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INTRODUCTION

The purpose of this book 1s to draw together the experience I have had as director of the Corporate
Commumnity Investment Service (CorCom) over the past two years CorCom’s objective 1s to facilitate
linkages between businesses and nonprofit orgamzations Over these two years, my colleague Martin
Hewtt at USAID and I have had the opportumty to mterview dozens of people with experience in
some aspect of corporate commumty investment or partnerships between business and nonprofit
organizations We have read case studies of partnerships, and talked with individuals who have first-
hand experience 1n these jomnt ventures

When CorCom started, there was no body of knowledge about how partnerships really worked
While there was, and still 1s, a lot of rhetoric about how mmportant partnerships are, no individual or
organization was trying to bring together the practical aspects of a partnership between organizations
with differing languages, cultures, values and ways of operating CorCom fills that gap by focusing
on the nature of the partnership, not the sector or location

Historically, there have been many partnerships between business and nonprofits, particularly in the
field of health Fortified foods have been a staple of nutrition programs for many years, and the social
marketing of contraceptives and oral rehydration solutions for children with diarrhea have become
standard partnerships Private sector firms have been mvolved 1n agriculture overseas as suppliers of
seeds and chemicals More recently i Affica, factory owners and plantation farms have seen the value
mn reproductive health care and HIV/AIDS education for theirr workers

While there are many success stories, there 1s also a long istory of failed partnerships Many of these
efforts failed because there was no information on how two (or more) orgamzations with very
different languages, values and operating styles could work together successfully We hope that this
book will enable more partnerships to be successful

CorCom became more formal in February 1998 when a grant from the Office of Prnivate and
Voluntary Cooperation, Bureau of Human Resources at the US Agency for International
Development made it possible to organize some formal events around specific 1ssues in partnerships

With the full mvolvement of Martin Hewatt, the grant also allowed CorCom to sponsor three day-long
semunars on specific 1ssues in partnerships getting started, lessons learned and ethical considerations

These seminars were attended by about 50 people and featured highly expenienced speakers and
participants with a wide range of experiences

The grant from USAID also allowed CorCom to sponsor a learning network of practitioners who
meet monthly to share expenences and learn from each other The CorCom network 1s a group of
about 20 U S -based development organizations, all of which have corporate partners The group held
a series of monthly meetings between February and June of 1998 to hear case studies and discuss
1ssues raised in the semunars The cases included a range of roles for NGOs, including marketing of
products (e g, agnicultural supplies, condoms, fortified foods), facilitating contracts with artisans and

1



Introduction

local producers, economic development (microcredit programs), housing for factory workers along
the Mexican border, and community development near oil refinenies The cases came from Latin
America, the former Soviet Union, Aftica, India and Asia At one of the network meetings, the group

developed a list of lessons they had learned from their experiences Those lessons are incorporated
in the text of this book

Appendix B 1s a series of case studies that exemphfy the win-win, beyond philanthropy approach
These cases are referred to throughout the text but also give an overview of the new approach that

1s sometimes best understood through examples The cases come from the CorCom network and from
my own research The members of the network are listed in Appendix D

This book 1s an attempt to tie all these strands together mnto a practical guide for practitioners who
have not been able to attend our meetings Much of the matenal comes directly from presentations
at the semumars or network meetings, as indicated with footnotes This includes matenal from David
Logan and David Clark on the subject of getting started, Cheryl Lassen on becoming more
businesshike, and Laune Regelbrugge, Joan Dubinsky and Richard Campanelli on ethics For more
mformation about these people, their work and their contact information, see Appendix A Appendix

C 1s a list of publications and references on these topics, many of which were written by the seminar
speakers

This book 1s a work mn progress since 1t 1s based, at this pomnt, on a imited body of experience I hope
that those who read the book and have experniences to add or who have differing opinions will contact

me so that those expenences can be incorporated into subsequent drafts of the book My contact
information 1s included in Appendix D

Because our funding comes from USAID and because my own experience 1s m mternational
development, this book 1s aimed at mternational development orgamzations, but we believe that the
principles apply to any nonprofit organization mnterested m working with businesses CorCom focuses
on t*e relationship between the business and the nonprofit from the nonprofits’ pomnt of view We
hop: 10 have the companion volume from the businesses’ point of view CorCom does not focus on
a spectfic sector such as health, agriculture, crafts or microcredit Simularly, we do not focus on any
particular part of the world We believe that there are certain common 1ssues i partnerships no
matter where they are and no matter what types of activities they are carrying out

I am very grateful to Mary-Lyynne Lasco, communications manager at INMED, for editing, formatting
and seeing this book to press
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Step One:
CHANGE YOUR WAY OF THINKING

Understanding the new paradigm

Before moving ahead with a potential partnership, it 1s important to understand that this 1s a new
paradigm for development You will need to re-think almost everything you currently do Most
nonprofit orgamzations now operate on grants from donors To get money, they must convince a
foundation (Ford, Kellogg), a bilateral government orgamzation (USAID, CIDA, ODA), or
multilateral orgamzation (World Bank or vanious UN agencies such as UNICEF, UNDP) that people
are suffering and that their organization, if given funds, could help alleviate that suffering Thus 1s the
philanthropy mode! of development that has been used as long as development programs have
existed It 1s the model of the past

Over the past few years, the global economy has changed dramatically The Soviet Union fell apart,
more companies have become multinational, and business now operates on a global scale with parts
manufactured 1 one place and assembled 1n another Large, sophisticated businesses are developing
n countries that were formerly underdeveloped or centrally planned

Businesses have a strong mterest 1n economic and social development as they expand their markets
into underserved areas of developing countries where most of the world’s population lives
Businesses want people to have discretionary mncome so they can purchase clothing, soft drninks,
computers and other products They want people to be healthy and educated so they will have an
ongoing supply of workers and consumers In other words, businesses now have the same objectives
as development organizations

As shown in the matnix on the following page, busmesses used to give some of their profits to chanty
because early industrialists such as Ford and Carnegie felt 1t was the nght thing to do In thus “first
generation” of philanthropy, their foundations tended to be quite separate from their businesses,
focusing on the arts and various chantable causes unrelated to their work Over time, businesses
moved mto the “second generation” of philanthropy, becoming more strategic in their giving,
targeting communmities or activities that related to their business, and making contributions that were
more systematic and more closely linked to the long-term self-interest of the company Many
compames today remain at the first and second generations of pmlanthropy Most large companies
have some programs that would fit in the first generation and others that are in the second

But there 1s now a strong movement 1n the business community to move mnto the “third generation”
of community investment and direct self-interest They become involved 1n activities not because 1t
1s the night thing to do, but because 1t directly improves their business
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Evolving Corporate Relations with Communities

II " First Generation

Second Generation

Third Generation

Purpose Philanthropy Strategic philanthropy Community investment
Motive Morality Long-term self-interest Direct self-interest
Strategy. Ad hoc Systematic Strategic
Staif Administrator Manager Entrepreneunal/consultants '
Structure Detached from Part of iine structure Integrated as part of business
_l business achvitties funchons
Initiative Passive Responsive to requests in Active - Intiatives programs
target areas
Contribution Cash Cash and donations of Business resources, skills and
goods cash
One-time Assistance in specific Capacity building of NGOs

Sustainability [
|

assistance

sectors

The Evolution of Development Organizations

social problems

target areas, carry out donor

o =
-“ First Generation Second Generation Third Generation
Purpose “ Welfare Development Community iInvestment
|
Motive i Charity Human resource Integration of poor into national
development economy
Strategy 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
Initiative Actively identify Responsive to requests in Active - works with community

and business to develop

assistance

objectives acthvities that benefit both
Contribution Goods and financial | Grants from donors for Technical resources,
assistance for the specific activiies with some | community contacts and
poor, often from cost recovery and fee-for- mediation with businesses
indvidual service
confributors
Sustainability One-time NGO-donor partnerships Facilitate NGO-community-

business partnerships




Step One Change Your Way of Thinking

Concurrently, as businesses have evolved from philanthropy to commumty investment, the
development commumty has also changed its focus from chanity to development No longer do
development orgamzations simply give food, clothing and other resources to the poor Rather, they
teach people to solve their own problems by organmizing therr commumties, developing leadership
skills and attracting resources to solve problems More recently, some development orgamizations
have moved to the third generation of strategic community investment, working directly with
companies to improve business while also solving social problems

Curt Weeden, former Vice President for Corporate Giving for Johnson and Johnson says that business
contributions for philanthropy are dwindling because companies do not connect their giving to their
busmess In his book, Corporate Social Investment!, Mr Weeden says that m 1997, companies gave
only 1 1 percent of therr profits to charity, down from 2 3 percent in 1986 He argues that corporate
leaders must realize that self-interested social investment 1s good for business

CorCom has always focused on strategic

commumity investment and helping NGOs learn a
new way of thunking about their work The new
approach means a whole new way of domg
business No more proposals, no more catering to
donors’ whims Under the new paradigm for
development, NGOs and businesses develop jomnt
ventures that are good for business while helping
the NGO meet 1ts objectives

“Corporate philanthropy staff need to be
trained to think about contributions as a

business resource, not a drain on therr
company " — Curt Weeden

But the new approach means a whole new way of thinking that 1s difficult for people who are so
famihar with the old “begging bow!” approach It means learming about busmess, writing business
plans and learming to talk with busimnesses in 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

! Reported 1n the Journal of Philanthropy, Tune 4, 1998 The book 1s published by Berrett-Koehler Publishers and 1s
available from Amazon com book service on the world wide web
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The advantages of a business partner’

Historically, the relationship between busmess and NGOs has been erther minimal or marked by
conflict NGOs have charactenstically aimed to limit and oppose the imtiatives of business as being
mimical to the well-being of people and communities At the same time, businesses have generally
1gnored the NGOs As shown in the tables above, however, the two parties increasingly have mutual
interests in commumty development For NGOs, there are a number of benefits of business
partnerships, particularly in developing countries, where NGOs may serve as partners of foreign
mvestors who do not have intimate knowledge about local conditions Some of these benefits mclude

Influence over investment activities The absence of NGO-business relations means that
there are no forums for the exchange of 1deas and the discussion of 1ssues Cultural and
soctoeconomic divides mean that busmesses that are foreign to the commumty or the country
often do not understand local 1ssues As a result, actions that stem from their unfamihianty
with local conditions may have an adverse impact on commumties Building an mferactive
rather than a reacfive relationship can help ensure that local values and customs are respected

Political support. Increasingly, NGOs aim to influence government policy and change the
rules of the game n order to help commumnities achieve their objectives By creating a
relationship with investors, NGOs can learn more about their ponts of view and commumcate

community goals to avoid unnecessary antagomsm When goals overlap, they can buld
lobbying partnerships with another key constituency

Access to financial resources NGOs, by the nature of their work, are engaged in community
building and creating an environment of stability that 1s critical for business success Many
mvestors are from developed countries, where this contribution 15 recogmzed through
philanthropy to community orgamzations However, this tradition 1s often ignored by venture
capitalists, particularly when mnvesting in developing countries Through dialogue with
mnvestors, NGOs can encourage the building of this tradition n developing countries as well

Payment for services. There are opportunities for NGOs to become more directly involved
with investment activities in ways that help both the NGO and the nvestor reach their

independent goals NGOs can be paid for the work that they would like to do, which expands
their ability to achieve their goals

Employment and economic development. Opportunities for local benefits are often 1gnored
by investors, 1n part because there 1s no means of organized representation that speaks to the
needs of both parties In some cases, 1t 1s presumed the government will play this
representative role, but governments often have other prionities and simply do not recognize

2 These advantages were developed by Steve Waddell of the Institute for Development Research at Boston College
He was speaker at the CorCom seminar on Lessons Learned
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the opportunities as well as NGOs By working with investors, NGOs can help ensure that
commumnities recerve as many economic development benefits as possible

. Access to low-income markets Because business people are generally from middle- and
upper-income groups, they tend to develop products and services only for these groups They
fail to understand the needs and opportunities among lower-income groups and are unaware
of the best way to reach them By engaging in joint product development, through which
NGOs can help convey these needs, lower-income people can benefit from better access to
broader markets

. Community bullding and development. The NGO traditionally sees development in both
social and economic terms Not only are new buildings and business important, but so are ties,
links and social relationships By building a relationship with investors who primanly value
economic development, NGOs can bring important social links to the process

. Access to expertise Investors and their market sector partners have substantial specialized
expertise that can be of help to NGOs, from accounting to strategic planmng and techmcal
information In addition to financial donations, companies are increasingly making their staff
members available to NGOs through secondment and volunteerism

. Innovative solutions to complex problems Working collaboratively 1s difficult for the
investment community 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 innovative solutions to problems By working together creatively,
both partners can accomplish their goals without increasing the resources necessary to do so

The diminishing role of government

Throughout the world, the role of government 1s decreasing while the role of business continues to
increase David Logan® demonstrated that government expenditures currently account for only 34
percent of global expenditures, while for-profit expenditures account for 60 percent The nonprofit
sector accounts for 6 percent, a figure that 1s growing as government sheds its responsibilities

There are several reasons for this trend toward increased private sector expenditures Foremost,
under communism, the government controlled the economy and suppressed the nonprofit sector
Also, government cannot distribute wealth if there 1s none to distribute and developing countries had
little

? David Logan was a speaker at the first CorCom sermnar He 1s president of Corporate Citizenship Company n
London, a firm that specializes in helping companies with commumnity investment strategies He has written several
books on the topic
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The need for the creation of capital has driven both the U S and the UK to transfer resources and
remove obstacles to business Both Ronald Reagan and Margaret Thatcher broke umons, deregulated
busimess, and removed legal and regulatory obstacles to business expansion At the same time, they

reduced the size of government and the services 1t offered, with the assumption that the private sector
would make up the shortfall

Another important trend 1s the increased globalization of markets Large businesses are driven by
global markets, not just the market in the U S or Europe They are interested mn creating 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 interest mn social

responsibility on the part of busmesses As businesses prosper, they have more money to put into
social programs

At the same time, nonprofits are growing dramatically These organizations have become the
watchdogs of busmess, using activism and public education to pressure businesses to be more
environmentally sensitive, fair to their workers, and more responsible to customers Membership in
advocacy, public education and environmental groups is at an all-time high Business and government
widely lack public trust Nonprofits, on the other hand, do have the confidence of the public — and
busmnesses are willing to buy mnto that trust through partnerships Businesses are very eager to have

therr names linked with worthy causes mn an effort to build their ncome and their image with the
public

A LESSON LEARNED

As governments shrink, It Is not expected that the private 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 private sector
can do much more — but it cannot do it all

Build support within your organization

Assuming you understand the new paradigm and are willing to learn a new way of developing
programs, it 1s also important for you to gamn the support for the new approach within your
organization This may mean a systematic approach to educating your board, field staff and others

Many nonprofits have added private sector representatives to their Boards of Directors in the past
few years Nevertheless, 1t may take some time and energy for you to educate your board about the
new approach and gamn their support for pursuing partnerships with business Many board members
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are most familiar with the older approach and are wary of something new, 1n fact, they may have been
selected as Board members specifically for their expertise or experience i the old model of
philanthropy Others mn the development community may resist partnerships because they still see
businesses as evil and ruthless

Another source of resistance within your organmization may be your field staff or NGO partners, for
the same reasons that Boards of Directors may resist When CARE was developing its partnership
with Enron 1n India, its country director for India did not approve of the 1dea of working with an o1l
company While this resistance was eventually overcome, 1t did slow the progress of the partnership

