development programs 10 the state of
Maharashtra due to a cut m USAID funds and a pohcy deCISion to move operanons to poorer states
Beg10mng 10 1995, CARE and Enron semor US staff had begun diSCUSSIOns on the Idea of a
partnership DISCUSSions between Enron and CARE staff10 India had not been systemanc, and had
resulted m many rrnsunderstand10gs and rrnsgIvmgs on both Sides It was clear that Enron wanted to
work only 10 commumtles affected by the constructJ.on ofItS plant CARE, on the other hand, wanted
to work m the poorest commumnes and thought that Enron should make a contnbutlOn to CARE's
work In other areas as well as those surround1Og the plant

CARE offered Enron three optIOns a credit program 10 three states (not to mclude Maharashtra),
partial fundIng for programs m three states 1Oc1udmg work through an NGO partner m Maharashtra,
or halfthe money for an econorrnc development program through a partner NGO 10 Maharashtra and
half for CARE programs 10 other states CARE also offered Enron several fundmg level optIOns
After much chSCUSSIOn, Enron agreed m prInClple to work With CARE m the commumtles Immediately
affected by the plant and also support CARE's work 10 other states Enron agreed to give CARE
$500,000, of which 80 percent would go to an NGO partner to Implement a savmgs and credit
program m Maharashtra, and the other 20 percent would go for CARElIndla's local capacity buIld10g
actlVltles
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'E)llule the construction on the power plant was stalled by protracted negotiations With the Indian
government, CARE changed country directors 10 India The new country director was more open to
fully retunung to Maharashtra It also became apparent that the partner NGO that CARE had 10 mmd
could not handle to quantity of programming the grant would reqwre CARE India and Eoron
offiCials 10 India reviSited the proposed project Sites and commumtles and agreed that once the energy
project received final approval from the Indian government, CARE would unplement several
development projects only 10 Maharashtra. The two Sides also agreed to put a semor Eoron executive
on a managenal committee to oversee the project and give the company mput mto deciSion makIng

Throughout the two-year negotiations, both Sides had very different ViSions ofthe project CARE
wanted to develop a relationship that would prOVide Slgmficant finanCial support for Its work 10

several countnes 10 which Eoron also worked CARE saw this Idea as a new model for corporate
SOCIal responsibility for multmatlonal compames working 10 developmg countnes Eoron's goal was
to gam pubhc goodwill as a good corporate cItizen To that end, the company wanted CARE to
Implement a few qUick cosmetic projects that would Improve therr tmage 10 the commumty and
wanted to prOVide consultmg selVlces 10 countnes where CARE does not work

• rom the expenence, CARE learned the unportance of followmg a process whde negotlatmg a
partnership and of coordmatlon ofboth orgamzatlons' mterests at all levels They now realtze that
small, mcremental steps work best and that a company's pubhc relations expectations can confhct
With the miSSion ofthe NGO The process resulted m a great deal ofunportant education for both
Sides

Helen Keller International, the Nutrition Center of the Philippines, the
Philippines Department ofHealth, the Johns Hopkins University, Procter
and Gamble

One ofthe clasSIC cases ofa WID-WIn situation IS the example ofthe forttficatlon ofStar Margarme
10 the Phlhppmes The partnershtp, which mvolved a nonprofit, the government, an educational
tnsbtubon and a multmatlonal company, serves as a model for how such disparate groups can make
a substantial POSitive unpact by workIng together

Th- "Jartnershlp began 10 1989 when a professor at Johns Hopkms mVited a food sCientist from
Procter and Gamble to lecture on the benefits ofVitamIn fortification Therr meetmg lead to broader
diSCUSSions about the problem ofVltamm A defiCiency 10 the Phlhppmes and whether a Procter and
Gamble product could be forttfied With VitamIn A After a number of diSCUSSions m-country, the
Nutnbon Center ofthe Philippmes and Helen Keller International, both NGOs, Jomed the forttficatlon
effort At the time, Star Marganne, one ofProcter and Gamble's local brands, held about 90 percent
of the market m the Phthppmes, but ItS market hold was startmg to sbp The partners developed a
plan to fortIfY the marganne With Vitamin A, test Its effectiveness 10 reducmg VitamIn defiCiency, and
market the product 10 a smaller, more affordable packages more acceSSible to the poor
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After SiX months oftestIng, It was shown that the product had a slgmficant unpact on Vltamm A levels
10 school chIldren, and the new product was launched nationWide 10 1993 at a press conference where
the Secretary of Health descnbed the benefits of the fortified marganne A vast collaborative
campaign, mcludmg workshops, educatIOnal matenals, advertIsmg campaigns and a NatIOnal
Micronutnent Day, educated the pubhc about the product, and the Department ofHealth placed ItS
seal of approval on a product for the first time

The project was a VictOry for everyone mvolved a much larger sector ofthe population received the
health benefits ofa Vital nutnent, while Procter and Gamble's sales soared

Acci6n International, Citibank, Clticorp Foundation

Acaon IS a nonprofit that helps very small busmesses 10 the Amencas through the prOViSIon ofcredit
Smce 1961, It has been an mvaluable resource to 300,000 small busmesses through group lendmg,
10 whIch people Without collateral can secure loans through groups of peers that guarantee
repayment Under this system, now used worldWide, payback rates are around 98 percent, and more
than 500,000 Jobs have been created

CItlbank's cooperatIOn With Acclon began two decades ago when Cltlbank was solely a donor to
ACClon programs As tune passed, their cooperation and partnership expanded to Its present level,
at which Cltlbank IS contnbutmg $1 5 mtlhon over five years for Acclon to expenment With loan
mnovatlons At one pomt, Cltlbank Itself had conSidered gettmg mto the mIcro lendmg busmess,
because It wanted the new busmesses to become Cltlbank customers who eventually would take out
larger loans and open busmess checkmg accounts However, Cltlbank realIzed that AcclOn's nonprofit
status gave It more leeway to mnovate and created more trust among mdIgenous populations For this
reason, Cltlbank deCided to contmue supportmg Acclon rather than startmg ItS own mIcrocredIt
program

Representatives ofCltIbank serve on AcclOn's board ofdIrectors, and the company's staffmembers
regularly prOVide financial and techmcal adVice CltIbank has also helped With legal and regulatory
ISSUes by lendmg the weight ofthe bank 10 SUpport ofAccion's programs In return, Acclon prOVides
Cltlbank WIth pOSItive pubhc relatIons and ViSibility, and Crtlbank serves as banker to Acclon's assets
As a result of the partnership, Cltlbank has gamed more customers as those who graduate from
nucroloans look to the bank to expand their busmesses Cltlbank has also learned from the ACClon's
mnovatlOns, and receives credIt through the partnership toward the reqUIrements of the U S
Commumty Remvestment Act, which requIres that banks prOVide servIces to the poor
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References on Corporate Commumty Investment

Below are the names and sources of some pubhcatlOns on corporate commumty mvestment and
partnershIps Many are wntten by the CorCom senunar speakers

An Introductory Guide to Corporate Partnerships In India. SeJal ChokshI, MIchael T Clark,
Dhannesh Vashee, Janet Glover, Nisha Narayanan The US-India Busmess Councl1, U SChamber
of Commerce, 1615 H Street, NW, WashIngton, DC 20062 Phone (202) 463-5492 E-mall
uSlbC@uschamber com

Busmess os Partners In Development Creatlng Wealth for Countnes, Compames and
Commumties. Jane Nelson, Pnnce ofWales Busmess Leaders Forum Avallable from the PWBLF,
15-16 Cornwall Terrace, Regent's Park, London NEI 4QP UK

Compames in Commumtles Getting the Measure. DaVid Logan and the London Benchmarking
Group A group ofseIDor commumty affmrs officers from SiX large Bntlsh compames developed thIs
tool as a way to better define the measures ofeffiCiency and effectiveness ofall types of commumty
involvement by usmg benchmarking techmques AVailable from Corporate CitiZen InternatIOnal, 1
Russell Chambers, Covent Garden Piazza, London WC2E 8AA England

Corporate SOCial Investment Curt Weeden Berrett-Hoehler Pubhshers A book on why
corporatIOns should move toward strategic mvestments Avaliable from Amazon com onhne
bookstore (http IIwwwamazon com) Mr Weeden also runs the Academy of Corporate
Contnbutlons Management Contact mm at drrector@bnsmc com

"Engagmg CorporatIons m Strengthening CIVIl Society." Laune Regelbrugge, HitachI
Foundation In Sustammg C,Vll Society Strategiesfor Resource Moblllzahon, Leshe Fox and S
Bruce Schearer, editors A CIVlCUS pubhcatlOn

Ethical Issues In Partnershzps between BUSiness and Non-Profit Organzzatlons. Report on a
senunar sponsored by the Corporate Commumty Investment Network on June 24, 1998 m
WashIngton, DC Speakers Laune Regelbrugge of the Hitacm Foundation, Joan Dubinsky of the
Rosentreter Group, and RJ.chard Campanelli ofGammon and Grange law firm Send $10 ($12 for
addresses outSide the US) to CorCom, Box 18327, WashIngton, DC 20036-8327 USA
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Fostenng Intersectoral Partnenng A Gu,de to Promotlng Cooperation among Government,
Busllless, and Owl Soc,ety Actors. Steve Waddell and L DaVid Brown lOR Report Vol 13, No
3 Avmlable from the Institute for Development Studies, 44 Farnsworth Street, Boston,
Massachusetts 02210-1211 USA Phone 617-422-0422 lOR has a number of other related
pubhcatlons

Global Corporate Otlzensh,p - Rationale and Strategies. DaVid Logan, Delwm Roy and Laune
Regelbrugge. Addresses the evolVIng role ofbusmess m the global commumty Avatlable from The
Hitaclu Foundation, 1509 22nd Street, N W , WashIngton, DC 20037-1073 USA Phone 202-457
0588

Lessons Learnedfrom Partnerships between BUSinesses and Non-Profit Orgamzahons. Report
on a semmar sponsored by the Corporate Commumty Investment Network on May 29,1998 m
WashIngton, DC Speakers Dr Steve Waddell ofthe Institute for Development Studies at Boston
College and Dr Cheryl Lassen ofthe Sustamable Development Servtces Project Send $10 ($12 for
addresses outside the US) to CorCom, Box 18327, WashIngton, DC 20036-8327 USA

Making Contact Negotlatlng a Partnersh,p between a BUSiness and a Non-Profit Orgamzahon.
Report on a semmar sponsored by the Corporate Commumty Investment Network on Apnl 28, 1998
mWaslungton, DC Speakers DaVid Logan ofCorporate Citizenship Company m London and DaVid
Clark ofBusmess mthe Commumty, UK Send $10 ($12 for addresses outside the US) to CorCom,
Box 18327, WashIngton, DC 20036-8327 USA

Managing Partnersh,ps· Tools for mobIlIZIng the public sector, bUSIness, and clv,l SOClety as
partners III development Ros Tennyson, Pnnce ofWales Busmess Leaders Forum A handbook on
plamung partnerships and tools for bwldmg working relationships, creating partnership orgamzatlons,
and learmng and sharmg AvaIlable from the PWBLF, 15-16 Cornwall Terrace, Regent's Park,
London NEI 4QP, UK. Dlstnbuted m the US through Pact Pubhcatlons

Partnersh,ps for African Development BUSiness and Commumhes Worlang Together In

Southern AfriCa. Synergos Institute, Pnnce ofWales Busmess Leaders Forum, UNDP, aDA and
the Ford Foundation Avm1able from the PWBLF, 15-16 Cornwall Terrace, Regent's Park, London
NEI4QP, UK.

PartnershJ.]JsforSustmnable Development The Role ofBuszness andIndustry UN EnVIronmental
Programme and the Pnnce ofWales Busmess Leaders Forum AVailable from the PWBLF, 15-16
Cornwall Terrace, Regent's Park, London NE1 4QP, UK.

Soclal Responslblilty Starter Klt A guide for smaller compames seekmg ways to mtegrate SOCIal
responslblhty With their culture and operations Busmess for SOCial Responsibility, 609 MissIOn
Street, San FranCISCo, Caltforma 94105 USA Phone 415-537-0888
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Publications and References

The Corporate Expenence In Commumty Investment. Report on a CorCom semmar sponsored by
Pact on July 16, 1996 In WashIngton, DC Speakers Cltlbank of New York and Its partner, the
National ASSOCiation ofNon-Profit Loan Funds Also, Gundersen Lutheran Medical Center In La
Crosse. Wisconsm mpartnership With Eh Lilly & Co ma diabetes program In RUSSia Send $10 ($12
for addresses outside the US) to CorCom, Box 18327, Waslnngton, DC 20036-8327 USA

The Pnnclples of Corporate Communlty Investment The IndIcators. A self-assessment for
busmesses to assess therr current level ofcommumty lDvestment and define areas for development
BUSIness lD the Commumty, 44 Baker Street, London WIM IDH, UK Phone 171-224-1600, fax
171-486-1700, http I/www bltc org uk

Twelve Keys to Fmanclal Sustamablllty Cheryl Lassen, Ph D and Jay Ban]ade, MBA Avmlable
from Lassen AsSOCiates, 1030 Park Street, S E, Vienna, Vrrglma 22180 USA Phone 703-281-4535
Lassen AsSOCiates has a number of pubhcatlons on financlal sustamabl1lty for non-profits

What Kathie Lee GiffordNeeds to Know This paper IS based on an address that CorCom Drrector
Dr Shrrley Buzzard gave to the USAID Development Education Conference It sets out the concepts
behmd CorCom and how nonprofits and bUSIness have evolved toward mutual goals Send $10 ($12
for addresses outside the US) to CorCom, Box 18327, WashIngton, DC 20036-8327 USA
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PEOPLE

Below are the names and contact InformatIOn of the CorCom drrector, project officer and senunar
speakers, followed by members ofthe CorCom practItIoners network

Shrrley Buzzard, Drrector
CorCom
1313 22nd Street, NW
Washmgton, DC 20037
Phone 202-296-7638 Fax 202-785-0216
shrrley_buzzard@prodlgy com

RIchard Campanellt
Gammon and Grange, P C
8280 Greensboro Dnve
McLean, VA 22102-3808
Phone 703-761-5000 Fax 703-761-5023

DaVId Clark, Regional Drrector
Busmess m the Commumty
POBox 30, New Town House
Warnngton, CheshIre,
WA12QE ENGLAND
Phone 44-1925-239-625
Fax 44-1925-239-657
northwest@bltc org uk

Joan Dubmsky, PresIdent
Rosentreter Group
3316 McComas Avenue
Kensmgton, MD 20895
Phone 301-933-9845 Fax 301-933-1068
dubmsky@erols com

Cheryl Lassen, Drrector
Lassen AssocIates
1030 Park Avenue, S E
Vienna, VA 22180
Phone 703-281-4535 Fax 703-281-4534
lassen@lX netcom com
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Martm HeWItt
Semor Project Officer
USAID
Ronald Reagan Buddmg 7 6D
Washmgton, DC 20523
Phone 202-712-1531 Fax 202-216-3041
rnheWltt@usmd gov