Do not assume that others within the orgamization are familiar with the new model (they probably are
not), and be aware that there are many individuals within the development commumty who see
business as a problem, not a solution There 1s no easy way to win them over to the new approach,
but a review of the case studies in Appendix B may help them see that this 1s a way for the nonprofit
to achieve its mussion

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 I1s important to consider all
the stakeholders (individuals and divisions) linked to each partner Corporate policy
can support the concept, but every project needs a champion to advocate for its
success within each partner organization

Build support with NGO partners

Many U S -based development orgamzations carry out their work 1n other countries through NGO
partners and commumnty-based organizations If this 1s the case for your orgamzation, be sure to
consult with those partners before pursuing a busmess partnership When Pact began discussions with
Nike about conducting HIV/AIDS education 1 Nike’s Indonesian factonies, Pact’s NGO partners,
many of whom had human nights agendas, were critical of the group for considering a partnership
with a company with a terrible human nights reputation For this and other reasons, the partnership
never matenalized Similarly, when the Jane Goodall Institute began working with Conoco 1n Afiica,
many ammal nights groups were critical of the partnership In this case, however, the partnership has
become an excellent example of a win-win relationship, despite the criticism



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 going where business

people go Business people and nonprofit staff tend
to move m different circles Jomn busmmess | ... move out of your usual social
associations, attend business conferences and | circles and start going where
socialize in bars or clubs where business people | business people go.

relax Take an interest in therr work and listen to the
problems they have, and you may get new 1deas for

partnerships Read the business sections of the newspapers to learn who’s who 1n your local business
commumnty

You can also become active in service orgamzations such as Lions or Rotary Clubs and the Chamber
of Commerce Such organizations are a good place to learn the language, culture and players 1n the
busimess community Not everyone you meet will lead to a partnership, but busmness people talk with
each other and they may be able ink you with someone who does become a partner Joining these

groups also provides an opportumty for you to educate them about your work and some of the
services that nonprofits can offer business

Learn to speak business

Businesses and NGOs each have therr own language and values As Steve Waddell pomts out,
business answers to 1ts owners, and the bottom line to owners 1s profitability Business 1s interested
in private good Civil society (NGOs), by contrast, answer to the community, are concerned with
processes — for NGOs, the bottom lme 1s group good A key to successful partnerships 1s
recognizing that businesses and NGOs have different objectives and answer to different masters
Good partners are fully aware of the other partner’s goal and do all they can to help them reach 1t

10
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Step Two:
WHAT DO YOU HAVE TO SELL?

The business advantage of an NGO partner

What do you have or do that a business would pay you for? As an NGO, you have two things to sell

your techmcal experience and your credibility In most partnerships, you are selling some of both

Companies want to be your partner because they need your expertise in health, housing or agriculture
or your contacts in remote or poor communities They also like to be associated with an orgamzation
that has a good name As discussed later in Step Seven, your expenience and your reputation have
an economic value to the business As indicated in research conducted by the U S -India Business
Council’, partnerships with nonprofits can bring a variety of direct benefits to businesses, mcluding
the following

. Develop a local identity Corporate partnerships with effective NGOs help to build trust and
communications m the communities where both entities operate

. Anticipate and respond strategically to grassroots sentiment. By building trust and
working with established community leaders, corporations can develop sensitive lines of
communication that allow a problem-solving approach to emerging conflicts

. Shape public perceptions. Ongoing collaboration with prestigious NGOs can be a cost-
effective way to enhance a company’s reputation

EXAMPLE CARE'’s partnership with Enron in India 1s a case in which the commumty had great
ammosity toward the otl company’s operations However, when Enron began working with CARE
on econonuc and commumity development, cases of vandalism and property destruction decreased
and comnuanty support for the company among local leaders and community members mcreased.
Shell/Nigeria 1s currently undertaking its own community development program for the same
reasons Gas and o1l companies entering new areas such as the Caspian Basin are learnming from
the experiences m Nigeria and Colombia and are seefang NGO partners to prevent problems before
negative sentiments develop

. Strengthen the human resource base of the local commumty. Traing and small capital
mnvestments can enable NGOs to develop vocational employment programs that help support
a company’s local operators

!An Introductory Guide to Corporate Partnerships in India by Michael T Clark, Dharmesh Vashee, Janet
Glover and Nisha Narayanan, December 1997 The U S -India Bustness Council 1s part of the US Chamber of
Commerce

11
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. Leverage financial and other investments 1 local communities Because NGOs can
mobilize vast reserves of good will, small financial investments can have tremendous reach

EXAMPLE Phillips Van Heusen Company and its partner, American Jewish World Service, made
dramatic changes i Pedro Sacatepequez, a depressed Guatemalan town where Van Heusen
operates a clothing factory The town was dying as young people migrated to other cities, and the
company was unable to attract the quality workers it needed. By investing i local schools, Van
Heusen helped turn the town nto a dynamic economic center where other businesses have
developed, and people are now migrating to the revitalized town rather than away from it

. Build the brand. Demonstrating company products in partnership with local NGOs serves
as a social marketing strategy

EXAMPLE Eh Lilly, Inc 1s working through the American International Health Alhiance n
partnership with hospitals imn Dubna, Russia on an mnovative program of diabetes self-management,
a concept previously unknown m Russia. Through this program, which has been expanded to several
locations in Moscow, diabetics use Ell Lilly’s insulin  The program has not only created a market
Jor the product, but has dramatically reduced the incidence of diabetes-related hospitalizations In
addition, NGOs can also help develop markets m the US For example, Aid to Artisans Iinks
distributors m the U S with craftspeople around the world.

. Increase social capital. NGOs provide access to local networks and multiply opportumities
for the exchange of information

EXAMPLE One of best examples of a win-win situation 1s the case of Star margarine in the
Philpppes, through a partnership among the Johns Hopkins University, Procter and Gamble, the
Nutrition Center of the Philippines, and Helen Keller International At the request of 1ts NGO
partners, Procter and Gamble began to forufy its margarine, Star, with Vitamin A However, the
product was packaged n tins too large for poor people to afford. When the NGO partners asked
Procter and Gamble to market the product in smaller, less expensive packets — with a seal of

approval from the Mimstry of Health — the product flew off the shelves and the incidence of
Vitamin A deficiency mn school children decreased

. Reach groups that would not otherwise be accessible. Partnerships can help to expand
markets for products and services to social groups previously excluded from access to them

EXAMPLE Accion creates nucrocredit programs throughout the Americas Its corporate partner
1s Cinbank. Citibank 1s better able to work n several Latin American countries because Accion takes
the risk of building microcredit programs that work with people who need small loans now but who
will eventually become Citibank customers for checking accounts or business expansion loans
Accion has more leeway to mnovate and build trust among the poor populations than Citibank does
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Step Two What do You Have to Sell?

. Provide new management traming for corporate personnel Managers’ participation in
corporate partnership activities not only deepens theirr commitment to the commumnity but
serves to educate company personnel about the local market

EXAMPLE Wmnrock International 1s working with Monsanto to infroduce West African farmers to
the herbicide Roundup, which dramatically reduces the amount of labor required to prepare fields
Jor planting Since most agricultural work 1s done by women, the time saved in the field allows
women to spend more time with their families or engage in other mcome-generating activities
Winrock educates farmers on the use of Roundup on demonstration farms, and has worked with
Monsanto to develop a dry product m small packets appropriate for backpack sprayers As a result
of this partnership, sales of the product have increased dramatically, and the time savings for
women have been considerable

. Enhance public understanding of business-centered approaches Corporate mvolvement
with NGOs leaders can be a direct and effective way of broadening societal understanding of
entrepreneurship and sound business management practices

. Establish a forum for public discourse. Partnerships create a friendly community milieu
within which the benefits and costs of industnial development can be rationally discussed

EXAMPLE A number of socially responsible business associations have developed which have
gained a growing number of NGO partners Orgamizations such as Business for Social
Responsibility, The Conference Board, Philippines Businesses for Social Progress, the National
Business Imnative in South Africa, the Thar Busmness Imtiative for Social Development, the Polish
Business Leaders Forum, and Business in the Commuraty in the U K are all working to broaden the
discourse between businesses and nonprofits and to make the public aware of businesses’ nterest
in social development
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Step Three:
BECOME MORE BUSINESSLIKE

Becoming a more attractive partner for business

Experience has shown that NGOs make more attractive partners for business when they run their
organizations 1n a business-like way An important reason for seeking out business partners 1s that
they offer an alternative source of funding as money from traditional donors, particularly
governments, decreases There are three ways to reduce your dependence on grants finding business
partners, following a nonprofit business model of increased cost recovery or cost efficiency
programs, and social entrepreneurship Thus step 1s concerned with the nonprofit business model and
social entrepreneurship

Strategies for reducing grant dependence’

Histonically, nonprofits were charitable institutions that depended on donated resources, they were
unfamihar with how to create wealth The Sustamable Development Services Project has learned that
one cannot “service” people out of poverty, because doing so depends on trammng the poor mn a
process of wealth creation In the same way, one cannot service NGOs out of dependence on “soft
money” provided by grants Thus also depends on nonprofits’ learming how to set up and manage a
process of wealth creation

The 21st century model for nonprofits will emphasize strategies that reduce grant dependence and
use business models to generate wealth for their programs by viewing their organization as a business
and through social entrepreneurship Grants will always be an important part of most NGOs’ mcome,
but they can move toward a greater vanety n their sources of revenue

Nonprofits have learned very well how to tap into donor funds by requesting grants, but they have
not done well at marketing products or services that generate revenue or at designing programs based
on commercial models

! The matenal 1n this section 1s adapted from Dr Cheryl Lassen’s presentation at a CorCom seminar and was
developed for the Sustainable Development Services Project, a USAID-funded program that helps NGOs develop
busmess models, cost-recovery designs, and business planning and skalls
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Step Three Become More Businesslike

The nonprofit business model

A lesson learned from the experience of the Sustainable Development Services (SDS) Project 1s that
a nonprofit business 1s NOT the same as a for-profit business Each nonprofit has a social mission
(often related to fighting poverty), and 1ts way of doing business must help accomplish that mission

A nonprofit busmess has a “double bottom line” of both social and financial goals to meet Also, the
chentele of a nonprofit business 1s frequently poor, so 1t cannot afford to pay high prices This means
that most nonprofit businesses, so-called “social enterprises,” must function by implementing

program models that focus on a few goods or services that are fee-based, no-fnlls, economucal, and
sold in great volume

The nonprofit business model can be expressed as
PxV=C Price x Volume = Cost Given that they are
intended to benefit the poor, nonprofit social
enterprises cannot greatly manipulate the P (price)
variable However, they must define some fee-based
goods and services rather than giving everything
away They must also focus on becoming more
efficient and lowering C (cost) and significantly expanding V (volume) This simple model for
sustamnability 1s universal and cuts across all program sectors The table on the following page gives
suggestions on how to lower prices and increase volume 1 order to reduce overall costs

Nonprofit Business Model

PRICE x VOLUME = COST

Especially at the begmning of a program, 1t 1s not practical for a nonprofit to aim to pay 100 percent
of its costs from earnings and become fully self-sustamnable Its goal should be to improve its financial
autonomy, which can be accomplished by building program earmngs to the point where they cover
40 percent or more of the budget SDS has learned that the 40 percent indicator of earned revenue
1s a quick, generahzed way to judge the sustamnability potential of a NGO program

A few sectors of nonprofit international programmung have well defined and tested models for social
enterprise Examples are microfinance itermediaries, reproductive health chimcs and basic housing
programs Unfortunately, the majonity of NGO programs do not have these well-defined 1deas and
models for social enterprise that can provide beneficial services to the poor and recover costs In the
coming era, they must define the social enterprise model that fits for them

Some will conduct social enterprise with the poor Others will provide techmical services or program
goods and services to other nonprofits, private enterprise or the government Still others wll partner

with private enterprise such as in “ecotourism™ arrangements or mechanisms that can market local
goods internationally
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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 Elminate flls and
custormzation as much as
possible

Become very efficient and cost-
conscious Reduce waste and
the use of expensive mnputs

Do not charge what others are
charging Know your actual
costs and reduce them by
creasing volume Buy m
bulk, negotiate discounts and
keep prices low for the poor

Trim unfunded 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

willing to pay for

Advertise the NGO services
and goods, make people and
mstitutions aware of the
benefits, payment scale, and
how to access the services

Increase volume by operating
mn populous areas, having
promotions, giving
introductory discounts,
providing transportation, and
offering mobile service
delivery

Plan and track increases mn

services, especially fee-paying
services Have a business plan
Ensure that growth 1s realistic

for targets and recovermg
costs

Track chent satisfaction and try
to lower costs (financial and
other), mcrease clients’ access
to services and raise client
satisfaction

Find ways to use your assets

more productively by adding
complementary services
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COST

Understand these costs
¢ umit cost per service
« costs by department
= costs by region
« direct vs mndirect
* costs of management

Identify ways to rationalize and
control costs while losing little
or no value

Estabhish and adhere to
standards for the productivity
of personnel, equipment and
facihities

Create mcentives for
performance Pay salarnes that
tie compensation to output or
performance

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

Share information with staff
about costs, productivity,
efficiency and how well they
are meeting the orgamzation’s
goals



Step Three Become More Businesshke

Defining a social enterprise

For a nonprofit that wants to increase program earmmngs and develop a social enterprise, the first
questions to ask are, “What does the orgamization want to sustain? What are the mummum key
services and orgamzational functions (at a project level, a country program level or a headquarters
level) that must be provided no matter what grants a NGO has or when they begin or end? What does
this mmimum core of operations cost?” The social enterprise to be developed should have a large
enough volume of business to pay operating expenses plus the cost of this core

Once the nonprofit knows what 1t wants to sustain, 1t must define 1ts business idea This 1dea consists
of saleable goods and services plus a customer base that will buy them The NGO must define how
the social enterprise will operate and who will operate it Keep in mind that

. Social enterprises can vary considerably, especially if the nonprofit 1s not m a sector
charactenized by well-known NGO business models

. Defiming fee-based services and expanding the local clientele are essential

. Sustainability involves cost saving as much as 1t does increased earming Improved cost man-
agement and productivity do not require financing

. A highly focused program model 1s crucial for a social enterprise to function on a scale and
level of efficiency necessary for self-sustamability

. Business management systems rather than expense accounting must guide the enterprise

The importance of cost management 1s a significant lesson learned Nonprofits must become familiar
with unit costs — what 1t really costs to provide a particular service, whether the service has the
potential to recover costs, and the scale of operations required to do so NGOs must also understand
the cost structure of different departments or regions, indirect support services, etc They must
analyze and find ways to improve the productivity of their human resources, equipment, use of
machines, buildings and other assets In addition, they must develop financial management systems
and staff who can keep score in profit/loss terms to provide information that drives decisions to
mmprove cost recovery, productivity and profitability

The final lesson 1s that nonprofit earning must be made in a way that allows a NGO to fulfill social
equity objectives Greater financial autonomy 1s not an end m 1self, 1t 1s a means to enable
nonprofits to fulfill their social missions in a more sustainable way Following are four examples of
NGOs that have been able to recover costs, free themselves from dependence on grants, and fulfill
ther social nussions The exciting thing that can be learned from these examples 1s that buildimg social
enterprise and mechamisms for program earnings does not mean that the poor are served less In fact,

the opposite 1s true social enterprise makes 1t possible to expand the scope and varnety of benefits
to the poor
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Four cases of social enterprise
The National Rural Electric Cooperatives of America (NRECA)