DaVId Logan, Drrector
Corporate CItizenshIp Company, Ltd
1 Russell Chambers
Covent Garden PIazza
London WC2E 8AA ENGLAND
Phone 44-171-836-6132
Fax 44-171-836-4255
daVldlogan@attmatl com

Laune Regelbrugge,Vice PresIdent
HitachI FoundatIOn
1509 22nd Street, NW
Washmgton, DC 20037-1073
Phone 202-457-0588 Fax 202-296-1098

Steve Waddell, Program Drrector
InstItute for Development Research
44 Farnsworth Street
Boston, MA 002210-1211
Phone 617-422-0422 Fax 617-482-0617
steve-waddell@jsl com



Resource Directory

CorCom Network Members

Thomas Aageson
AId to ArtIsans
14 Bnck Walk Lane
Fannmgton, CT 06032
Phone 860-677-1649 Fax 860-676-2170
atausa@aol com

Norberto Ambros
Pan Amencan Development Foundation
2600 16th Street, NW
Washmgton, DC 20009-4202
Pl ne 202-458-6338 Fax 202-458-6316
nambros@padf org

Tamara Arsenault
Cooperative Housmg Foundation
8300 ColesVille Road, SUite 420
Silver Sprmg, MD 20910
Phone 301-587-4700 Fax 301-587-2626
arsenault@chfhq org

Ehzaheth Ashboume
The \ odd Bank, EDI
1818 H Street, NW
Washmgton, DC 20433
Phone 202-458-5247 Fax 202-522-1714
eashboume@worldbank org

Vlctona Baud
Drrector
Menchan Development Foundation
1250 24th Street, NW, #350
Washmgton, DC 20037
Phone 202-466-0511 Fax 202-466-3079
v baud@menchan-group com

Jay BanJade
EconOmiC Opportunities
Save the Chlldren
1620 I Street, NW, SUIte 202
Washmgton, DC 20006
Phone 202-530-4370 Fax 202-293-4167
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Robert Beggan
President and CEO
Umted Way Internatlonal
701 North Faufax Street
Alexandna, VA 22314-2045
Phone 703-519-0092 Fax 703-519-0097

Gregory Berzonsky
Program Drrector
Umted Way Internatlonal
701 North Faufax Street
Alexandna, VA 22314-2045
Phone 703-519-0092 Fax 703-519-0097

Susan Bornstem
TechnoServe
1828 L Street, NW
Washmgton, DC 20036
Phone 202-463-8941 Fax 292-463-9377
susan bornstem@tns org

LmdaBorst
Inter-Amencan Foundation
901 North Stuart Street
Arlmgton, VA 22203
Phone 703-841-3856 Fax 703-841-3884
Iborst@1afgov

TwCanedo
AssOC18.te
Action for Enterpnse
1600 Wl1son Boulevard, Suite 710
Arlmgton, VA 22209
Phone 703-243-1865 Fax 703-243-1865

JohnChromy
Cooperative Housmg Foundation
8300 ColesVIlle Road, SUIte 420
Silver Sprmg, MD 20910
Phone 301-587-4700
fetterhoff@chfhq org



Joseph Cohen
Semor Development SpecialIst
Academy for Educational Development
1875 Connecticut Avenue, NW
Washmgton, DC 20009-1202
Phone 202-884-8000 Fax 202-884-8400

Donald Crane
ACDINOCA
50 F Street, N W , Swte 1100
Washmgton, DC 20001
Phone 202-879-0224 Fax 202-626-8726
dcrane@acd1 org

Gil Crawford
Seed Capital Development Fund
1828 L Street, NW, #1030
Washmgton, DC 20036
Phone 202-785-8300 Fax 202-785-0799
gll@seedcapltal org

Ohver DaVidson
Counterpart International
1200 18th Street, NW, Swte 1100
Washmgton, DC 20036
Phone 202-296-9676 Fax 202-296-9679
odaVidson@counterpart org

MIke Deegan
ACDINOCA
50 F Street, NW, SUIte 1100
Washmgton, DC 20001
Phone 202-879-0224 Fax 202-626-8726
mdeegan@acd1 org

Lisa DeSoto
Global Development Resources
3 Bethesda Metro Center
Bethesda, MD 20814
Phone 301-961-4880 Fax 301-279-9616
lokadasI@1x netcom com
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Michael DeVille
Land 0' Lakes
6708 WhIttier Avenue
McLean, VA 22101
Phone 703-893-1356

Berme Docbnahl
Global Partnersmps
1300 Norton Bwldmg, 802 2nd Ave
Seattle, WA 98104
Phone 206-652-8772 Fax 206-261-3007
bdocbnahl@mngco com

Walter Doetsch
CorCom Consultant
2042 37th Street, NW
Washmgton, DC 20007
Phone 202-965-4997 Fax 202-965-4997
doetsch2@gusun georgetown edu

Tamara Dugglesby
PreSident
Dugglesby and Associates
1225 I Street, NW, #500
Washmgton, DC 20005
Phone 202-296-9270

CmdyFerrm
Inter-Amencan Foundation
901 North Stuart Street
Arlmgton, VA 22203
Phone 703-841-3885 Fax 703-841-3884
cferrm@Iafgov

Kara Farwell
Pact
1901 Pennsylvama Avenue, NW
Washmgton, DC 20006
Phone 202-466-5666
kfarwell@pacthq org
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MIchael Feldtmose
Trade and Investment Project
ACDIIVOCA
50 F Street, NW, SUIte 1100
Washmgton, DC 20001
Phone 202-879-0224 Fax 202-626-8726

Alan Fogel
DIrector ofFmance
InternatIonal Chmcal Epldenuology Network
3600 Market Street, SUIte 380
Phtladelplna, PA 19104-2644
Phone 215-222-7700 Fax 215-222-7741

Dan Fnedheun
New PartnershIps InttIatIve
USAID, Office ofDevelopment Partners
RRB 6 07040, 1300 Pennsylvama Ave
WashIngton, DC 20523-6802
Phone 202-712-5897 Fax 202-216-3394

Leshe Galloway
The CItIzens Network
1111 19th Street, NW, #900
WashIngton, DC 20036
Phone 202-296-3920 Fax 202-296-3948
gallol@cnfa org

Pamcla GarcIa
Busmess Development Manager
Pan Amencan Development FoundatIon
2600 16th Street, NW
WashIngton, DC 20009-4202
Phone 202-458-3970 Fax 202-458-6316

Joseph GIlbert
VIce PreSIdent for Busmess Development
NatIonal Technology Transfer Center
316 WashIngton Avenue
Wheehng, WV 26003
Phone 304-243-2123 Fax 304-243-4384

Sravam Gosh-Robmson
InternatIonal Youth FoundatIon
32 South Street
BaltImore, MD 21202
sravam@lyfnet org
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SteveHarns
TechnoServe
49 Day Street
Norwalk, CT 06854
Phone 203-852-0377 Fax 203-838-6717
steve hams@tns org

JudIth Hermanson
CooperatIve Housmg FoundatIon
8300 ColesVIlle Road, SUIte 420
SIlver Sprmg, MD 20910
Phone 301-587-4700 Fax 301-587-2626
fetterhoff@chfhq org

Jerry HIldebrand
KatalysIs
1331 North Commerce Street
Stockton, CA 95202-1012
Phone 303-331-0361 Fax 303-526-9629
katalysls2@aol org

Thad Jackson
lNMED
45449 Severn Way, SUIte 161
Sterhng, VA 20166
Phone 703-444-4477 Fax 703-444-4471
tjackson@mmed org

ConmeKane
Pact
One Osborne Road
Brookhne, MA 02146
Phone 617-730-4365 Fax 617-730-5616
ckane@aol com

Damel KIllpack
CARE
151 EIhs Street, NE
Atlanta, GA 30303-2439
Phone 404-681-2552 Fax 404-577-2943
ktllpack@care org