NRECA supphes techmcal services to local electric cooperatives and other suppliers for the
generation, transmussion and distrbution of power NRECA'’s international arm can also receive free
surplus equipment from U S electric cooperatives NRECA 1s organizing a social enterprise 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 operating costs
of field or headquarters offices, or install the equipment and take a percentage of the increased
electnic revenues for several years i the future NRECA’s ability to provide social benefits and to win
contracts overseas will be greatly enhanced by having this facility to collect, store and transport
surplus equipment efficiently

Associacion San Luis Obrero

The Associacion San Luis Obrero 1s a Honduran nonprofit that operates 1n Choluteca Province, on
the border of Honduras, Nicaragua and El Salvador Its mussion 1s to provide services to the poor

It also works m the areas of microenterpnise credit, health, vocational tramming, low-cost housing and
local industry development It has set up each of these components as a social enterprise that makes
earnungs to sustain the program. The industry development program s a factory that makes and sells
industrial gloves from local leather The vocational traming program accepts contracts for
construction, furmture and other products to support itself The health component includes a local
chiic, 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 of other private climcs, which cater
to higher-income chents The clinic also buys large lots of generic drugs, repackages them, and sells
them to the poor at prices up to 70 percent lower than prices at commercial pharmacies The chnic
generates a surplus through laboratory, x-ray, pharmacy and physical therapy services that pay for
mobule health teams to visit remote rural areas and low-income urban neighborhoods twice a month
for health screemngs, hmuted curative services (for colds, mmor infections, etc ), and preventive
health education on topics such as family planming

Mexican Confederation of Private Family Planning Agencies (FEMAP)

FEMAP 1s a confederation of 32 NGO family planning agencies dedicated to providing qualty,
economical reproductive health services to the poor on a cost-recovery basis In 1998, FEMAP
celebrated its 25th anmversary During its first 18 years, FEMAP functioned like most chanties,
depending on donated income, and giving away most of its family planning services and contraceptive
supphes In 1992, 1t commutted itself to graduate from USAID funding and earn the majonty of its
mcome The volume of its fee-based services rose enormously as FEMAP learned to provide many
different services (consultancy, lab work, x-rays, other medical tests, screenings and drugs) under the
same roof FEMAP also managed its costs and improved greatly its productivity and efficiency This
was true of workers and services mn 1ts clinics and community-based promoters Without deviating
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from its mission to serve the poor, FEMAP decreased 1its USAID dependence from 42 percent of its
budget mn 1992 to 14 percent in 19938

International Eye Foundation (IEF)

The International Eye Foundation’s mission 1s to assist the 150 million people around the world who
suffer from eye problems, 80 percent of which could be treated and cured Half of all blindness 1s due
to cataracts IEF 1s developing a social enterprise to sell low-cost “cataract kits” that contain the
surgical supphes necessary to treat a cataract In Guatemala today, an ophthalmic surgeon pays $80-
$90 for these supphes But by taking advantage of economical medical suppliers it has identified, IEF
can assemble these kits for approximately $25 Even adding a profit margmn to cover other chantable

aspects of its program 1n Guatemala, IEF can still make this cataract kit available for much less than
the local retail price

.EF 1s now forming social enterprises to increase the quality and reduce the cost of eye surgery This
new approach adds social and economic value on several levels The consumer recerves a better
cataract operation at a more affordable price, doctors and eye chinics can perform a greater volume
of cataract surgery, and can use their earnings to update techmques and equipment IEF Guatemala
pays 1ts operating costs and offers incentives such as price discounts to expand the supply of
operations to the poor and to patients outside the capital city Since the medical supplies mmvolved in
cataract kits are hghtweight and non-penshable, one enterprise could serve several Central Amernican
countries IEF headquarters mthe U S can also earn income for 1ts operations by managing the bulk
purchases and distributing medical supplies and equipment

Start social enterprises and build business literacy

Because of the need to expand and diversify income, NGOs are turning increasingly to the social
enterprise model, following the example of other nonprofits that develop mechamisms for program
earning Done well, social enterprise can greatly expand the scale and qualty of benefits to the poor
However, mcreasing NGOs’ financial autonomy 1s a process that takes several years to accomplish
Nonprofits can start with very small social enterprises that are affordable for their capital and assets
NGOs can create wealth for their programs in ways that do not require capital by managing costs,
more tightly channeling program focus and improving 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 builds the skills, assets and organizational capacity to
accomphish 1t
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Step Four:
CHOOSING A PARTNER

Know the playing field

Many partnerships begin when someone from a business approaches an NGO for assistance, and
partnerships will continue to be made that way However, NGOs can be more strategic and proactive
by approaching potential busmesses and imtiating a discussion about possible joint ventures How do
you know whom to approach? It was recommended i Step One that you start to mingle in places
where business people gather Business people know not only their own companies but those of their
competitors, so they can be a rich source of information about potential partner compames

First, obtamn or make a list of businesses working 1n your country or geographic area Make contacts
with business associations, the Chamber of Commerce and the Ministry of Commerce Look m the
telephone book You may also ask these groups about companies that have made mnquinies about
working mn the country but do not yet have a presence there

From that hst, identify the businesses with common interests, such as products that relate to your
objectives or a mutual interest 1n the economic development of a town or region If you are a health
organization, identify the pharmaceutical companies, medical supphers and for-profit service
nstitutions If you are m credit or economic development, look for banks and cooperatives If you
are n education, look to textbook suppliers and construction firms that build schools

Next, nghlight businesses that have public relations problems or have been mentioned negatively in
the press Are their problems something you can help with? For example, if they are accused of
exploiting workers, can you help them establish health care, literacy or housing programs for their
workers? If they are accused of not hiring local workers, can you set up a traming program for youth
to give them the skalls they need to work for the company?

Make a note of busmnesses with which you already have a philanthropic relationship If you are already
recerving grants from a chantable foundation connected with a company, this 1s an excellent start for
a more substantive partnership Many of the cases presented by CorCom network members started
out as philanthropic relationships but by mvolving the business 1n the project, often through company
volunteers, the relationship was able to change and grow
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Researching individual businesses

Many people have asked how to find out if a business 1s “socially responsible ” You can find out a
lot about compatues by looking at their site on the worldwide web There are also mnvestment funds
that mvest only 1n socially or environmentally friendly companies These companies have employees
whose job 1t 1s to ferret out the details of company holdings In the complex world of international
business, 1t 1s often difficult to know all the compames that are under the same corporate umbrella
Company reputations may vary from country to country and from time to time

Certainly, before you approach a business, you should know as much about them as possible At the
mummum, this means you need an orgamzational chart of the company, its annual report for the past
year or two, and 1ts sales or promotional material Most of this information can be obtamned from a
quick visit to corporate offices or with a phone call But 1t 1s also helpful to know the unofficial
information All countries require foreign companies to obtamn hcenses to do business, and the
information they submut is usually in the public 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 1s 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 of companies that could potentially be partners, you need a strategic plan
for contacting them This means developing some prionties and looking at some practical matters
Your strategic plan might look something like the one on the following page

Highhght compames whose names fall 1n three or more of the columns Next, look at some practical
1ssues such as where the company headquarters is located and whether you have contacts who can
get you 1n to see the CEO or local manager Be sure to review Step Five on ethical 1ssues to be aware

of areas m which companies might present problems Complete the matrix with other factors that are
mmportant to your NGO

When you have the matrix filled out, you should quickly be able to see the priority companies you
should contact, those that might need more research and groundwork, and those with whom a
partnership 1s unlikely or inappropnate
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Completion of the strategic plan may take time 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,
including field staff, the home office, and all partners in the process

Strategic Planning Matrix for Identifying Potential Business Partners

Doing business in Businesses share Businesses with Businesses with
this country or common interest negative publicity current
area with NGO OF unage phianthropic
relabionship
Headquaners
nearby
Have
contacts
No ethicat
problems
Other faciars
Other factors
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Step Five:
ETHICAL ISSUES

The complexity of the issue

As more nonprofits seek out partnerships with businesses, ethical 1ssues become very important both
for the nonprofit that 1s seeking to protect its good name and for business that 1s interested 1n social
responsibility There are no absolute answers as to which partnerships are acceptable and which are
not Each NGO and each individual must decide what 1s appropniate They must also grapple with the
problem of appearances Sometimes developing a partnership may seem to be a great program
strategy, but if the alhance concerns board members, other financial supporters, NGO partners and
other stakeholders, then 1t 1s best to postpone the partnership until any problems can be resolved

There are many ethical 1ssues that must be considered before entering into a partnership from the
NGO perspective, some of which are illustrated in the following examples

A nonprofit carnies out health programs overseas It 1s approached by a major alcohol
company about putting HIV/AIDS educational messages in 1ts advertising Would you
want your organization’s name hnked with an alcohol company?

A nonprofit that focuses on agricultural development decides to work with a major
agrochemucal company to distribute a herbicide n West Afiica The product saves a great
deal of time and labor for women The product 1s environmentally friendly and, when used
properly, 1s 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 compamnes are estabhishing their own NGOs or starting
to work in commumities directly Can businesses sponsor commumnty work and be
honestly focused on the needs of the commumity or will they always promote the interests
of the business?

Shell/Nigena has offered you a job directing a commumnity development project They will
pay a lot more than you were paid by the nonprofit Would you take the job, knowing that
you would always represent the company over the interests of the community?

A nonprofit inks small producers of crafts overseas with distributors inthe U S Can the

nonprofit take a percentage of the profits from the distnbutor and still remain an honest
broker to the poor?
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. A nonprofit 1s part of a partnership to promote foods fortified with Vitammn A As part
of the partnership, the nonprofit gets a small percentage of the sales of the product If you
take the money, will it jeopardize your 501(c)(3) status?

. Johnson & Johnson has asked your nonprofit to partner with them on a childhood
immumnization campaign and the marketing of products that are beneficial to new mothers
and babies Johnson & Johnson 1s part of a family of 181 companies, and you have no idea
what the other compamies make Should you partner with them?

These are real ethical dilemmas faced by nonprofit members of the Corporate Commumty Investment
Network Ethical problems are not always black and white, 1n fact, most do fall within grey areas

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

The most fundamental ethical 1ssue 1s to decide what types of companies you will and will not work
with Ths 1s a difficult decision to make At the beginning of the CorCom network meetings, most
members felt they could only work with socially responsible compamnes and specifically excluded
tobacco and alcohol companies and those that manufacture weapons such as landmines

However, as David Logan pomted out by example at the first semmar, if you are conducting
HIV/AIDS education 1n Africa, alcohol and tobacco companies are precisely the partners you want
to work with, because their advertising 1s targeted to the very population of young people who are
most at nisk of spreading HIV At the same semunar, David Clark argued that 1t does not matter why
a company does good, as long as 1t does good After several months of discussion and case studies,
most of the network members came to feel that they would at least discuss partnerships with almost
any company They agreed that if they could obtain money and other resources to tackle an important

social problem and further therr mission, then 1t was at least worth looking mnto and should not be
rejected without discussion

Socially responsible companies: pros and cons

Most NGOs would prefer to work with companies that have a reputation for being socially and
environmentally responsible How you define those terms may vary according to conditions in your
country and your own values as both an individual and an NGO There are lists of companies that
have been judged socially responsible according to certamn “screens” that enable investors to see
whether the company 1s environmentally friendly, has 2 community mnvestment program, provides
equitable working conditions for its employees, and other such factors A growimng number of
companies conduct social audits, a kind of evaluation, to see if their partners and supphers meet their
standards Business associations such as Business for Social Responsibility and the Conference Board
encourage theirr members to conduct audits and provide the tools for conducting them
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There are two major issues that must be taken into account when considering partnership with a
company

Farst, 1t 1s very difficult to determine whether comparmes are socially responsible Most big compantes
are part of larger multinational families of companies, and 1t 1s very difficult to research all the
compantes 1n the entire corporate structure It 1s also almost impossible to find one that does not have
some link to arms manufacturers or environmentally unfriendly or socially irresponsible contractors,
subcontractors, suppliers or partners Chemical companies, such as Monsanto, that make labor-saving
products for women farmers also make products that are not as environmentally friendly or safe You
might ask potential partners if they have
conducted a social or environmental audit and
if so, request a copy of the report Meanwhile,
compamies that are 1deologically pure 1 all their
work are few and far between, and they do not
need much help from NGOs

It is the companies that are not
socially responsible that need the

help of NGOs the most

Second, and this 1s the most difficult, 1t 1s the companies that are #oz socially responsible that need
the help of NGOs the most Companies that are socially responsible are already investing m the
community, thinking about the environmental consequences of their work and treating their workers
well It 1s the compamnes that are under attack by environmental, human nights and other advocacy
groups that need help from NGOs Sometimes doing good means making things less bad

Semunar speakers Laurie Regelbrugge and Joan Dubinsky' each presented frameworks for ethical
decision making Ethucal 1ssues will anse often duning the course of your work with business partners,
so 1t 1s a good 1dea to start thinking about them from the beginming

If an NGO can provide reproductive health care to factory workers or help distribute a product that
people need to improve therr qualty of life, it may be able to alleviate some suffering Most
important, these partnerships can grow so that even through a small pilot project, an NGO can have
a major influence on a company and 1its practices as the project demonstrates that social responsibility
1s good for business

Getting involved with a business that has a bad reputation 1s nisky and requires careful thought, but
n the end, the results can be rewarding It’s something to think about

! These frameworks are copyrighted to Ms Regelbrugge and Ms Dubinsky If you wish to use them for other than
personal use, you should contact the authors for permission
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Steps for Ethical Decision Making
by Joan Dubinsky, The Rosentreter Group

There are five steps in ethical decision making venfy, identify, clanfy, evaluate and resolve

VERIFY

IDENTIFY

CLARIFY

EVALUATE

RESOLVE

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

Who are the stakeholders?
Evaluate their interests in your situation

Descnbe and analyze the issues

What are the legal, technical and management implications?
What ethical values are involved?

Descnbe the dilemma — succinctly!

Identify 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?

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? l
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A Framework for Ethical Considerations
in NGO Partnerships with Corporations
by Laune Regelbrugge, Hitachi Foundation

KNOW vyour organization’s mission and identity — be clear about who you are, what you
do, and why
. What 1s the mission of your organization, and what are your goals and

objectives?
. What I1s 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 stnikes 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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Remaining an honest broker

Aud to Artisans did not take a fee for mediating an agreement between a pottery cooperative mn Peru
and a distributor 1n the US While most members of the CorCom network beheved that Aid to
Artisans should have charged a finders fee, Aid to Artisans argued that they cannot remain an honest
-oker when they have a financial interest 1n the outcome of a potential deal The group further
argued that by brokering deals that are lucrative to them, they may be tempted to work with people
who can best generate money for them rather than the poorest people who need their help While
most of the network members felt that 1t 1s possible to reach the very poor and still hold a financial
interest mn the deal, Aid to Artisans’ position offers valid points to consider It 1s important to remain
an honest broker to the poor and their interests while making your orgamization financially viable

Tax implications for partnerships®

When a tax-exempt organzation works with a for-profit company to accomplish 1ts purposes or raise
funds, 1t must be done in a way that 1s consistent with the organization’s tax-exempt status, and in
recognition that such relationships often trigger an obligation by the tax-exempt entity to pay
unrelated business mcome tax (UBIT) * “A UBIT Primer for Nonprofits,” a memorandum which
summarizes how unrelated business income arises and must be treated, 1s included m Appendix E *

The 1ssues are complex, and 1t 1s highly recommended that you consult with your legal advisors and

accountants as you develop a partnership, since how you get paid will be important to mamntaiming
your nonprofit status

Unrelated business income

Very briefly, nonprofit organizations (designated as exempt under Section 501(c)(3) mthe U S for
therr tax code), are permitted to generate an “insubstantial” amount of mmcome from activities
unrelated to their exempt purposes An NGO can make money from an “unrelated” business activity,
but the ncome may be taxed at corporate rates and be reported to the Internal Revenue Service

2 Thas matenal 1s based on the presentation at the CorCom semunar by Mr Richard Campanelli Please contact him
at Gammon & Grange, PC, 8282 Greensboro Drive, 7* Floor, McLean, VA 22102, (703) 761-5000, for additional
information or for permission to use his matenal

*The discussion here 1s based on U S laws If your organization 1s based overseas, consult with an attorney who knows
local law wath regard to nonprofits

4 This memorandum, copyright 1997 Gammon & Grange, PC, 1s reproduced here by permussion Further reproduction

18 prohibited without the written consent of Gammon & Grange, PC Contact Mr Richard Campanell at (703) 761-
5000 for additional information or for permisston to use this matenal
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Unrelated business income 1s mcome raised from a trade or business (the sale of goods or the
performance of services) that 1s carned on regularly, and that 1s not “substantially” related to your
organization’s tax-exempt purposes Therefore, 1t 1s important to evaluate whether an activity 1s
adequately related to furthering your exempt purposes and your charter It 1s nof enough to
demonstrate “relatedness” to show that the income produced will be used by or for the organization
The income-producing activity itself must be adequately related to your exempt purposes

Some types of income are not subject to the “UBI” tax In some circumstances, “passive income”
from dividends, royalties, rent and the sale of property may not be subject to UBIT Also, business
conducted prnimarily by volunteers, convemence businesses (such as a snack bar mn your office for
employees), and 1n some cases, ncome derived from the use of your logo (such as so-called affimity
credit cards), and rental of your maihng list, may not be subject to UBIT However, the regulations
are complex, and only careful review of your factual context will determine whether UBIT applies

Competent legal counsel should be consulted

Maintaining exempt status

No substantial part of the NGO’s earnings can benefit an individual or for-profit company without
full and adequate compensation to the NGO Therefore, a jomnt venture with a for-profit can
jeopardize tax-exempt status unless the NGO can demonstrate that 1t retans and exercises adequate
discretion over 1ts resources, the activity furthers the chartable purposes of the NGO, the NGO 1s
fully and farrly compensated for 1ts participation n the activity, and the NGO does not unduly subject
itself or 1ts resources to risk of loss or dedicate those resources to the benefit of the for-profit or
private mnterests

For further discussion on legal 1ssues 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 1ssues, 1t 1s very important to review
your thinking with your NGO partners and others in the NGO commumnity If your organization 1s
moving ahead with business 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 if your
NGO partners are not thinking 1n terms of the new paradigm Other U S - based orgamizations have
felt pressure from NGO partners i other countries not to proceed with allances that give the
impression of support for unethical practices
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Step Five Ethical Issues

A LESSON LEARNED

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

Preparing for a meeting

A great deal of thought and planning goes mto preparing for a meeting with a potential business
partner It 1s assumed that you will have done a lot of homework before the meeting, mncluding
developing a strategic plan identifying businesses you want to work with and gaiming support for the
1dea of business partnerships from your board of directors, staff at all levels and NGO partners You
also must know what you have to sell, such as access to networks of poor people, traming skills,
commumnty economic development strategies, or technical skills 1n health, tropical agriculture or
education

Why would a business want to be socially responsible?
Dawid Clark® gives three reasons for a business to be socially responsible

. It builds the business through mcreased sales. These sales may include cause-related
marketing, affimity credit cards, or assistance with the marketing of products in developing
countries where the business has little experience

. It builds people. A company that 1s socially responsible can attract and retain staff by
increasing morale Commutment to a social cause increases workers’ loyalty, and commitment
to workers’ health and well-being reduces absenteeism and health care costs and increases
productivity

. It builds the company’s reputation. Businesses like to strengthen their reputation with the
public through affiliations and partnerships with worthwhile causes or well-known
orgamzations Company reputation 1s essential to sales and customer loyalty

! David Clark 1s Regional Director for Business in the Community, which 1s located in the UK Has job 1s to facilitate
Iimkages between business and commumity groups He was a speaker at the CorCom semunar on “Getting Started ”
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Step Six_Making Contact

Know which part of the business to approach

It 1s important for you to know what you have to sell and what you think the company needs, so that
you will know whom to contact for an mmtial meeting If you do not already have contacts in the
company, then the first meeting should be with the most senior 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 if you cannot
reach the CEO If you feel you can help reduce the company’s costs by improving worker health or
providing tramned workers, you should talk with people in the personnel or production department

If you want to improve worker morale by improving conditions n a factory or providing literacy or
child care services, see the human resources department If you think you can improve a company’s
image by collaborating on an immunization campaign or public education strategy, contact the public
relations department If you want to work with the company on the marketing or distribution of a
product, visit the marketing department

Dawd Clark has employed a somewhat bold approach to thus first meeting, since the mamn objective
1s to engage the “heart” of the company He says 1t may be worth taking along some of your chents,
perhaps a couple of unemployed youth, women from the community, or local small-busmess people
He points out that CEOs say “no” all day, and are
generally pre-programmed to say “no” to whatever
you propose The trick s to get the CEO engaged in
discussing the problem, getting to his or her heart
rather than his or her head On most occasions,
however, you will ultimately engage the company on
business, not chanty, terms

Go to the meeting with facts and
numbers showing how much

money you can save the
company...

Whatever your approach to first gef the CEO’s attention, everyone agrees that you will only %eep that
attention with facts about how you can help his or her business Go to the meeting with estimates of
the number of people you can help the company reach, the reduction in health care costs you can help
the company realize, or whatever 1t 1s you can do for the company Make the CEO see that you are
proposing a business deal

Dawid Clark recommends “the six R’s” as a strategy for engaging the business research, reception,
relationship, rejection prevention, results and reminder

® Research. Read the company’s annual report, The Six R’s of Engagement
know where 1t does busmess and whether 1t 1s ® Research

performmng well or poorly Read business magazines ® Reception

and the business section of the newspaper Go to the ® Relationship

meeting well informed about the busmess, and the ¢ Eelecit'on prevention
company will appreciate that you have taken an ¢ Resu ts

interest mn its work e Reminder
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® Reception. While you are n the reception room, take note of the environment Collect brochures,
talk with other visitors and get to know the receptiomst From this information, you can learn about
attitudes and culture of the business, and any changes that may be underway

® Relationship. Before the meeting, find out some of the CEO’s interests Begin your conversation
on a personal level, then move mnto talk about business by asking informed questions Finally, talk
about the 1ssue that mterests you Let the CEO know that you have already given a lot of thought to
how a partnership will help further your cause while helping huis or her business Invite the CEO to
visit your project and meet your chents Getting the CEO out of his or her own comfort zone to see
and believe will create a powerful champion

® Rejection Prevention. Go to the meeting with facts and figures showing the business results of
your partnership idea Show how you can reduce costs, expand markets or reduce nisk Try to prevent
rejection before 1t happens

® Results At this poimnt, if your meeting has been
successful, the CEO may offer you money Do not | Do not settle for a check Go
settle for a check Go for a long term commitment | for a marriage — a long-term
Be prepared to tell the CEO how the whole | commitment.

company can be mnvolved and how 1t will benefit
Review the company’s orgamzational chart and
show how you can work with production (to lower costs or improve employee performance), human
resources (to tram new workers or increase morale), new product development (marketing strategies
or nisk reduction), public relations (1mproved image), and so on

® Reminder Wrnite a thank-you letter that summarnizes what you discussed Deliver on any promises
you made to provide facts, figures or information Keep notes on what you learned so that if the
partnership does not develop immediately, you can continue to keep 1n touch and perhaps form a
partnership at a later time

Dawvid Clark defines the mechamisms by which a

company can contribute to a community by “the five | The Five P’s of What a Company

P’s” profit, power, product, premuses and people can Cogt"\?tl-'te to a Community
® From

e Profit Compantes can donate part of their profits ® Power

to a worthy cause This 1s what David Logan calls the ® Product

“Carnegie model,” also described in Step One as the ® Premises

first generation model Most NGOs operate with ® People

some grants from foundations

® Power. Companies can wield a great deal of power 1n a community or country Involving the most
semor people 1n a company can attract the attention of other business leaders and government
officials, which can open the door to other resources, raise your organization’s profile, and legitimize
its activities
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Step Six_Making Contact

® Product. A company’s products may be of importance to health (toothpaste, over-the-counter
medications, vitamin-fortified foods, condoms) or agriculture (seeds, herbicides, amimal care
products) The distnibution of products that contribute to a better quality of life can form an important
basis for a partnership Companies may be very generous with in-kind gifts that can be used in
commumty activities, day care centers, offices or schools There are many examples of NGOs
working with compames to distribute or make use of the companies’ products

® Premises. Companies may allow community groups to use their conference rooms, photocopying
facilities, offices, and other facilities for traimng, quality child care, hteracy classes, community
meetings or adult education courses

® People. Comparnes increasingly encourage employees to become mvolved 1n social causes and may
even give them paid leave to provide services to nonprofit orgamzations Businesses’ expertise mn
management and adminustration can be mvaluable to nonprofits When compantes downsize, for
example, some let workers serve out their last months with a nonprofit to show that the company
cares and — 1n the worst cases — to help prevent sabotage to company systems by outgoing
workers Skilled volunteers from business can help you with some of the social entrepreneurism and
reduction in grant dependence discussed in Step Three In addition, getting company volunteers
mvolved 1 your work often can lead to more substantive partnerships in the future
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Step Seven:
NEGOTIATING THE DEAL

Agree on the idea first, then work out the details

You have done all your homework, researched the business, gamned 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, experience has shown that 1t 1s essential to agree on the nature of the
partnership as well as the actual activity Over the course of planning, there are bound to be bumps
1n the road, and both sides must be commutted to working through those problems That means the
nature of the activity may change quite a bit before both sides agree on the details

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 i1s 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 1s 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 of process skills in those who manage the project on both
sides Yet the project 1s also hikely to have techmcal components that require the advice of engineers,
human resource specialists and others Most members of the network recommend a team approach,
guided on each side by people with excellent histening skills and a willingness to be flexible
Depending on the 1ssues to be discussed, planning sessions should include techmical staff from both
sides The team approach has the added result of getting buy-in from a larger number of people on
both sides The more people who are mvolved 1n some way, the greater the prospects for success
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premem—— mmasstssasn: ——

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 theirr team may include fund raisers and people with strong
technical skills in the sector On both sides, those involved should have good human
-elations skills, be willing to listen, and be flexible H

e

Find a “champion” within each partner

A partnership 1s most likely to move forward if there 1s at least one fairly semor person on each side
who champions the partnership The champion should be someone who believes 1n 1t and has the
power to make it happen by cleaning bottlenecks and motivating others Janet Thompson of Citibank
said that an important part of her role in Citibank’s partnership with the National Association of
Nonprofit Loan Funds 1s her efforts to educate and inform other Citibank staff and find ways to get
them mvolved 1n the partnership

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 earlier that 1t 1s important to engage the whole business whenever possible To
do so, you should bring to your negotiations 1deas about how various departments can be mvolved
in the project, whether as volunteers, technical advisors, tramers, a resource for developing and
printing educational materials, or whatever each department can contribute Such broad-based
involvement makes the project more sustainable and can lead to other projects as people work
together and envision ways to solve more problems collaboratively

Agree on a project design
It 1s important to establish a wnitten project design and time frame that both sides can agree on, which

may take several meetings with various members of the design team NGOs are used to wnting
proposals, but under the new paradigm the project 1s usually designed jointly, with each side making
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Step Seven Negotiating the Deal

a contnibution and ensuring that its objectives are met The time frame 1s very important since most
private sector firms work much more quickly than NGOs Businesses often want 1t done now, so
NGOs must be prepared to make a quick start-up and move quickly into implementation

The business may need some education about how long commumty orgamzation processes take
When Enron approached CARE about improving its image in the Indian community where 1t operated
a refinery, the company did not understand that CARE’s mtegrated community development
approach requires a significant mvestment of time to implement CARE spent 1ts own money for two
years getting the basic community organization 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 1s agreement to move forward on a partnership, 1t 1s useful to identify all the stakeholders
and encourage them to be mvolved in the discussions Stakeholders are all those people who have
some stake in the outcome of the project, including commumty members, local leaders, government
officials and people from other divisions of the NGO and business Involving stakeholders ensures
that they agree with the basic ideas and that the design 1s 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 mn Step Two, an NGO has two things to sell technical expertise and credibility, each
of which has an economic value How does an NGO price 1ts techmcal expertise and services 1o a
busmess? First, it must know the actual costs of providing the service These costs are calculated by
following the principles about knowing the various costs of doing business that are outlmed 1n Step
Three Cost factors to consider include start-up expenses for new staff or equipment if needed,
personnel and supplies, plus overhead expenses Pricing the service 1s not unlike preparning a budget
for a proposal, with one exception the cost of your name, as discussed on the following page
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Step Seven Negotiating the Deal

Some NGOs prefer to work on a grant basis They prepare a proposal stating the services they will
provide and ask for a fixed amount of money to provide those services Winrock International, for
example, works with Monsanto on the marketing of an herbicide 1n return for a fixed-price grant
Others prefer to take a percentage of the profits The Jane Goodall Institute takes a share of the
profits from 1ts partnership with a software company that produces a children’s educational game

Businesses are not keen on revealing how much profit they are making from the partnership None
of the members of the CorCom network knows how much money their private sector partners are
making, or in what way their business has improved, as a result of the partnership Clearly, the
businesses are profiting 1n some way, otherwise, they would end the relationship It 1s helpful to
negotiate some kind of financial transparency on both sides as part of the deal If you are seeking a
percentage of the profits, a reputable accounting firm can ensure that you get your fair share without
compronusing the company’s need for confidentiality

Remember that 1if the relationship furthers your nonprofit cause (reduces malnutntion, increases
employment, or whatever) you will not have to pay unrelated business income taxes If 1t does not
further your cause, you should consult tax lawyers about ways to report the income and protect your
nonprofit status Refer to Step Five for more information on the tax implications of partnerships

Pricing your good name

At some level, almost all businesses want partnerships with nonprofits for the credibility the nonprofit
brings to them In some cases, the busmess may have a poor reputation and want to improve its image
through association with a well-known partner In other cases, the business may already have a good
reputation and want to expand 1t or work with the NGO to reduce 1ts costs or market its products
One of the most difficult aspects of negotiating the price of a partnership 1s how much to charge for
the use of your good name or, as 1t 1s known to accountants, your goodwall

When businesses are sold, a standard accounting line tem 1s goodwall A store that 1s well established
m a community 1s worth more than a similar store that just opened because the established store’s
history and reputation in the community has a financial value Your value as an NGO 1s based on your
history, your reputation, how broadly you are known (businesses often want to work only with big
international “household name” NGOs), and how badly the business needs your credibility Some
companies would jump at the chance to be associated with a well-known nonprofit orgamzation