Carolyn Kreuger
Cltlzens Development Corps
1400 I Street, NW, #1125
WashIngton, DC 20005
Phone 202-872-0933 Fax 202-872-0923
ckreuger@cdc org

Michelle Loosh
INMED
45449 Severn Way, SUite 161
Sterhng, VA 20166
Phone 703-444-4477 Fax 703-444-4471
mIchelle loosh@mmed org

LoUIS LoRe
Helen Keller InternatIonal
90 WashIngton Street, 15th Floor
New York, NY 10006
Phone 212-943-0890 x838
Fax 212-943-1220
llore@hk1 org

Kevm Lowther
RegIOnal Director
Afhcare
440 R Street, NW
WashIngton, DC 20001
Phone 202-328-5334 Fax 202-387-1034

Frank Lusby
ExecutIve DIrector
ActIon for Enterpnse
1600 WIlson Blvd, SUite 710
Arlmgton, VA 22209
Phone 703-243-1865 Fax 703-243-1865

DaVid McGw.re
BASICS Project
1600 WIlson Blvd, SUite 300
Arlmgton, VA 22209
Phone 703-312-6800 Fax 703-312-6900
dmcgulre@baslcs org
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GeorgeMeka
Afhca Program AsSistant
TechnoServe
1828 L Street, NW, Swte 1040
WashIngton, DC 20036
Phone 202-463-8942 Fax 202-463-9377

Laune Miller
AMA TechnolOgies
1501 WIlson Blvd, Swte 1003
Arhngton, VA 22209
Phone 703-741-0567 Fax 703-741-0560
lrntllerama@aol com

LmdaNemec
CitIzens Development Corps
1400 I Street, NW, #1125
WashIngton, DC 20005
Phone 202-872-0933 Fax 202-872-0923
lnemec@dc cdc org

Ram Parker
Save the Chtldren
1620 I Street, NW, Swte 202
WashIngton, DC 20006
Phone 202-530-4360 Fax 202-293-4167
rparker@savehq org

DaVid Peters
ADRA
12501 Old ColumbIa Pike
SIlver Spnng, MD 20904
Phone 301-680-6376 Fax 301-680-6370
daVidpetersadra@compuserve com

Lmda PfeIffer
lNMED
45449 Severn Way, SUite 161
Sterhng, VA 20166
Phone 703-444-4477 Fax 703-444-4471
lpferlfer@mmed org
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DaVldRay
CARE
151 Ellis Street, N E
Atlanta, GA 30303-2439
Phone 404-681-2552 Fax 404-577-2943
ray@care org

Jo Render
Program CoordInator
CIVlCUS
919 18th Street, NW, 3rd Floor
WashIngton, DC 20006
Phone 202-331-8518 Fax 202-331-8774

Pete Roberts
PlannIng and Development
International Executive Semce Corps
1819 H Street, NW, SUite 660
WashIngton, DC 20006
Phone 202-496-9671 Fax 202-496-9673

Juhette SchIndler
National Pohcy AsSOCIation
1424 16th Street, NW, #700
WashIngton, DC 20036
Phone 202-265-7685 Fax 202-797-5516

Joseph Sellwood
Program Officer
Pact
1901 PennsylvamaAve, NW
WashIngton, DC 20006
Phone 202-466-5666 Fax 202-466-5669

Bin Sheets
Wmrock International
1611 N Kent Street
Arhngton, VA 22209
Phone 703-525-9430 x644
Fax 703-525-1744
wsheets@wtnrock org
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Mark Van Fleet
international BUSInesS Semces
U SChamber ofCommerce
1615 H Street, NW
WashIngton, DC 20062-2000
Phone 202-463-5486 Fax 202-463-3114

Danuan von Stauffenberg
Pnvate Sector Imtlatlves Corporation
1828 L Street, NW, Swte 1030
WashIngton, DC 20026
Phone 202-785-0758 Fax 785-785-0799
danuan@mtcroate com

BdlWlttlng
The CitIzens Network
1111 19th Street, NW, #900
WashIngton, DC 20006
Phone 202-296-3920 Fax 202-296-3948
Wlttlb@cnfa org

MarIlyn Zuckerman
National Pohey Assoetatlon
1424 16th Street, NW, #700
WashIngton, DC 20036
Phone 202-265-7685 Fax 202-797-5516
manlynz@npal org

Alma Zyszkowskt
Counterpart International
1200 18th Street, NW, #1100
WashIngton, DC 20036
Phone 202-296-9676 x534
Fax 202-296-9679
aima@counterpart org
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Appendix E:
NONPROFIT ALERT

The followmg IS an example ofa pubhcanon on Issues relatmg to nonprofit financIal and legal Issues,
pubhshed by Gammon and Grange, P C Contact Richard Campanelli (see Appendices A and D) for
addluonal mformatlon or penmsslOn to use this matenal
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L1l. Gammon & Grange, P.C. NP9110-1

Nonprofit Alert®
~lertmg nonprofIt leaders to key legal developments and responsIve rIsk management steps

A UBIT Primer for Nonprofits

1. Introduction.

A nonprofit youth camp leases Its faclhtles dunng the off season for weekend
busmess conventIons A universIty-owned and operated bookstore expands Its
Inventory to Include Items typIcally found In a drugstore A homeless shelter
fonns aJomt venture Wlth pnvate Investors to raIse money for the construction ofa
new facIlIty A publIc foundation begms a fund raISing campaign Wlth a
commerCIal credIt card company to receIve contnbutlOns every tIme consumers use
that particular credIt card

What do these nonprofits have In common? Unrelated busmess Income the Income produced In

each example could-If not properly planned and handled-tngger tax hablltty and reportIng
requirements for each nonprofit Tax exempt status may also be endangered If the Income IS
substantial

In recent years. the IRS has collected record amounts of taxes on unrelated busmess Income earned
by CharitIes In 1996 alone, chanties paid $502 mtllton In unrelated bUSiness Income tax (known
generally as 'UBIT") Statistics released by the IRS mdlcate a total of 50,034 chantIes filed 1996
tax returns reportIng thiS record amount ofUBIT-up from a total of 24,103 returns filed In 1985,
winch lIsted only $30 2 mtlhon m UBrr TIns staggenng Increase grabbed the IRS's attentIon and
resulted In additIonal enforcement and reView efforts auned at all chantIes

2 The Ratlonale for UBIT.

Unrelated bUSIness Income tax. or UBIT. IS a tax leVied by the IRS m an attempt to prevent exempt
orgamzatIons from gammg an unfau advantage when competmg WIth for-profit enterpnses The IRS

DISclaimer ProVISion of thIS memorandum docs not eS13bhsh an auorney/cllent relatlonstup nor docs II consntute die rendenng of legal
SCrvlCes lnfonnabon contained In lhlS memorandum IS Intended for general Informational purposes only and should not be relied upon for
legal deCISion makmg Without tim consulting legal counsel IDformatlon contalDed m this memorandum. was last updated September
1997

Copynght ©1997, 1991 GAMMON & GRANGE, P.C. (703) 761-5000



may tax anv Income an exempt organIZation earns from actIvlties unrelated to that organization s
exempt purpose The ratlOnale IS that an organizatlOn s charItable purpose IS what entItles the
orgamzatlon to Its tax exemption In the first place, any Income-producmg actlvities beyond that
purpose tend to resemble commerCIal enterprises that compete dIrectly or indIrectly WIth for-profit
bUSinesses

Three Issues are key to understanding the ta"{ code s treatment of UBIT (1) unrelated bUSiness
aCtIVItv, (2) debt-financed Income, and (3) UBIT exemptions These are dIscussed In more detaIl
In the next three sectIOns