Others already have a good reputation and do not need the credibility of a partner For example, when
an environmental NGO approached Disney Corporation to propose some joint activities, Disney was
not interested, since 1t already has an excellent reputation

In some cases, a business may only want to use your name, not your techmcal services In cause-
related marketing, businesses offer to make a contribution to your orgamzation in exchange for the
use of your name If you buy their product, some portion of the proceeds goes toward your cause

It has been shown that cause-related marketing does increase sales It can be a good source of
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revenue for your organization, but it 1s not the same as a joint venture 1n which the NGO and busmess
jointly manage a community investment activity

There 1s no easy answer on how to value your goodwill other than to say 1t 1s worth what the market
will bear There are standard accounting formulae that are used in pricing goodwill n the sale of
businesses It may be worth consulting a good accountant with experience 1n the sale of service
busmesses (rather than product sales) for advice Also, there are standard accounting ratios that may
help quantify the concept Since thus 1s a new field for NGOs, a standard has not yet been developed
for how to value the credibility you bring to a partnership

A LESSON LEARNED

Most companies know little about community development, and most NGOs know little
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 mvestment costs on both sides Partnerships do not work like a grant in that
a check armves and you begin work The business may have to do research on new types of
marketing, packaging or products Procter and Gamble, for example, spent close to a milhon dollars
finding a shelf-stable vitamun A to put in Star Margarine Monsanto spent time and money developing
a dry form of Roundup and packaging 1t 1n sizes that fit a backpack sprayer to meet West Affican
conditions There may be start-up costs for the NGO, too, to demonstrate to the company that it can
perform the services required Aud to Artisans made several trips to Peru before negotiating a contract
with a supplier in the U S, and also helped with quality control and design The investment costs on
the NGO side can include both travel and staff time and may include fees for consultants,
demonstration sites or events, or product quality control costs

Think outside the box

One of the many advantages of the new paradigm 1s that we are freed from the constramts of donors’
guidelines on project design Most NGOs are so accustomed to thinking in terms of the usual project
design that they may fail to “think outside the box™ and be creative or unusual Perhaps other NGOs,
businesses or organizations should be part of the partnership Define a problem and 1ts causes
carefully, then look at a variety of ways of solving the problem before selecting one Solicit ideas from
people outside the development community See if there 1s a way to solve two or more problems at
the same time, such as traiming unemployed women to provide quality child care at a factory
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Start small and grow

Expenence has shown that partnerships work best when they start small with joint activities that are
hikely to succeed Working together may be a new experience for both partners, and you have much
to learn and teach each other Once a few activities are proved successful and the financial interest
to the company has been demonstrated, the company will almost always want to expand the project

to other factonies, countries or activities It 1s not unusual for a partnership to take a year or two to
develop

I
I

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 lawyer’

Not all partnerships are established by a formal written contract Letters of agreement or memoranda
of understanding, or even oral agreements, may establish legal relationships and may evolve as the
relationship grows Therefore, 1t 1s lighly recommended that such agreements be reduced to wnting,

and be reviewed 1n advance by a competent attorney to ensure that they do not jeopardize the tax-
exempt status of the NGO

Mimimally, the following should be observed

. The nonprofit orgamzation must retain and exercise discretion and control over its resources
(e g , mailing list, ntellectual property, any other assets mnvolved or mnvested in the venture)
when entering into arrangements with for-profit partners

. Avoid entering into 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

! This matenal 1s also adapted from Richard Campanelli’s presentation at the CorCom seminar Contact hum for
additronal information or for permission to use this matenal
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The NGO should reserve the right to terminate the contract prior to the end of the contract
term

The NGO should control the operational and organized structure of any partnership or jomnt
venture established, sufficient for the NGO to protect its nonprofit resources The IRS will
look beyond structure to actual operation to determine the adequacy of such control

The activities of the partnership must demonstrably further charitable purposes \

The structure of the partnership must insulate the exempt organization from undue nisk and
from potential conflicts between its chantable purposed and its general partnership
obhgations, and nummize the likelihood that the arrangement will generate undue “private
benefit ”

When considering an agreement or venture with a for-profit entity, the following ponts are also
important

Does the contract or agreement clearly state your orgamzation’s charitable/exempt purposes,
and does it provide that the business partner understands and recognizes that 1t 1s essential
that the relationship promote the chantable purposes of the orgamization?

Does the agreement provide that 1t may be terminated for cause if, in the discretion of the
exempt orgamzation, the contractor 1s engaging 1n activities mnconsistent with the stated
exempt purposed or reputation of the organization, and further, that upon termmation the
contractor will immediately cease all activities related to and uses of the exempt
organization’s name or other proprietary rights?

Is nsk and liability exposure appropriate to the undertaking? Is the nonprofit appropnately
indemmnified for the activities of the contractor? Mimimally, 1s the risk undertaken by the
exempt organization approprate to matters legitimately under its control? Ensure that the
contract does not mappropnately shift risk (financial or otherwise) to the exempt entity
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Step Eight:
IMPLEMENTATION

Build in process evaluations

As your partnership progresses, 1t 1s important to build in process evaluations so that problems can
be 1dentified before they become msurmountable Depending on the size of the project and the level
of resources, the process evaluation can be an mformal part of meetings, accomphshed through
interviews by your own or by outside evaluation staff and/or someone from the busmess partner’s
human resources staff Or the process evaluation can be a more formal process, involving a staff
retreat, facilitator and formal methodology Most partnerships seem to work well with only informal
evaluations, however, 1t 1s important to establish very early on the 1dea of talking about the process
as well as the content of the jomnt activity If tensions seem to be building, or if the project 1s not
moving along on schedule, then talk your partner about a process evaluation to i1dentify the problems
and overcome them

A LESSON LEARNED

Partnerships are a process, they proceed on a daily 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 experience a year or more of start-up problems until a level of
trust and collaboration 1s in place

Build the support of all stakeholders

Projects change over time, personnel may change, and stakeholders may change Always keep n mind
who all the stakeholders are on both sides and n the community, and include them as much as
possible in discussions, problem solving, and deciston making

Problem solve, do not criticize

When problems arise — and they will — work with your partner to resolve them, without bemng

critical of their approach Businesses are weary of bemg criticized by NGOs Take a respectful
approach to your partners, listen to their pont of view, and do not criticize their approach ether to
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them or to others outside the partnership Treat their point of view respectfully even when they are

not present Each side thinks differently, and 1t 1s from this difference that creativity and innovation
can spring The NGO 1s not always night

Get help with conflict resolution

If a problem seems msurmountable or 1s delaying the implementation of the project, get outside help
with mediation, conflict resolution and faciitation Sometimes just a few hours with a good facilitator
or negotiator can clear a bottleneck and get things moving again Facilitation might be conducted by
someone on the staff of one of the partner organizations (usually someone who 1s not too close to
the project), a consultant, or perhaps someone from another NGO or business who has skills in

problem solving Problems are best solved before they reach the pomnt of conflict If tension seems
to be building, deal with it immediately

Grow organically

It has been said before, but 1t 1s worth repeating Expenience has shown that joint ventures work best
when they start small and grow as working together becomes easier, new opportunities present
themselves, and more complex projects can be designed Both the businesses and the NGOs are
learning a new way of domg busness, and 1t 1s important not to start off with very large or complex
projects if you have not worked with the other partner before Once a business sees the advantage
of the partnership i 1ts bottom line, 1t will look for other ways to work with you

If the busimness wants to undertake activities that are not 1n your skill areas, bring in other NGOs with

techmcal experience to work with you For example, you may need an NGO with expertise mn
nutrition, credit or literacy to complement the techmcal expertise your NGO has

Assess impact

Part of the project plan should include results monitoring This includes the results for the business,
the results for your NGO, and the results for the target population Businesses are not likely to give
you proprietary information about their sales, profits or similar indicators However, for your own
purposes, 1t 1s important to urge them to do therr own internal calculations so they can see that the

partnership has improved their work Generally, if the business 1s not profiting in some way, 1t will
not want to contimue with the partnership

Assess the impact of the project on your orgamzation as well Has the project put undue burdens on
your staff? Did you price your services correctly? Has the partnership raised ethical 1ssues for you?
The answers to these and other questions about the effect of the partnership on your NGO can help
you with project redesign and 1n negotiating future partnerships or activities
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Finally, assess the impact of the project on the intended target population Are the workers healthier?
Are women saving time 1n their agriculture work? Are the children 1n the child care program learming
appropnate early childhood skills? Has the availability of the product (condoms, toothpaste,
agricultural products, etc) made life better for the poor without having unintended negative
consequences? The evaluation can be a formal system such as you may have developed under a grant-
funded program, or 1t can be an informal system that includes routine meetings or focus groups with
representatives of the partner organizations and the commumity

Remember that hard impact evaluation data are a valuable tool for the business and the NGO to use
in public relations (both nside and outside the orgamzations) Even though you are not held
accountable to a donor for impact data, 1t 1s important that you gather 1t and use 1t to improve the
project and show that the new paradigm works You should also refer to Step Three and become
farmhar with various aspects of project costs so that you can provide the maximum service for the
mummum cost These figures will be of mterest both to you and your partner company
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Step Nine:
THE ROLE OF GOVERNMENT

Background

As described 1 Step One, most governments are shrinking as the private sector takes over more and
more responsibilities and more government services are privatized Inthe U S, health care 1s already
private, and many pnisons and schools also being privatized This shift toward privatization is
occurnng because the private sector can often perform services at a lower cost than the government
can It 1s also happening by necessity, since government revenues are dimimshing as each new wave
of politicians promuses tax relief

Nevertheless, government will always play a critical role of coordination, setting policy, and creating
an approprate legal and regulatory framework to protect 1ts citizens while providing them with the
services they need There 1s a great deal of rhetoric now in the development community about the
advantages of tripartite partnerships in which business, government and civil society work together
to achieve social goals on the premise 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 of the parts

There are numerous examples of tripartite arrangements At a CorCom semunar, Steve Waddell
described three projects that mnvolved local government, local busimess and vanious NGOs He found
the projects to have great promise when they were flexible and willing to work together to resolve
the problems presented by the partners’ differing values, language and objectives

The World Bank 1s currently involved n a major immtiative to advance the trpartite development
model, particularly with government 1n a coordmating role and with the private sector taking up more
n mfrastructure projects relating to natural resources, water and samtation, and education

In CorCom’s experience, however, government has not been a major player 1n any of the cases, with
the exception of programs that provide fortified foods, which must involve the Mimistry of Health at
the highest levels In the case studies presented in Appendix B, the NGOs are established in the
country where the activity 1s undertaken, and the partnership has been between the business and the
NGO Of course, any activity must follow local gumidelines, laws and protocols Local officials must
be kept informed of the project and invited to join 1n as much as they are interested in domng so Most
NGOs already maintain good working relations with local representatives of various government
munstries, and 1t 1s a normal part of their work to keep these officials informed and include them 1n
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 in the planning, implementation and evaluation
of projects
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Try to include government in the partnership

In projects of any size, 1t 1s important to include government officials, both from relevant national
munistries and from local government, 1n the project whenever possible While the government
officials usually have few financial and human resources to offer, they can play an important role in

clearing red tape, mterpreting local laws and gamning support for the project throughout the
community

Involving government officials also offers an opportunity 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 important role for government officials m the future will be to

facihitate partnerships, some of them complex, to solve pressing social problems For this reason, they
should be included 1n your work 1f they are interested

A LESSON LEARNED

An important role government can play 1s 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 countries also have an important role to play in helping to
I privatize state-owned businesses

Follow local laws, policies and guidelines

NGOs with technical sector expertise are well informed about local gmdelmes, protocols, laws and
regulations pertaining to their sector All activities must adhere to the legal and regulatory framework
of the country and distnict in which they are implemented If you are not famihar with local law and
regulations, consult someone who 1s and include them in your planning sessions

If there are laws or policies that limit your work, this should be brought to the attention of officials
Some laws can be changed 1f business and NGOs work with local officials to draft favorable new
legislation or policies, since the laws or policies affecting 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 involved 1n the project, 1t
1s nevertheless important to keep them informed of your work Most government officials are
overworked, and many may lack transportation You can still keep them mvolved by sending them
copies of meeting minutes, mviting them to ceremontes and meetings, orgamzing special tours for
them and visiting dignitaries, and offering similar courtesies Although they may not be interested 1n
the beginmng, their interest 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 1if the business 1s involved 1n the project primanly for marketing, nsk reduction or decreasing
production costs, there 1s always an element of public relations 1n their work It helps them to justify
the project to theirr Board of Directors, helps staff win points on their personnel performance
appraisals, and gives the business information that they can use 1n promoting their company image

Document the process with photos of workplace conditions, workers’ housing or child care centers
Collect personal stories of people whose famihies’ lives have been improved as a result of the project
Gather overall impact data showing improved health conditions, iving standards or other quality of
hife or quality of work indicators, and give this information to the company for their records and use

An mmportant indicator of a successful jomnt venture 1s that each side knows and respects each other’s
objectives Help the business achieve 1ts objectives and help 1t document those successes The NGO
usually has more experience 1 project documentation and capturing the human mterest than the
bustness does

A LESSON LEARNED

Success breeds success Under the old donor-grantee model, NGOs were forced to
carry out the donor’s 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 iead to discussions
with other potential business partners
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Celebrate success

Celebrate success by holding ceremonies, press conferences, and high-visibility events that will make
the work known to the commumity and the media Invite journalists to write stories about the project

The work of getting the project off the ground requires a lot of energy and commutment, and 1t 1s
important to reward those involved with public recogmtion and appreciation
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Appendix A:
SEMINAR SPEAKERS

Following are short biographues of the speakers at the CorCom seminars and the author of this book
These individuals have wnitten extensively on issues connected with partnerships, their publications
are included m Appendix C Their contact information 1s histed in Appendix D

Shirley Buzzard founded the Corporate Community Investment Service in 1996 and has been 1ts
director since that time She 1s also the executive director of Heartlands International, Inc, a
nonprofit with the mussion of bringing businesses and nonprofits together She worked as a
professional consultant in development for about 20 years, during which time she specialized in
programs carried out by NGOs She has professional experience in more than 50 countries
worldwide She 1s tramned as an anthropologist (Ph D ) and community development specialist
(M.Sc) She had a prior career as a umversity lecturer in physical anthropology (M A ) She hives in
the Washington, D C area

Richard Campanell 1s a shareholder i the law firm of Gammon and Grange, P C 1n McLean,
Virgima His law practice concentrates on all aspects of tax-exempt organizations, including
establishing and mamtaining exempt status, board responsibility and hability, employment 1ssues,
chantable solicitation comphance, unrelated business income activities, and the establishment of for-
profit subsidiaries He lectures frequently on matters of interest to tax-exempt organizations,
mncluding nsk management and the practice of preventive law through legal audits He developed a
legal audit questionnaire that enables nonprofits to analyze their legal status to prevent problems He
teaches at George Mason University See Appendix E for a copy of his Nonprofit Alert newsletter

Before joimng Gammon and Grange n 1989, Mr Campanelh was Senior Special Assistant to the
Attorney General at the U S Department of Justice in the Tax and Civil Rights Division Prior to that
he was legal counsel to the South Africa Working Group at the State Department He also has served
as director of a nonprofit orgamization addressing juvenile delinquency He holds a Juris Doctor
degree from the University of Virgima