3 Unrelated Busmess ActiVity

Income earned by a nonprofit from a speCIfic actIVIty IS subject to UBIT If the actIVIty constItutes
an unrelated trade or busmess that IS regularly camed on and not substantlally related to the
organizatlOn'S exempt purpose 1 If the pnmary purpose of the actIVIty IS purely profit-making, then
the actiVIty IS hkely an unrelated trade or bUSiness ThIS IS espeCIally true If the actIVIty IS
comparable to goods or servIces prOVIded by commercIal bUSinesses

ConSIder thIS example An exempt organizatlOn, formed to Increase the pubhc's awareness and
understanding of enVIronmental Issues, operates a bookstore The store sells books that educate the
reader about the enVIronment, but It also sells gIft cards, calendars, and other memorabIlIa bearing
the name of the organIZatIon Income denved from the sale ofbooks should not be subject to UBIT
because the books further the organIZatIon's exempt purpose ofpubhc educatIon and awareness But
Income from the gIft cards, calendars, and other Items would probably be taxable because the sale
of these Items do not pnmanly advance the orgaruzatlon's exempt purpose Suppose, however, that
the orgamzatlOn deSIgned the calendars and gIft cards so that pIctures of endangered ammals were
featured, along WIth an explanatory paragraph about the species' dIsappeanng natural habItat Now,
the sale ofthese Items would probably escape UBIT because they have become pnmanly educatIonal
In nature Instead of purely profit-makmg

3 1 "Trade or Buszness"

Generally, any actIVIty conducted to produce mcome from the sale ofgoods or servIces With a profit
obJectIve, IS a trade or busmess for purposes ofUBIT 2 The courts have rejected the hIstonc test that
a trade or bUSiness requIres "holdmg oneself out to others as engaged In the sellmg of goods or
servIces" That test was considered overly restrictIve Instead, counts now rely on a "facts and
circumstances" test so that the overall actIVIty IS exammed Tlus means an actIVity could actually
constItute a trade or bUSiness when undertaken only by a tax exempt organIzatIon In the context of
a larger operatIon ofendeavors, many ofwinch may be related to exempt purposes, even though the
acttvity Itself does not In fact result m profit 3 However, the Supreme Court has noted that IItrade
or busmess [IS a] concept winch falls far short ofreachmg every Income or profit makmg aCtIVIty '04

I Internal Revenue Code, §S12& §S13

2 IRC § S13(c) Reg § I SI3-I(b)

J lRC§513(c)

4 Whipple v CommISSioner, 373 US 193 197,207 (1963)

(703) "161-5000 Pa~e 2 or 111



Thus t)-plcal mvestment actIvItIes or even more exotIC secuntles lendmg transactIonss have been
held not to constItute a trade or bUSIness even though these actIvItIes produce a profit SImIlarly
chargIng a fee for offenng exempt serVIces IS not a trade or busIness For example chargIng tUl!lon
or lab fees does not engage an educatlOnal InstltutlOn In a trade or business for purposes of UBIT
Such actI"vlt\ 15 substantIally related to the instItutIon 5 exempt purposes (See SectIon 3 3 below)

3 2 Regularh Carned On '

A trade or bUSIness IS normally consIdered' regularly camed on" If the organIzatIon engages In It
continuously or frequently and does so In a manner SImIlar to comparable commerCIal actlvltles
undertaken by for-profit entItles 6 Generally actIVItIes held only once a year fOf a week or less
would not be clasSIfied as "regularly earned on" For Instance, holdIng an annual charIty dance or
runmng a hot-dog stand at the state falf every year IS not conSIdered 'regularly camed on But,
actIVItIes held weekly, monthly, or even less frequently may be deemed "regularly camed on If the
plannmg and executIon of the actIVIty represents an ongoing effort by the organIZatIOn In one case,
the IRS collected UBIT on revenue receIved by a state trooper's asSOCIatIon from the sale of
advertISing m the asSOCIatIon's annual yearbook The IRS SaId the ad sales were a year-round sales
aCtIVIty because the asSOCIatIon contracted WIth profeSSIonal solICItors who handled productIon and
solICIted advertlSlng through a telephone campaIgn that contmued for approXImately 46 weeks each
year 7

ThIS IS also true of actIVItIes that a nonprofit pursues In a manner competltlve WIth or comparable
to commerCIal actIVItIes, even If they are only seasonal In nature For example, the IRS assessed
UBIT agamst a nonprofit organIzatIon for Income It receIved from the sale of bumper stIckers
buttons, t-Shirts, and related Items partly because they were sold In dIrect competItIon WIth
commerCIal vendors at seasonal sporting events The Items all carned athletIC logos ofthe teams,
players or events, but nothIng IdentIfied the Items WIth the nonprofit CommerCIal vendors sold the
same or SImIlar Items at the same sports events The IRS consIdered thIS actIVIty "regularly camed
on" despIte ItS seasonal aspects, and noted that the nonprofit pursued the actIVIty m a very
competItIve manner 8

3 3 SubstantIally Related"

An actlVIty IS consIdered "substantIally related" Ifthere IS a SIgnIficant causal relatIonshIp between
the aCtIVIty and the aclnevement ofthe orgamzatIon's exempt goals The aCtIVIty must contrIbute
Importantly to accomplIslung the orgamzatIon's exempt purpose 9 For example, sales of certam

~ In a typical seCUrities lendmg transaction the tax exempt orgamzatlon lends secuntles such as stocks and
bonds from Its Investment portfolio to a brokerage house, to enable the broker to dehver SecurIties to cover eIther short
sales or fadure to receive secUrities The broker posts cash collateral With the lendIng InStltutlon ID an amount exceedmg
the fair market value ofthe secuntles loaned. and the brokerage house pays the lendmg organization a fixed fee or pre
detennmed percentage premium In Rev Rule 78-88, t978-1 C B t63, the IRS ruled that secuntles lendmg IS a fonn
of "ordmary or rOUtine mvestment aetlvlbes" and thus not a busmess

l> IRC 1 St3-l(c)(t)

1 State Poltce Assn ofMassachusetts \I CommiSSioner, T C Memo 1996-407

I IRS Pnvate Letter Ruhng 9652004

9 IRC Reg t S13-t(d)(2)
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chIldren s Items m a gIft shop operated b" an art museum were exempt from VBrT the IRS rule
because they related dIrectly to the museum s educatIonal purpose The exempt Items Include
kaleIdoscopes pamt sets and other Items deSIgned to develop fine art SkIlls and a chIld's a\\tarene
of hIs or her artIstIC abllltv Ho~ever the IRS rejected other Items mcludmg bUIldmg block.s ar
to\ s because they onl) de\ eloped a child s general k.no~ ledge and \\ ere not e'\.presslv educatlon
In nature accordIng to the IRS 10

Clearh, the IRS draws a fine lme here as to what IS and what IS not substantIally related based c
all the facts and CIrcumstances of a case IllustratIon of thIS fine lIne can be seen In other cases
V\ell In one example a school operated a SkI facIlIty for the general publIc but use of the faclh
by the school's students for recreatIonal purposes and for physIcal educatIon programs was rei ~~

and dId not result m UBlI In another case. a school s use of Its teIU1IS facIlItIes to operate a publ
tenms club for the summer generated UBIT but If the school had leased Its tenms facIlltles
outSIders who would have staffed and operated the tenms club, then It probably would not gener<.6

UBIT The IRS also assessed UBIT In the following dIverse acuvltles

• Pet boardmg and groommg servIces for the general pubhc by an exempt orgamzatio
operated to prevent cruelty to animals,