Dawid Clark 1s regional director for Northwest England for Business in the Community, a nonprofit
membership orgamzation made up of the 400 largest businesses in the UK Business mn the
Community assists 1n the social and economuc regeneration of communities by increasing the quality
and extent of corporate mvestments of time, cash, products, skills and other resources His role 1s to
broker these partnerships and advise companies on ways they can make a difference by linking with
community groups or local government He holds an M A from Oxford University and worked for
20 years 1n the retail clothing business He lives in Cheshire, England
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Joan Ehse Dubinsky 1s president of the Rosentreter Group based in Kensington, Maryland She 1s
an attorney and management consultant with more than 19 years of professional experience in the
fields of business ethics, corporate comphiance and human resources issues She has worked with
many corporations to design, develop and implement effective ethics and comphance programs that

fit her clients’ corporate culture and chimate She 1s frequently asked to speak at meetings of the
Conference Board and professional orgamzations

She served as semor legal counsel for the MITRE corporation, where she specialized m all aspects
of employment, labor and individual nghts law She also served as corporate secretary, associate
general counsel and ethics officer for the Amenican Red Cross In 1986 she was the first Ethics Officer
ever appointed by a major nonprofit orgamzation She was an honors student at the Residential
College at the University of Michigan, concentrating on rehgious philosophy before attending the
Umnversity of Texas, where she earned a Doctorate of Jurisprudence She 1s a member of the Center
for Business Ethics and a member of the faculty of the Ethucs Officer Association, where she works

with executive education programs and teaches a course in Managing Ethics in Orgamizations She
1s also sentor fellow with the Ethics Resource Center

Cheryl Lassen has worked 1n international development for more than 20 years, particularly in the
areas of small business, microenterprise, microcredit, and now, 1n social enterprise She 1s currently
the president of Lassen Associates, a small group of dedicated professionals who are looking for
mnovative solutions to alleviate poverty Lassen Associates is a principal partner in the Sustamnable
Development Services Over the past four years, she and her firm have concentrated on business
models for nonprofits and worked with individual orgamizations to review their grant dependency and
find ways to recover costs, market services and products, increase scale, and become more
entrepreneurial in their work For many years she worked with Partnership for Productivity, one of
the first nonprofits commutted to microenterprise and mucrocredit programs She was one of the
principals i the formation of the Small-Enterprise Evaluation (SEEP) network She has worked in
countries worldwide but with specific emphasis on Affica She holds a PhD n Agnicultural
Economics and Rural Sociology She hives in the Washington, D C area

Dawvid Logan 1s founding director of Corporate Citizenship Company, based in 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 retail firms on corporate
citizenship and helped others internationalize their corporate citizenship programs He 1s noted for
his pioneering work n developing systems that monitor and measure progress in addressing corporate
responsibility 1ssues across company stakeholders worldwide He 1s a graduate of London University
and holds academic appomntments in the schools of business at the Unuversity of Manchester and City
Unr ersity Graduate School in New York City He lives in London
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Laurie Regelbrugge 1s Vice President of Hitachi Foundation, a U S philanthropic orgamzation
established n 1985 1n Washington, D C by Hitachi, Ltd of Tokyo She manages a grantmaking
program and oversees partnership programs with U S -based Hitachi compamnies, and has international
expenence mn Jordan and Indonesia She directed specialized education programs for the International
Law Institute, has assisted i evaluating several education programs, and has taught at the secondary
school level She has written a book with David Logan and Delwin Roy and has written other articles

She has degrees from Virgima Polytechmc Institute and State University She hives in the Washington,
DC area

Steve Waddell works on intersectoral collaboration for the Institute for Development Research at
Boston College Raised in Vancouver, he worked first as a journalist He then held vanous leadership
positions i the finance mdustry in Canada, where he started a social investment fund (now Canada’s
largest), and supported various community economuc development initiatives Prior to jomning IDR,
as a professor at Boston College he started an executive management program with the School of
Management, Department of Sociology, and various employers That 11-month program works with
middle- and upper-level staff already advanced 1n their careers who are undertaking major change
projects within their orgamzations He 1s completing a major study of intersectoral partnerships in
Madagascar, India and South Africa that formed the basis for lus presentation at the CorCom
semunar He earned a Ph D 1n Sociology and an MBA. He has studied in France, Switzerland, Tatwan
and China He hives 1n Boston
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CASE STUDIES

EXAMPLES OF WIN-WIN PARTNERSHIPS

Winrock and Monsanto

Monsanto produces an environmentally friendly herbicide called Roundup This product allows for
conservation tillage, which keeps organic matenal in the soil to prevent wind 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 of plowing, since the herbicide
1s put into the soil with the seeds

Monsanto and Winrock already had a relationship, since some of Winrock’s work 1s funded by the
Monsanto Fund Winrock approached Monsanto about a more substantive partnership in West Africa,
where Wmrock would help market the important labor-saving herbicide Imtially, Monsanto was
reluctant because the Winrock’s proposed project would require delivering the herbicide to small
farmers in small packages, a reversal of their trend toward larger, bulk deliveries of liquid Roundup
mthe US However, after Winrock engaged Monsanto staff in an extensive series of problem solving
sessions, Monsanto made a substantial investment in the development of small packets of dry
Roundup that can be dropped mto a backpack sprayer that 1s then filled with water This new
packagmng made 1t appropnate for the technology used by African small farmers, and the packets are
much easier to distnibute than the hquid

Because 1t dramatically reduces the amount of labor needed to prepare a field for production,
Roundup 1s an important new technology and a major labor-saving device 1n West Africa, where
women do much of the work With Winrock acting as an extension agent, showing the results on
demonstration farms, the partnership was able to create a great demand for the new product
Monsanto has asked Winrock to help them with laws and regulations that assure that the product 1s
used properly

As a result of the use of Roundup there has been a great savings 1n labor, freemg women to undertake
other mcome-producing activities Monsanto plans to open a micro-credit program that will enable
women to obtamn loans to start small businesses in the extra time that they now have available Farm
production levels are up, which has shortened the hunger season between crops, and with lugher
levels of production, farmers are able to save more of their crop for seeds for the next planting cycle
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Before this partnership, Monsanto was used to dealing with large-scale farms and was moving toward
even more large-scale delivery systems To go back to small delivery systems was mtially difficult
for the company, since 1t seemed counter to their trend In the U S , Monsanto markets to a few
decision makers who have large plots of land, but they had no expenence mn marketing to small
farmers in Affica, a population with which Winrock had excellent contacts

Winrock brought to the partnership 1ts on-farm productivity network and its excellent techmcal skills
in traditional small-farm technology Winrock also brought a USAID-funded microcredit program,
the ability to organize and manage the project, a strong technical knowledge of seeds, and — very
importantly — credibility Winrock was viewed as an extension service that could demonstrate the
product so that farmers could see for themselves the advantages of Roundup

Monsanto, for its part, brought financial resources to the project The company gave Winrock a grant
that covered the nonprofit’s costs to implement the project Monsanto also provided the product and
the distnibution system Plans are now underway to expand the project to Indonesia The mitial grant

was only the begining of what will be a long-term partnership between Monsanto and Winrock, the
beginning of a stream of funding

Winrock held many discussions about the ethical 1ssues mnvolved 1n promoting a product such as
Roundup, but m the end decided 1t was immoral to withhold a technology that has so many positive
features Winrock staff, who have strong technical skills and experience 1n agriculture, satisfied
themselves that Roundup 1s environmentally friendly

Winrock recogmzes that world must triple 1ts food production in the next few years as the world
population increases and as the world economy simultaneously improves, giving people additional
resources to buy more and higher quality food Winrock believes it 1s essential for the NGO to
enviston 1tself on the business side to be able to :dentify real or potential problems They attribute
some of the project’s success to the use of teams on both sides, involving people with techmcal and
process skalls It was also important 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 distributor of handmade
ceramics and pottery i the U S , took almost two years to develop after ATA first met with Mesa
International at the New York International Gift Fair, an annual display of merchandise Mesa
International and ATA met several times before the company agreed to explore a relationship with
ar ATA partner, Ceramica Peru Mesa International insisted on an exclusive contract with Ceramica
P u so that competitors in the U S would not have the same pottery As discussions progressed,
Mesa International agreed to send a designer to Peru to advise on quality and design 1ssues Thus led
to the development of an agreement to purchase approximately $1 million a year from the Peruvian
ceramics cooperative Mesa International then worked with Ceramica Peru to design and package
products that they would market in the U S ATA helped negotiate the deal but did not take a fee for
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the service As a result of the deal, the number of employees at Ceramica Peru increased by 60-80
percent Still, the cooperative manager needed credit to expand the production facilities and had some
difficulty finding a loan until he was able to obtain one from the Small Credit Assistance Fund

The deal with Ceramica Peru led to a much broader relationship between Mesa International and
ATA Mesa International has now agreed to purchase one shipping container of pottery from each
country where ATA works, and 1s making contributions 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 Ceramuca Peru in-country This commitment on the part of Mesa International started
the process that led to the contract It took two years before Mesa International had products 1n their
warehouse The deal took time and financial commitment on both sides to seeing the process through

ATA believes that 1t cannot remain an “honest broker” if 1t has a financial interest in the deal being
made, and that its first responsibility 1s to objectivity For this reason, ATA does not take a “cut” from
contracts At the same time, ATA 1s stnving to diversify its income to include more donors and trade
partners Many entrepreneurs in developing countries have been taken advantage of by brokers and
muddlemen who exploit producers ATA believes 1t 1s important to be objective in mediating contracts
and to find other ways to diversity its income

The Jane Goodall Institute, Conoco, RMC Software

The mussion of the Jane Goodall Institute (JGI) 1s to empower mdividuals to foster relationships
between people, the environment and amimals that sustain the natural resource base JGI’s strategic
objectives include the conservation of primate habitats, environmental education, primate research,
and advocacy for amimal welfare, particularly to protect chimpanzees used in research

JGI’s strategic plan has two parts achieving the program objectives and reaching financial self-
sufficiency through an expanded endowment, income from Dr Goodall’s lectures and tours, direct
mail, private donations and private sector alhances

Through private sector alliances, JGI looks for a win-win situation that profits the private sector
partner and also profits JGI while helping 1t aclhueve one or more of its strategic objectives Such
projects must promote the image of social consciousness JGI has several private 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 in the Congo as a
home for chimpanzees that were rescued from poachers, orphaned, formerly living 1n zoos, or
otherwise 1n need of a safe home Conoco arranged for transportation of the chimps to the sanctuary,
and n return, Conoco recerves endorsements from Jane Goodall when she delivers lectures Although
this endorsement 1s not required in the partnership contract, Dr Goodall offers 1t willingly because
she believes Conoco has made valuable contributions to her work Conoco gave JGI a $700,000 grant
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to manage the sanctuary, where JGI staff conducts research that advances the nonprofit’s objectives
The partnership was imtiated three years ago by JGI, which mtially approached Conoco for a
donation that eventually led to a more substantive partnership The partnership with Conoco has

recerved widespread support within JGL, but that many of the ammal rights groups have criticized the
alhance

RMC Software produces a children’s CD-ROM about the environment featuring Jubilee, a doll that
has adventures 1n various ecomches Each adventure mcludes an environmental message RMC
Software produces the CD-ROM, markets 1t, receives most of the revenue, and strengthens its public
image through its association with JGI In turn, JGI, which assisted with the development of the
software and helps market 1t, recetves a percentage of the revenue, and simultaneously furthers its
environmental education objectives RMC took the mitiative on this partnership after a company staff
member attended one of Jane Goodall’s lectures and later approached JGI about a partnership

JGI also sells other merchandise connected with Jane Goodall and chimpanzees Some of the

merchandise orders are filled by volunteers from JGI storerooms and others are filled directly by the
manufacturer

The time 1t takes to bring a partnership to fruition varnes considerably depending on the deal Some
have taken at least mine to 10 months whule others, like the calendar, take less than one month In past

years, JGI’s pnimary sources of income were lectures by Jane Goodall and direct mail JGI now has
a much more diversified funding base

Pact and Nike

Pact carnies out a number of programs with NGO partners in Indonesta, addressing issues of
democracy and governance, street children, and HIV/AIDS education Pact presented this case of its
aborted “partnership” with Nike because the nonprofit believes that 1t offers important lessons for
toth its own organization and other NGOs to apply to future negotiations

Nike makes sneakers 1n many factonies throughout Asia, ncluding 14 factories in Indonesia, each of
which employs more than 1000 people Nike 1s regularly attacked in the press for violation of human
rights, local labor laws and international labor standards Through personal contacts, Nike and Pact
discussed two potential partnerships one to sponsor street children 1n a soccer league and the other
to provide HIV/AIDS education to factory workers The soccer league project would have cost Nike
about $15,000, while the HIV/AIDS program would have cost several hundred thousand

Completely independent of Pact’s discussions with Nike in Indonesia, a Vietnamese-American Pact
employee who wanted to stop unfair labor practices in Vietnam made an evaluation trip to Vietnam
It was rumored that Nike had paid for her trip, and while that was not true, 1t affected Pact’s

relationship with its NGO partners in Indonesia, particularly those organizations that focus on human
nights
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In the end, Pact did not pursue erther of the proposed activities with Nike, 1n part because of criticism
from NGO partners, some of which are members of the International Shoe Manufacturing Monitoring
Network, and because Nike was unwilling to negotiate beyond sponsorship of the soccer league

Pact now sees that negotiating partnerships with businesses 1s far more complex than orignally
thought It mvolves not only the interests of the corporation but also those of the local NGO partners
In some cases their interests mesh, and in others they do not Finally, as advocates for the NGO
sector partners, Pact in Indonesia learned that the NGOs’ interests must remain paramount

CARE and Enron

Enron 1s one of the largest energy corporations in the world, with 6,000 employees and $9 2 billion
n annual revenues Based m Houston, Enron pnides 1tself on being a visionary company, and has had
a philanthropic relationship with CARE since 1983

Enron wanted to build a natural gas power plant in the state of Maharashtra, India but the company
had a very poor reputation in the area, and there was a lot of resistance to the idea of a foreign oil
company’s working in the state Enron confronted political problems mn obtaining the nights to
construct the $2 5 billion natural gas-fueled plant, and shortly after 1t was finally approved, a new
government came into power and nullified the deal The government argued that the project costs
were padded and that the rates Enron planned to charge were too high During these negotiations,
Enron was the target of considerable negative publicity from reports that the project would harm the
environment

Meanwhile, CARE was closing down its community development programs in the state of
Maharashtra due to a cut in USAID funds and a policy decision to move operations to poorer states
Begmmng 1 1995, CARE and Enron semor U S staff had begun discussions on the idea of a
partnership Discussions between Enron and CARE staff in India had not been systematic, and had
resulted in many musunderstandings and musgivings on both sides It was clear that Enron wanted to
work only in commumities affected by the construction of its plant CARE, on the other hand, wanted
to work m the poorest communities and thought that Enron should make a contribution to CARE’s
work m other areas as well as those surrounding the plant

CARE offered Enron three options a credit program 1n three states (not to include Maharashtra),
partial funding for programs 1n three states including work through an NGO partner in Maharashtra,
or half the money for an economuc development program through a partner NGO 1 Maharashtra and
half for CARE programs in other states CARE also offered Enron several funding level options

After much discussion, Enron agreed in principle to work with CARE 1n the communities immediately
affected by the plant and also support CARE’s work 1n other states Enron agreed to give CARE
$500,000, of which 80 percent would go to an NGO partner to implement a savings and credit
program n Maharashtra, and the other 20 percent would go for CARE/India’s local capacity building
activities
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While the construction on the power plant was stalled by protracted negotiations with the Indian
government, CARE changed country directors mn India The new country director was more open to
fully returming to Maharashtra It also became apparent that the partner NGO that CARE had i mind
could not handle to quantity of programming the grant would require CARE India and Enron
officials 1n India revisited the proposed project sites and commumities and agreed that once the energy
project recetved final approval from the Indian government, CARE would implement several
development projects only in Maharashtra. The two sides also agreed to put a senior Enron executive
on a managenal commuttee to oversee the project and give the company input into decision making

Throughout the two-year negotiations, both sides had very different visions of the project CARE
wanted to develop a relationship that would provide sigmificant financial support for its work 1n
several countries in which Enron also worked CARE saw this 1dea as a new model for corporate
social responsibility for multinational companies working 1n developing countries Enron’s goal was
to gamn public goodwill as a good corporate citizen To that end, the company wanted CARE to
implement a few quick cosmetic projects that would improve their image 1n the community and
wanted to provide consulting services in countries where CARE does not work

.rom the experience, CARE learned the importance of following a process while negotiating a
partnership and of coordmnation of both orgamzations’ interests at all levels They now realize that
small, imncremental steps work best and that a company’s public relations expectations can conflict

with the mussion of the NGO The process resulted 1n a great deal of important education for both
sides

Helen Keller International, the Nutrition Center of the Philippines, the

Philippines Department of Health, the Johns Hopkins University, Procter
and Gamble

One of the classic cases of a win-win situation 1s the example of the fortification of Star Margarine
in the Philippines The partnership, which mvolved a nonprofit, the government, an educational
mstitution and a multinational company, serves as a model for how such disparate groups can make
a substantial positive impact by working together

Th- -artnership began in 1989 when a professor at Johns Hopkins mnvited a food scientist from
Procter and Gamble to lecture on the benefits of vitamun fortification Their meeting lead to broader
discussions about the problem of vitamin A deficiency in the Phiippines and whether a Procter and
Gamble product could be fortified with vitamin A After a number of discussions in-country, the
Nutntion Center of the Philippines and Helen Keller International, both NGOs, joined the fortification
effort At the time, Star Margarine, one of Procter and Gamble’s local brands, held about 90 percent
of the market 1n the Philippines, but 1ts market hold was starting to slip The partners developed a
plan to fortify the marganne with vitamin A, test its effectiveness in reducing vitamn deficiency, and
market the product in a smaller, more affordable packages more accessible to the poor
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After six months of testing, it was shown that the product had a sigmficant impact on vitamn A levels
m school children, and the new product was launched nationwide in 1993 at a press conference where
the Secretary of Health described the benefits of the fortified margarine A vast collaborative
campaign, mncluding workshops, educational matenals, advertising campaigns and a National
Micronutrient Day, educated the public about the product, and the Department of Health placed its
seal of approval on a product for the first time

The project was a victory for everyone mnvolved a much larger sector of the population recerved the
health benefits of a vital nutrient, while Procter and Gamble’s sales soared

Accién International, Citibank, Citicorp Foundation

Accion 1s a nonprofit that helps very small businesses in the Americas through the provision of credit
Since 1961, 1t has been an invaluable resource to 300,000 small businesses through group lending,
in 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

Citibank’s cooperation with Accion began two decades ago when Citibank was solely a donor to
Accion programs As time passed, their cooperation and partnership expanded to its present level,
at which Citibank 1s contnibuting $1 5 mullion over five years for Accion to expeniment with loan
mnovations At one pomnt, Citibank itself had considered getting mto the micro lending business,
because it wanted the new businesses to become Citibank customers who eventually would take out
larger loans and open busimess checking accounts However, Citibank realized that Accion’s nonprofit
status gave it more leeway to mnovate and created more trust among mmdigenous populations For this
reason, Citibank decided to continue supporting Accion rather than starting its own mucrocredit
program

Representatives of Citibank serve on Accion’s board of directors, and the company’s staff members
regularly provide financial and techmcal advice Citibank has also helped with legal and regulatory
1ssues by lending the weight of the bank in support of Accion’s programs In return, Accion provides
Citibank with positive public relations and visibility, and Citibank serves as banker to Accion’s assets

As a result of the partnership, Citibank has gained more customers as those who graduate from
mucroloans look to the bank to expand their businesses Citibank has also learned from the Accion’s
mnovations, and receives credit through the partnershup toward the requirements of the U S

Community Remvestment Act, which requires that banks provide services to the poor
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References on Corporate Community Investment

Below are the names and sources of some publications on corporate commumty mvestment and
partnerships Many are written by the CorCom semunar speakers

An Introductory Guide to Corporate Partnerships in India. Sejal Chokshi, Michael T Clark,
Dharmesh Vashee, Janet Glover, Nisha Narayanan The U S -India Business Council, U S Chamber
of Commerce, 1615 H Street, NW, Washmgton, DC 20062 Phone (202) 463-5492 E-mail
ustbc@uschamber com

Business as Partners in Development Creating Wealth for Countries, Companies and
Communities. Jane Nelson, Prince of Wales Business Leaders Forum. Available from the PWBLF,
15-16 Cornwall Terrace, Regent’s Park, London NE1 4QP UK

Compamies in Communities Getting the Measure, David Logan and the London Benchmarking
Group A group of semor commumnity affairs officers from six large British compames developed this
tool as a way to better define the measures of efficiency and effectiveness of all types of community
involvement by using 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 investments Available from Amazon com online
bookstore (http //www amazon com) Mr Weeden also runs the Academy of Corporate
Contributions Management Contact lum at director@bnsinc com

“Engaging Corporations m Strengthening Civil Society.” Laune Regelbrugge, Hitachi
Foundation In Sustaiming Civil Society Strategies for Resource Mobilization, Leshe Fox and S
Bruce Schearer, editors A Civicus publication

Ethical Issues in Partnerships between Business and Non-Profit Organizations. Report on a
seminar sponsored by the Corporate Commumty Investment Network on June 24, 1998 m
Washington, DC Speakers Laurie Regelbrugge of the Hitachi Foundation, Joan Dubinsky of the
Rosentreter Group, and Richard Campanelli of Gammon and Grange law firm Send $10 ($12 for
addresses outside the U S ) to CorCom, Box 18327, Washington, DC 20036-8327 USA
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Fostening Intersectoral Partnering A Guide to Promoting Cooperation among Government,
Business, and Civil Society Actors. Steve Waddell and L. David Brown IDR Report Vol 13, No
3 Available from the Insttute for Development Studies, 44 Famsworth Street, Boston,

Massachusetts 02210-1211 USA. Phone 617-422-0422 IDR has a number of other related
publications

Global Corporate Citizenship - Rationale and Strategies. David Logan, Delwin Roy and Laurie
Regelbrugge. Addresses the evolving role of business 1n the global commumty Available from The

Hitachi Foundation, 1509 22nd Street, N W , Washington, DC 20037-1073 USA. Phone 202-457-
0588

Lessons Learned from Partnerships between Businesses and Non-Profit Organizations. Report
on a semuar sponsored by the Corporate Commumnity Investment Network on May 29, 1998 n
Washington, DC Speakers Dr Steve Waddell of the Institute for Development Studies at Boston
College and Dr Cheryl Lassen of the Sustamnable Development Services Project Send $10 ($12 for
addresses outside the U S ) to CorCom, Box 18327, Washington, DC 20036-8327 USA.

Makang Contact Negotating a Partnership between a Business and a Non-Profit Orgamization.
Report on a seminar sponsored by the Corporate Community Investment Network on Apnil 28, 1998
m Washington, DC Speakers David Logan of Corporate Citizenship Company i London and Dawvid
Clark of Business n the Commumty, UK Send $10 ($12 for addresses outside the U S ) to CorCom,
Box 18327, Washington, DC 20036-8327 USA

Managing Partnerships- Tools for mobihzing the public sector, business, and civil society as
partners in development. Ros Tennyson, Prince of Wales Business Leaders Forum A handbook on
planmng partnerships and tools for building working relationships, creating partnership orgamzations,
and learming and shaning Available from the PWBLF, 15-16 Comwall Terrace, Regent’s Park,
London NE1 4QP, UK Distributed mnthe U S through Pact Publications

Partnerships for African Development Business and Commumnities Working Together in
Southern Africa. Synergos Institute, Prince of Wales Business Leaders Forum, UNDP, ODA and

the Ford Foundation Available from the PWBLF, 15-16 Cornwall Terrace, Regent’s Park, London
NE1 4QP, UK

Partnerships for Sustmnable Development The Role of Business and Industry UN Environmental
Programme and the Prince of Wales Business Leaders Forum Available from the PWBLF, 15-16
Cornwall Terrace, Regent’s Park, London NE1 4QP, UK

Social Responsibility Starter Kit A guide for smaller compames seeking ways to integrate social
responsibility with their culture and operations Business for Social Responsibility, 609 Mission
Street, San Francisco, California 94105 USA. Phone 415-537-0888
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The Corporate Experience in Commumty Investment. Report on a CorCom seminar sponsored by
Pact on July 16, 1996 in Washington, DC Speakers Citibank of New York and its partner, the
National Association of Non-Profit Loan Funds Also, Gundersen Lutheran Medical Center in La
Crosse, Wisconsin in partnership with Eli Lilly & Co in a diabetes program in Russia Send $10 ($12
for addresses outside the U S ) to CorCom, Box 18327, Washington, DC 20036-8327 USA

The Principles of Corporate Community Investment The Indicators. A self-assessment for
businesses to assess their current level of community mvestment and define areas for development

Business in the Community, 44 Baker Street, London W1M 1DH, UK Phone 171-224-1600, fax

171-486-1700, http //www bitc org uk

Twelve Keys to Financial Sustminability Cheryl Lassen, Ph D and Jay Bamjade, MBA Available
from Lassen Associates, 1030 Park Street, S E , Vienna, Virgima 22180 USA Phone 703-281-4535
Lassen Associates has a number of publications on financial sustainability for non-profits

What Kathie Lee Gifford Needs to Know This paper 1s based on an address that CorCom Director
Dr Shirley Buzzard gave to the USAID Development Education Conference It sets out the concepts
behind CorCom and how nonprofits and business have evolved toward mutual goals Send $10 ($12
for addresses outside the U S ) to CorCom, Box 18327, Washington, DC 20036-8327 USA.
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Below are the names and contact information of the CorCom director, project officer and senmunar

speakers, followed by members of the CorCom practitioners network

Shirley Buzzard, Director

CorCom

1313 22nd Street, NW

Washington, DC 20037

Phone 202-296-7638 Fax 202-785-0216
shirley_buzzard@prodigy com

Richard Campanelli

Gammon and Grange, P C

8280 Greensboro Drnive

McLean, VA 22102-3808

Phone 703-761-5000 Fax 703-761-5023

Dawid Clark, Regional Director
Business n the Community

P O Box 30, New Town House
Warnington, Cheshire,

WA1 2QE ENGLAND

Phone 44-1925-239-625

Fax 44-1925-239-657
northwest@bitc org uk

Joan Dubinsky, President

Rosentreter Group

3316 McComas Avenue

Kensington, MD 20895

Phone 301-933-9845 Fax 301-933-1068
dubmsky@erols com

Cheryl Lassen, Director

Lassen Associates

1030 Park Avenue, SE

Vienna, VA 22180

Phone 703-281-4535 Fax 703-281-4534
lassen@ix netcom com
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Martin Hewitt

Senior Project Officer

USAID

Ronald Reagan Building 7 6D
Washington, DC 20523

Phone 202-712-1531 Fax 202-216-3041
mhewrtt@usaid gov

David Logan, Director

Corporate Citizenship Company, Ltd
1 Russell Chambers

Covent Garden Piazza

London WC2E 8AA ENGLAND
Phone 44-171-836-6132

Fax 44-171-836-4255
davidlogan@attmail com

Laune Regelbrugge, Vice President
Hitachi Foundation

1509 22nd Street, NW

Washington, DC 20037-1073

Phone 202-457-0588 Fax 202-296-1098

Steve Waddell, Program Director
Institute for Development Research

44 Farnsworth Street

Boston, MA 002210-1211

Phone 617-422-0422 Fax 617-482-0617
steve-waddell@jsi com
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CorCom Network Members

Thomas Aageson

Aid to Artisans

14 Brick Walk Lane

Farmington, CT 06032

Phone 860-677-1649 Fax 860-676-2170

atausa@aol com

Norberto Ambros

Pan Amencan Development Foundation
2600 16th Street, NW

Washington, DC 200094202

P} ne 202-458-6338 Fax 202-458-6316
nambros@padf org

Tamara Arsenault

Cooperative Housing Foundation

8300 Colesville Road, Suite 420

Sitver Spring, MD 20910

Phone 301-587-4700 Fax 301-587-2626
arsenault@chfhq org

Ehzaheth Ashbourne

The * orld Bank, EDI

1818 H Street, NW

Washmgton, DC 20433

Phone 202-458-5247 Fax 202-522-1714
eashbourne@worldbank org

Victona Baird

Darector

Mendian Development Foundation

1250 24th Street, NW, #350
Washington, DC 20037

Phone 202-466-0511 Fax 202-466-3079
v barrd@mendian-group com

Jay Banjade

Economic Opportunities

Save the Children

1620 I Street, NW, Suite 202
Washington, DC 20006

Phone 202-530-4370 Fax 202-293-4167

Robert Beggan

President and CEO

United Way International

701 North Fairfax Street

Alexandnia, VA 22314-2045

Phone 703-519-0092 Fax 703-519-0097

Gregory Berzonsky

Program Director

United Way International

701 North Fairfax Street

Alexandna, VA 22314-2045

Phone 703-519-0092 Fax 703-519-0097

Susan Bornstemn

TechnoServe

1828 L Street, NW

Washington, DC 20036

Phone 202-463-8941 Fax 292-463-9377
susan bomnstemn@tns org

Linda Borst

Inter-Amenican Foundation

901 North Stuart Street

Arlington, VA 22203

Phone 703-841-3856 Fax 703-841-3884
Iborst@af gov

Tim Canedo

Associate

Action for Enterprise

1600 Wilson Boulevard, Suite 710
Arlington, VA 22209

Phone 703-243-1865 Fax 703-243-1865

John Chromy

Cooperative Housing Foundation
8300 Coleswville Road, Suite 420
Silver Spring, MD 20910

Phone 301-587-4700
fetterhoff@chfhq org
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Joseph Cohen

Senior Development Speciahist

Academy for Educational Development
1875 Connecticut Avenue, NW
Washington, DC 20009-1202

Phone 202-884-8000 Fax 202-884-8400

Donald Crane

ACDI/'VOCA

50 F Street, NW, Suite 1100
Washington, DC 20001

Phone 202-879-0224 Fax 202-626-8726
dcrane@acdi org

Gil Crawford

Seed Capital Development Fund

1828 L Street, NW, #1030
Washington, DC 20036

Phone 202-785-8300 Fax 202-785-0799
gil@seedcapital org

Ohver Davidson

Counterpart International

1200 18th Street, NW, Suxte 1100
Washington, DC 20036

Phone 202-296-9676 Fax 202-296-9679
odavidson@counterpart org

Mike Deegan

ACDI/'VOCA

50 F Street, NW, Suite 1100
Washington, 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@ix netcom com
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Michael DeVille
Land O’ Lakes