• Weekly bingo games by a SOCIal welfare organizatIon.
• Sale ofblood by a tax-exempt blood bank to commerclallaboratones,
• Sale of apphances to semor CItIzens by a tax-exempt semor cltlzens center,
• Performance of language translatIon servIces by a tax-exempt trade assoCIat1c

promoting mternauonal trade relations,
• Operation ofa commutmg program by a tax-exempt labor umon,
• Dlstnbutlon of bUSiness dIrectones to new reSidents m a community,
• Sale ofwork Uniforms by a tax-exempt unIon,

On the other hand, the IRS found no UBIT m the follOWIng activItIes

• OperatIon ofdmmg room cafetena and snack bar by a tax-exempt art museum for I

staff, employees, and VISiting members.
• Sponsorslup of champlonsiup tournaments by a tax-exempt sport-promot'-

organIZatIon,
• OperatIon ofbeauty and barber shop by a tax-exempt semor CItizens center,
• Sale ofgreetmg cards and art reproductIons by tax-exempt museum,
• Sponsorslup ofweekly dances by a tax-exempt volunteer fire department,
• ProvIsion of servIces to facdltate court proceedings by telephone,
• Operation of a lawyer referral servIces by a tax-exempt bar asSOCiatIon,
• Performance of management services for a tax-exempt charitable organIzation.
• PrOVISion ofvetennarIan services by a tax-exempt humane society,
• Sale ofproducts dunng the operation ofa nonprofit educatIOnal program.
• Sale of computer software by a tax-exempt organization formed to pubhsh

promulgate new SCientific technology.
• OperatIon of golf courses to promote rehablhtatlon ofdisadvantaged youth.
• Sale ofposters and other promouonalltems carrying the tax-exempt organIzatlol

program message,

10 IRS Techmcal AdVice Memo 972002
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•
•

Sale of hfe Insurance on the lIves ofdonors by a tax-exempt charItable orgamzanon
Sale of reproducnons by a tax-exempt art museum

4 Debt-Fmanced Income

Re\ enue from rental property IS not subject to UBrT unless the property IS debt-financed through a
mortgage or other debt Instrument Debt-financed property 15 any property held to produce Income
and on \\hICh a mortgage or other Indebtedness was Incurred In acqumng or ImprOVing the property
anytIme durmg the taxable year II ThIS Includes debts Incurred before or after the property was
acquIred or Improved, such as when an orgamzatIOn accepts chantable gIftS or bequests of
mortgaged property But for a few exceptIons noted below Income from debt-financed property
(unlIke paSSIve Income from all other property) IS always subject to UBIT

-I 1 NeIghborhood Land Rule

Ifan exempt orgamzatIon acqUIres property In the neIghborhood of other property owned and used
by the orgarnzanon, and It mtends to use that new land for Its exempt purposes, the property IS not
treated as debt-financed so long as the orgaruzatIon does not abandon Its Intent to use the land WItlun
a ten year penod There are many nuances to the neIghborhood land rule. however, IncludIng a
speCIal fifteen year penod for churches Seek expenenced legal counsel before applyIng these rules
to your partIcular SItuatIon

4 2 Use exceptIon

If "substantIally all" (I e , 85%) of a property's use IS dIrectly related to the performance of an
orgamzatIon's exempt purpose, then no part ofthe property IS treated as debt-financed 12 Thts means
an exempt orgamzatIon could lease out up to 15% of Its mortgaged office bwldmg WIthout mcumng
UBIT However, the IRS looks at all the facts surroundIng a partIcular SItuatIon when assessmg how
much of a property's use IS dIrectly related to an orgamzatIon's exempt purpose The IRS may
compare the time the property IS used for exempt purposes WIth the total amount oftIme the property
15 used overall AlternatIvely, the IRS may compare the portIon ofthe property used agaInst the total
use, or the IRS may use a combmatlon ofthese two methods If, however, the property IS rented to
a related tax-exempt orgamzatIo~ and It IS only used to further the exempt purposes of that
organIzatIon, the rental Income may not be subject to UBIT at all

4 3 Ten-Year exception

If an exempt orgamzatIon receIVes property by bequest or deVIse, but the property IS subject to a
mortgage a separate prOVISIon In the tax code exempts the outstandIng pnncIple debt from VBrT
for up to ten years from the tIme the organIzatIon receIVes the property LikeWIse, If an orgamzatlon
acqUIres mortgaged property by gIft, the same ten-year except10n wlll apply, proVIded the mortgage
was placed on the property more than five years before the gIft was made and the donor held the
property for more than five years before gIVIng It to the organIzatIon

II Internal Revenue Code. §514(b)

I: Internal Revenue Code. § 514(b)(I)(A)(J)
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.J .J Charrtable Gzfi Annuztles

Chanties that Issue gift annultles need to comply WIth special rules to avoid generatmg UaIT v.hen
fundmg a CGA \\-Ith property other than cash If the value of the annuity IS less than 90% of the
\ alue of the property the donor gives to the organization through the annuity, and only two
annuitants are named on the annuity, and no minimum or maximum number of pavments IS
speCified then the debt-financed mcome rule does not apply Apphcatlon of trus rule IS qUIte
complex so consult With expenenced counsel. Ifyour orgamzatlon permits donors to acquire CGAs
through gifts of real or personal property 13

5 ExemptIons From UBIT

Income-generatmg activIties may escape UBIT Ifthey are not trade or busmess actiVities, or If they
are not regularly earned on, or tfthey are substantially related to the orgamzatIon1s exempt purpose
In addition to these three cntena discussed In Section 3 above, the IRS has also speCifically
exempted the follOWIng types of Income from UBIT

5 1 Volunteer Work

Any Income denved from a trade or busmess where substantlally all the work (z e at least 85%) IS
carned on by volunteers IS exempt from UBIT nus IS the result even If the activity IS not related
to an orgamzauon's exempt purpose For example, a tax-exempt pnvate school relted on volunteers
to sell discount coupons as a fund nuser The IRS Said the coupons were completely unrelated to
the school's exempt purpose, but because the sales were conducted by volunteers who received no
compensauon, the IRS ruled the acuvlty met the volunteer exemption from UBIT 14

ThIs exemption IS lost If the volunteers are compensated for theIr work m any slgmficant way In
one case, the IRS assessed UBrr agamst an orgaruzauon that rehed on volunteers to sell hats, t-shlrts
and related merchandIse at sportIng events Although the volunteers were not patd for their work,
they received other benefits connected With theIr sales, mcludlng transportauon, lodgmg, meals,
clothIng and a supend, winch the IRS s81d they would not otherwtse have received This made the
actiVity an unrelated trade or busmess In direct competlUon With commercial vendors who sold
SImilar products at the same events 15

52 Convemence

Any mcome denved from a trade or busmess camed on pnmanly for the convemence of the
mel}1bers, employees, students, pat1en~ or officers ofan exempt organlzauon IS generally exempt
from UBIT For example, mcome from a cafetena operated for the benefit of the organization's
employees would not be subject to UBlT

IJ For general anfonnatlon about annUities, refer to Nonprofit A/~ns Memo NP9403-2. GUIdelmes for
Charitable Gift Annullles available from Gammon & Grange. P C

14 IRS Pnvate Letter Rulmg 9704012

I~ IRS Pnvate Letter Rulmg 9652004
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5 3 Donated \.1erchandz<;e

Income recel\ed from operatIons or aCtl\ItleS where substantIally all the merchandIse IS donated IS
e>..empt from DBIT ThIs mcludes thrIft shops operated b\ a nonprofit where all the Items offered
for sale are gIven to the nonprofit by donors ClassIc e>..amples are the thrift stores operated b\ the
Sah auon Arm; and Good\"Ill IndustrIes

5 .f Bzngo

Income receIved from bIngo aCtlVlties that are legal under state law and not m cOmpetItIon \\ Ith
commerCIal bIngo operatIons IS exempt from UBIT Consult legal counsel to clarIfy state and local
laws governIng your orgamzatIon

5 5 PassIve Income

PassIve Income, such as that receIved from dIVIdends or Interest IS excluded from UBIT (except
where It IS derIved from debt-financed mvestments or from a "controlled orgamzatIon," see Sections
4 & 6 I) ThIS Includes most of the temporary and long-term mvestments that chantable
orgarnzatIOns tradItIonally hold In endowment funds or other support funds It also mcludes royaltIes
from lIcenses patents, trademarks, and mmeral rIghts that a chanty mIght hold Income from the
sale of real or personal property (I e capItal gaIns) falls In thIs category as well, although It does not
Include Income from property that IS conSIdered Inventory or debt-financed

5 6 Rental Income

Rental Income from personal property such as eqwpment or automobIles IS subject to UBIT But
rental Income from real property IS exempt, prOVIded the property was not purchased or Improved
WIth debt-financed funds (see Section 4) For example, no UBIT was created when an art museum
rented space 10 Its office buIlding to the publIc for speCIal events The Tax Court SaId that the
speCIal events exposed the museum's anwork to an audIence that otherWIse would not have seen It
Thus, the rental actiVIty was substantIally related to the museum's exempt purpose 16

However, rent from real property where slgmficant ServICes are prOVIded, such as hotel rooms, IS not
exempt from UBIT ThIs was the case when an educational orgamzatIon rented Its faCIlItIes to
corporate and bUSIness patrons for SpeCIal events Although the events were usually planned In
connectIon WIth new exhIbIts at the organIZatIon, tour gwdes were present to gIve tours of the
faClhtles and prOVIde addItional serVICes The IRS SaId the educational aspects ofthe tours were only
anCIllary to the maIn purpose ofrentIng the facIlIty, whIch was generatmg additIonal Income for the
orgamzation Thus, the Income was subject to UBIT 17

5 7 Rental Income From Mallmg L,sts

Recent court challenges to the IRS's treatment of maIlIng hst mcome have resulted In mIxed
OpInIOnS In a WIdely reported case, the 9th CIrCUIt ruled that revenue the SIerra Club receIved from

16 John W Madden Jr el al v Commissioner T C Memo 1997-395

17 IRS Techmcal AdVIce Memo 9702003
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the sale or rental of Its mall10g hst was not taxable as unrelated buslOess 1Ocome Such proceed
the court saId, are royalty 1Ocome not subject to VBIT The court based Its declSlon on facts th.
showed the SIerra Club had only a mInImal connectIon to marketmg Its hst The organIzatIOn w
not 1Ovoh ed 10 sortmg or provId1Og names or labels and It dIdn't handle the hst or provIde any Othf
related servIces Stress10g these factors, the court aVOIded a broad deCISIon that would have mad
all maIlmg hst 1Ocome safe from VBIT Although the court left open the pOSSIbIlIty of taxm
maIlmg !lst 1Ocome 10 other SItuatIons, It took the unusual step of definIng certam actIVItIes th
would not be taxable, such as provIdmg a pnce lIst of rental fees or retammg the nght of fin.
approval on the use of a copynghted Item IS StIll, challenges to thIS case and others lIke It ar
pendlOg 10 federal court If your organIzatIon receIves 1Ocome from the rental or sale of ItS maIhn
hst, consult legal counsel to detemune your VBIT nsk However there IS a speCIfic exemptIon fc
certain exchanges and rentals ofmal1mg hsts by relIgIOUS or other chantable exempt organIzatIOn
elIgIble to receIve tax-deductIble chantable cOntrIbutIons under IRe §170(c)(2)or(3) If ther
organIzatIons exchange or rent donor or memberslnp lIsts WIth or to other such organiZatIOns var
IS not Incurred

5 8 Corporate SponsorshIp Payments

Income that a nonprofit receIves from a corporate sponsorshIp IS not subject to VBIT unless ther
IS an actIve or overt promotIon of the sponsor's product(s) and/or the payments are contmgent c..
an "audience vanable" (1 e , attendance, partIClpanon, etc) TIns rule stIll applIes even If th
nonprofit gives InsubstantIal benefits 10 return for the sponsorslup payments, such as the Incldenta
use ofthe sponsor's name or logo 19 There are extensive and complex rules that govern the does -
don'ts of corporate sponsorshIp, so If your organIzatIon IS planmng to pursue such arrangementl
consult WIth counsel early In the plannmg process

6. CommOD Sources ofUBIT.

6 1 Controlled OrganIZations

The exemptions for rental and passIve Income dIscussed above In SectIons 5 5 & 5 6 do not appl..
If an exempt organlzanon receIves such Income from a "controlled orgamzatIon " TIns generall..
anses only when an exempt orgamzat1on controls, or operates In some way a subSIdiary organIzatIOn
A "controlled orgamzatIon" IS one In wiuch an exempt organization malOtalns 50% or mc....
ownershIp by vote or value 20 ThIs means exempt organIzatIons that "contror~ 50% or more of •
subSIdiary are taxed on any royaltIes, rents, or Interest receIved from the subSIdIary Applymg t'
rule can be qwte tricky, however, and requIres profeSSIonal counsel

II Sierra Club v Commissioner No 95-70112 (9th elr 1996), upholdmg T e Memo 1993-199

III P L 105-34, as enacted August 5, 1997

20 Internal Revenue Code §512(b)( I3) Note thiS 50% figure came mto effect With passage of the Taxpayer
RehefAct of 1997 P L 105-34 Prlortothar law, the tax code speCIfied an 80% control test. For more mformatlon about
the control test, refer to NonprofitAIJ Memo NP9304-1, OrganlZmg the Nonprofit and lIS SubSidiaries avalla(ble
from Gammon & Grange P e C£
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6 2 SOhCIfatlOn Gifts & PI emlums

The IRS does not consIder the dlstnbutlon of low-cost gIft premIUms by exempt orgamzatIOns to be
a trade or busIness so long as the orgamzatIOn uses such Items as an InCIdental addItIOn to ItS fund
raIsing or other sohcltatIon campaIgn To quahfy. the Items must be sent unsohcIted to potentIal
donors along wnh a request for a donatIOn and a statement that the gIft may be kept whether or not
a donatIon IS made In addItIOn the Items must be valued at under $5 In 1988 dollars If multIple
Items are sent to one person In a SIngle year. the aggregate value of the Items cannot exceed that
same figure

6 3 Advertzsmg and Pubbcatlon Fees

Income denved from commercIal advertiSing In Journals or other exempt organIzatIon pubhcatIons
IS often subject to UBIT. but the rules are comphcated and the cases are not always conSIstent If.
however, the advertISing takes the form ofan encyclopedIc and umform lIsting of vendors, such that
It IS a servIce for the readers and sIgmficantly promotes the orgamzatlon's exempt purpose rather
than serving merely as commerCIal advertIsmg, there IS a stronger argument that the Income IS
exempt from UBIT The connectIon between the ads and the organIzatIon's exempt purpose must
be ObVIOUS and sIgmficant, however, as one nonprofit dIscovered after the IRS assessed UBIT on
ads It sold In Its monthly publIcatIon and trade show dIrectory The IRS recogmzed the InstructIonal
and mformatIve nature of the ads In both publIcatIOns, but scud they were not overtly educatIOnal
The ads In the organIzatIOn's monthly publIcatIon dId not relate to Its edItonal content, and the ads
In the trade show dIrectory were nothIng more than an "explOItatIon of the annual conventIon," the
IRS scud 21

6 4 Jomt Ventures

Jomt ventures such as partnerslups between an exempt orgamzatIon and a for-profit, or the rental of
an exempt organIzatIon's name to a for-profit for use on a credIt card or other such promotIon can
result m UBIT Ifnot carefully planned and structured Through numerous pnvate letter rulmgs. the
IRS had developed detaIled gUIdelmes that should be followed when an exempt orgamzatIon enters
Into a partnershIp WIth a for-profit For example, the partnershIp must have a dommant and
demonstrable charItable pmpose and must pennIt the exempt entIty to act pnmanly to further Its own
exempt purposes Always consult counsel before establIslung aJomt venture WIth a for-profit

65 Travel Tours

IRS auditors have turned more attentIon m recent years to nonprofit travel tours amId IncreasIng
complamts from the travel mdustry about unfaIr competItIon from charIty-run tours Tax laws
permIt chanties to organIze tours for educatIonal purposes, but travel Industry executIves have
complcuned that tours operated by organIzatIons lIke the Smithsoman InstItutIon and the YMCA are
more recreatIonal than educatIonal In one representatIve case, the IRS responded by holdmg an
exempt membershIp organIzatIOn lIable for UBIT on mcome earned from certam travel tours It
conducted for members Although some ofIts tours had educatIonal, relIgIOUS, or lustonc objectIves
that furthered the organIzatIon's exempt purpose of supportIng the creatIve SurvIval and unIty of a
certaIn culture. other tours were pnmarIly SOCIal or recreatIonal The IRS assessed UBIT on these

21 IRS Techmcal AdVIce Memorandum 9724006
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tours:::: ChantIes should carefully document theIr tour-plann1Og processes and structure all travel
and tour packages to clearly focus on educatIon or other exempt purposes Charl1les should use
quailfied mstructors or professors to help conduct the tours and to dlst10guish them from purel)
recreatlOnaloutmgs Counsel should be consulted 10 the mmalstages of structur10g such tours

66 GolfCourses & AthletIC Faczlztzes

Income generated by grant10g pubhc access to these faCIlItIes often produces UBIT because few
orgamzatlOns are able to show that the publIc use of such facIlItIes supports theIr exempt purpose
10 any clearly defined way Colleges and UniVerSItIes are especially prone to these UBIT problems
because many operate these facIlItIes as part of theIr regular cumculum (WhICh IS exempt) but when
they sell pubhc membershIps, charge admISSIon or greens fees, rent out the facIlItIes, or otherwIse
receIve mcome from the non-educatIonal use ofsuch faCIlItIes, then UBIT applIes For example one
UniVerSIty operated a golfcourse for Its alum.m, students, preSIdent's club members, employees, and
guests The IRS ruled that Income was subject to UBIT because thIS extensIve pubhc use of the golf
course made Its purposes far from exempt 23

However, It IS pOSSIble to show a dIrect connectIon between these faCIlItIes and an organIzatIOn's
exempt purpose A nonprofit vocatIonal tralmng organIzatIon escaped UBIT on fees It earned from
operatmg a golf dnvIng range because the range was part of Its traIn10g program for troubled
teenagers Other programs operated by the organizatIon also passed the UBIT test, Includmg a
furnIture upholstery bUSiness and a seasonal produce sale The IRS reCOgnIzed the ovemdmg aspect
of traImng Inherent In each program and determmed they all funhered the orgamzation s exempt
purpose 24

7 ManagIng UBIT In the Nonprofit OrgamzatIon.

To put thIS dISCUSSIon In perspectIve, remember that a tax means there IS underlYing Income, and
Income IS generally a good thtng Thus, It IS not necessanly problematIc for an exempt orgaIllzation
to generate unrelated busmess Income In fact, unrelated bUSIness enterpnses can be an appropnate
way ofmakIng better use ofan orgamzatIon's caPital equipment and resources. whIle SImultaneously
prOVIdIng an addltIonal revenue source For example, a nonprofit youth camp USing Its facIhties only
one-thIrd ofthe year 1111gbt benefit more from Its capItal mvestment by offenng Its facIhties for use
as a busmess conference center dunng the off-season A UnIversIty that utIlIzes Its own Iugh-quahty
pnnt shop at less than full capaCIty might WIsh to extend Its servIces to the general pubhc Paymg
UBIT on the net mcome generated by these actIvItIes does not JeopardIze the orgamzatIon's tax
exempt status so long as the actIvItIes are not a substantIal part ofthe organIZatIon's operatIons The
key 15 mamtammg these aCtIVItIes at an msubstantIallevel WhIle the IRS has never quantIfied thIS
threshold. many commentators agree that when UBI pushes above the 20% level, as compared to
gIfts, grants, and exempt function mcome, It IS time for a legal evaluatIon At that pomt, the exempt
actIVity could be spun off mto a controlled, for-profit SUbSIdIary However, local property taxes
state sales taxes, vanous state and federal wage-hour regulatIOns, and other legal Issues must be
carefully evaluated WIth the help of legal counsel

.: IRS TechnIcal AdVIce Memorandum 9702004

., IRS Techntcal AdVIce Memorandum 9645004

:4 IRS PrIvate Letter Ruling 9718034
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7 1 Reportmg UBIT

An orgamzatlOn w1th gross Income of$I,OOO or more arISing from unrelated trade or bUSiness must
file an IRS Form 990-T, Exempt OrgamzatlOn BUSiness Tax Return and pay any tax due on net
Income Net unrelated bUSiness mcome In excess of$I,OOO IS taxed at the nonnal corporate or trust
rate OrgamzatIons WIth substantIal UBIT should pay 1t quarterly on an estimated bas1s for both
federal and state oblIgatIons To SImplIfy thIS burden, separate accountmg records should be
mamtamed that IdentIfy all sources and expenses assoc1ated WIth UBIT

7 2 Management Optlons

If unrelated busmess mcome becomes a substantIal part ofan exempt organIzatlOn'S total actIVItleS,
the orgamzatIon has several options If the actIVIty Itself could qualIfy for tax exemption, but IS not
covered under the organIzatlon's current exempt purposes, the orgamzatIon could attempt to redraft
Its basIS for exemptIon Or, more commonly, a spm-off exempt orgamzatIOn could be formed
When the Income-producmg actIVIty does not qualIfy for tax exempt status, a for-profit SUbSIdIary
could be formed 25 TIus should not JeopardIze the current organIzatIon'S tax-exempt status
Remember, however, that such restruetunng 15 only necessary Ifthe mcome-producmg actiVIty nears
the threshold of becommg a substantIal part of the organIzatIOn'S total actiVItIes

8 ConclUSion.

When properly managed, UBIT offers sIgmficant opportunitIes for creatIve and productIve
stewardshIp of under-utIlIZed resources, staff, and servIces of exempt orgamzatIons Improperly
handled, UBIT presents substantIal pitfalls For churches and certaIn small orgamzatIons that do not
currently file annual 990 reports, mcumng UBIT wdl create a filIng reqUIrement for the first tIme
that, for some orgamzatIons, 15 a strong deterrent. If the filIng reqUIrement Itself IS not a problem,
often lIttle or no UBIT lIabIlIty IS created because ofoffsettmg expenses The proper allocatIon of
expenses In computIng UBIT 15 a complIcated subject beyond the scope ofthlS memo, but certaInly
UBIT should not be aVOIded SImply because there may be potentIal tax lIabdlty Careful plannIng
for the nght orgamzatIon under the nght CIrcumstanCes may result m UBIT bemg the gap-fillIng
revenue source that a charIty needs to SUlVlve

[0 \NPM\NP9l1D-1 ENDI971010]

15 For more mformatlon, refer to Nonprofit Alene Memo NP9304-J, OrganIZing the Nonprofit and Its
SubSldla1'1es available from Gammon &. Grange, P C
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