6708 Whittier Avenue
McLean, VA 22101
Phone 703-893-1356

Berme Dochnahl

Global Partnerships

1300 Norton Building, 802 2™ Ave
Seattle, WA 98104

Phone 206-652-8772 Fax 206-261-3007
bdochnahl@mngco com

Walter Doetsch

CorCom Consultant

2042 37th Street, NW

Washington, DC 20007

Phone 202-965-4997 Fax 202-965-4997
doetsch2@gusun georgetown edu

Tamara Dugglesby
President

Dugglesby and Associates
1225 1 Street, NW, #500
Washington, DC 20005
Phone 202-296-9270

Cindy Ferrin

Inter-Amencan Foundation

901 North Stuart Street

Arhington, VA 22203

Phone 703-841-3885 Fax 703-841-3884
cferrm@af gov

Kara Farwell

Pact

1901 Pennsylvanmia Avenue, NW
Washmgton, DC 20006

Phone 202-466-5666
kfarwell@pacthq org
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Michael Feldtmose

Trade and Investment Project
ACDI’'VOCA

50 F Street, NW, Suite 1100
Washington, DC 20001

Phone 202-879-0224 Fax 202-626-8726

Alan Fogel

Director of Finance

International Chimcal Epidemiology Network
3600 Market Street, Suite 380

Philadelphua, PA 19104-2644

Phone 215-222-7700 Fax 215-222-7741

Dan Fnedheim

New Partnerships Imitiative

USAID, Office of Development Partners
RRB 6 07040, 1300 Pennsylvania Ave
Washington, DC 20523-6802

Phone 202-712-5897 Fax 202-216-3394

Leshe Galloway

The Citizens Network

1111 19th Street, NW, #900

Washmgton, DC 20036

Phone 202-296-3920 Fax 202-296-3948
gallol@cnfa org

Patricia Garcia

Busmess Development Manager

Pan American Development Foundation
2600 16™ Street, NW

Washington, DC 20009-4202

Phone 202-458-3970 Fax 202-458-6316

Joseph Gilbert

Vice President for Business Development
National Technology Transfer Center
316 Washington Avenue

Wheeling, WV 26003

Phone 304-243-2123 Fax 304-243-4384

Sravam Gosh-Robmson
International Youth Foundation
32 South Street

Baltimore, MD 21202
sravam@yfnet org
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Steve Harris

TechnoServe

49 Day Street

Norwalk, CT 06854

Phone 203-852-0377 Fax 203-838-6717
steve harns@tns org

Judith Hermanson

Cooperative Housing Foundation

8300 Colesvilie Road, Suite 420

Silver Spring, MD 20910

Phone 301-587-4700 Fax 301-587-2626
fetterhoffi@chfhq org

Jerry Hildebrand

Katalysis

1331 North Commerce Street

Stockton, CA 95202-1012

Phone 303-331-0361 Fax 303-526-9629
katalysis2@acl org

Thad Jackson

INMED

45449 Severn Way, Suite 161

Sterling, VA 20166

Phone 703-444-4477 Fax 703-444-4471
trackson@nmed org

Connie Kane

Pact

One Osborne Road

Brookline, MA 02146

Phone 617-730-4365 Fax 617-730-5616
ckane@aol com

Danzel Killpack

CARE

151 Ellis Street, NE

Atlanta, GA 30303-2439

Phone 404-681-2552 Fax 404-577-2943
killpack@care org
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Carolyn Kreuger

Citizens 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

Sterling, VA 20166

Phone 703-444-4477 Fax 703-444-4471
michelle looshi@inmed org

Louis LoRe

Helen Keller International

90 Washmngton Street, 15th Floor
New York, NY 10006

Phone 212-943-0890 x838

Fax 212-943-1220

Hore@hk: org

Kevin Lowther

Regional Director

Afnicare

440 R Street, NW

Washington, DC 20001

Phone 202-328-5334 Fax 202-387-1034

Frank Lusby

Executive Director

Action for Enterpnise

1600 Wilson Blvd , Suite 710

Arlington, VA 22209

Phone 703-243-1865 Fax 703-243-1865

David McGuire

BASICS Project

1600 Wilson Blvd , Suite 300

Arlington, VA 22209

Phone 703-312-6800 Fax 703-312-6900
dmcguire@basics org
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George Meka

Afnica Program Assistant

TechnoServe

1828 L Street, NW, Swite 1040
Washington, DC 20036

Phone 202-463-8942 Fax 202-463-9377

Laurie Miller

AMA Technologies

1501 Wilson Blvd , Suite 1003
Arhington, VA 22209

Phone 703-741-0567 Fax 703-741-0560

Imillerama@aol com

Linda Nemec

Citizens Development Corps

1400 I Street, NW, #1125

Washington, DC 20005

Phone 202-872-0933 Fax 202-872-0923
Inemec@dc cdc org

Ramn Parker

Save the Children

1620 I Street, NW, Suite 202
Washington, DC 20006

Phone 202-530-4360 Fax 202-293-4167

rparker@savehqg org

Dawvid Peters

ADRA

12501 Old Columbia Pike

Silver Spring, MD 20904

Phone 301-680-6376 Fax 301-680-6370
davidpetersadra@compuserve com

Linda Pfeiffer

INMED

45449 Severn Way, Suite 161

Sterling, VA 20166

Phone 703-444-4477 Fax 703-444-4471
Ipfeiffer@mmed org
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Dawvid Ray

CARE

151 Ellis Street, NE

Atlanta, GA 30303-2439

Phone 404-681-2552 Fax 404-577-2943
ray@care org

Jo Render

Program Coordinator

Civicus

919 18" Street, NW, 3™ Floor
Washington, DC 20006

Phone 202-331-8518 Fax 202-331-8774

Pete Roberts

Planming and Development

International Executive Service Corps
1819 H Strect, NW, Suite 660
Washington, DC 20006

Phone 202-496-9671 Fax 202-496-9673

Jubiette Schindler

National Policy Association

1424 16" Street, NW, #700

Washington, DC 20036

Phone 202-265-7685 Fax 202-797-5516

Joseph Sellwood

Program Officer

Pact

1901 Pennsylvama Ave , NW
Washngton, DC 20006

Phone 202-466-5666 Fax 202-466-5669

Bill Sheets

Winrock International

1611 N Kent Strect
Arlington, VA 22209
Phone 703-525-9430 x644
Fax 703-525-1744
wsheets@winrock org
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Mark Van Fleet

International Busmess Services

U S Chamber of Commerce

1615 H Strect, NW

Washington, DC 20062-2000

Phone 202-463-5486 Fax 202-463-3114

Damian von Stauffenberg

Pnivate Sector Imtiatives Corporation
1828 L Strect, NW, Suite 1030
Washington, DC 20026

Phone 202-785-0758 Fax 785-785-0799
damian@mucroate com

Bill Witting

The Citizens Network

1111 19th Street, NW, #900
Washington, DC 20006

Phone 202-296-3920 Fax 202-296-3948
witthib@cnfa org

Maniyn Zuckerman

National Policy Association

1424 16th Strect, NW, #700
Washington, DC 20036

Phone 202-265-7685 Fax 202-797-5516

manlynz@npal org

Alna Zyszkowski
Counterpart International
1200 18th Street, NW, #1100
Washington, DC 20036
Phone 202-296-9676 x534
Fax 202-296-9679
alina@counterpart org
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The following 1s an example of a publication on 1ssues relating to nonprofit financial and legal 1ssues,
published by Gammon and Grange, P C Contact Richard Campanelh (see Appendices A and D) for
additional information or permussion to use this material
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LIL Gammon & Grange, P.C. NP9110-1

Nonprofit Alert

Alerting nonprofit leaders to key legal developments and responsive risk management steps

A UBIT Primer for Nonproﬁts

1. Introduction.

A nonprofit youth camp leases 1ts facilities during the off season for weekend
business conventions A university-owned and operated bookstore expands its
inventory to include items typically found in a drugstore A homeless shelter
forms a joint venture with private investors to raise money for the construction of a
new facility A public foundation begins a fund raising campaign with a
commercial credit card company to receive contributions every time consumers use
that particular credit card

What do these nonprofits have in common? Unrelated business income the income produced in
each example could—if not properly planned and handled—trigger tax hability and reporting

requirements for each nonprofit Tax exempt status may also be endangered if the income 1s
substantial

In recent years, the IRS has collected record amounts of taxes on unrelated business income earned
by charities In 1996 alone, chanities paid $502 mullion in unrelated business income tax (known
generally as ‘UBIT™) Statistics released by the IRS indicate a total of 50,034 chanties filed 1996
tax returns reporting this record amount of UBIT—up from a total of 24,103 returns filed 1n 1985,
which listed only $30 2 mullion in UBIT Thus staggenng increase grabbed the IRS’s attention and
resulted 1n additional enforcement and review efforts aimed at all chanities

2 The Rationale for UBIT.

Unrelated business income tax, or UBIT, 1s a tax levied by the IRS 1n an attempt to prevent exempt
orgamizations from gaining an unfair advantage when competing with for-profit enterpnses  The IRS

Disclaimer Provision of this memorandum does not establish an atomey/client relanonship nor does 1t constitute the rendering of legal
services  Informarion contaned in this memorandum 1s intended for general mformatonal purposes only and should not be relied upon for

legal decision making without first consulnng legal counsel  Information contamed w this memorandum was last updated September
1997

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



may tax anv income an exempt organization earns from activities unrelated to that organization s
exempt purpose The rationale 1s that an organization s charitable purpose 1s what entitles the
organization to its tax exemption n the first place, any income-producing activities beyond that

purpose tend to resemble commercial enterprises that compete directly or indirectly with for-profit
businesses

Three 1ssues are key to understanding the tax code s treatment of UBIT (1) unrelated business

activity, (2) debt-financed income, and (3) UBIT exemptions These are discussed in more detail
in the next three sections

3 Unrelated Business Activity

Income earned by a nonprofit from a specific activity is subject to UBIT if the activity constitutes
an unrelated trade or business that 1s regularly carried on and not substannally related to the
organization’s exempt purpose ' If the primary purpose of the activity 1s purely profit-making, then
the activity 1s likely an unrelated trade or business This 1s especially true if the activity 1s
comparable to goods or services provided by commercial businesses

Consider this example An exempt orgamzation, formed to increase the public's awareness and
understanding of environmental 1ssues, operates a bookstore The store sells books that educate the
reader about the environment, but 1t also sells gift cards, calendars, and other memorabilia bearing
the name of the organization Income derived from the sale of books should not be subject to UBIT
because the books further the organization’s exempt purpose of public education and awareness But
income from the gift cards, calendars, and other 1tems would probably be taxable because the sale
of these 1tems do not primanly advance the organization’s exempt purpose Suppose, however, that
the orgamzation designed the calendars and gift cards so that pictures of endangered amimals were
featured, along with an explanatory paragraph about the species’ disappearing natural habitat Now,

the sale of these items would probably escape UBIT because they have become pnmarily educational
1n nature instead of purely profit-making

31! "Trade or Business"

Generally, any activity conducted to produce income from the sale of goods or services with a profit
objective, 1s a trade or business for purposes of UBIT ? The courts have rejected the histonic test that
a trade or business requires "holding oneself out to others as engaged n the selling of goods or
services " That test was considered overly restnctive Instead, counts now rely on a "facts and
circumstances” test so that the overall activity 1s examined This means an activity could actually
constitute a trade or business when undertaken only by a tax exempt orgamzation 1n the context of
a larger operation of endeavors, many of which may be related to exempt purposes, even though the
activity itself does not 1n fact result 1n profit* However, the Supreme Court has noted that “trade
or business [is a] concept which falls far short of reaching every mncome or profit making actuvity 4

' Internal Revenue Code, §512 & §513

-

IRC § 513(c) Reg §1513-1(b)
* IRC § 513(c)
Whipple v Commussioner, 373 U S 193 197,207 (1963)
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Thus typical investment activities or even more exotic securities lending transactions® have been
held not to consutute a trade or business even though these activities produce a profit Similarly
charging a fee for offering exempt services 1s not a trade or business For example charging tuition
or lab fees does not engage an educational institution 1n a trade or business for purposes of UBIT
Such activity 15 substantially related to the institution s exempt purposes (See Section 3 3 below)

32 Regularh Carried On’

A trade or business i1s normally considered ‘ regularly carried on” if the orgamzation engages 1n 1t
continuously or frequently and does so 1n a manner similar to comparable commercial activities
undertaken by for-profit entities © Generally activities held only once a year for a week or less
would not be classified as "regularly carned on " For instance, holding an annual charity dance or
running a hot-dog stand at the state fair every year 1s not considered ‘regularly carried on But,
activities held weekly, monthly, or even less frequently may be deemed “regularly carned on 1if the
planning and execution of the activity represents an ongoing effort by the organization In one case,
the IRS collected UBIT on revenue recerved by a state trooper's association from the sale of
advertising 1n 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 advertising through a telephone campaign that continued for approximately 46 weeks each

year’

Thus 1s also true of activities that a nonprofit pursues 1n a manner competitive with or comparable
to commercial activities, even if they are only seasonal 1n nature For example, the IRS assessed
UBIT against a nonprofit organization for income 1t 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 carmned athletic logos of the teams,
players or events, but nothing :dentified the 1tems with the nonprofit Commercial vendors sold the
same or strmilar items at the same sports events  The IRS considered this activity “regularly carried
on” despite 1ts seasonal aspects, and noted that the nonprofit pursued the activity in a very
competitive manner ®

33 Substantially Related™

An activity 1s considered “substantially related” 1f there 1s a sigmificant causal relationship between
the activity and the achievement of the orgamization's exempt goals The activity must contribute
importantly to accomplishing the orgamization's exempt purpose ° For example, sales of certain

* In a typical securities lending transaction the tax exempt organization lends secunities such as stocks and
bonds from 1ts investment portfolio to a brokerage house, to enable the broker to deliver secunties to cover either short
sales or failure to receive securities The broker posts cash collateral with the lending mnstitution in an amount exceeding
the fair market value of the securities loaned, and the brokerage house pays the lending organization a fixed fee or pre-
determined percentage premium In Rev Rule 78-88, 1978-1 C B 163, the IRS ruled that securities lending 1s a form
of "ordmary or routine investment activities” and thus not a business

® IRC 1 513-1{cX1)

* State Police Assn of Massachusetts v Comnussioner, T C Memo 1996-407
® [RS Private Letter Ruling 9652004

? IRC Reg 1513-1(d)(2)
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children s items in a gift shop operated by an art museum were exempt from UBIT the IRS rule
because thev related directly to the museum s educational purpose The exempt 1tems 1nclude
kaleidoscopes paint sets and other items designed to develop fine art shills and a child’s awarene
of his or her artistic ability  However the IRS rejected other items including building blochs ar

tovs because they only developed a child s general knowledge and were not expresslv education
in nature according to the IRS '°

Clearlv, the IRS draws a fine line here as to what 1s and what 1s not substantially related based ¢
all the facts and circumstances of a case Illustration of this fine line can be seen 1n other cases
well In one example a school operated a ski facility for the general public but use of the facili
by the school's students for recreational purposes and for phvsical education programs was rel -
and did not result in UBIT In another case, a school s use of 1ts tenms facilities to operate a publ
tennis club for the summer generated UBIT but if the school had leased its tenms facilities
outsiders who would have staffed and operated the tenmis club, then 1t probably would not gener.
UBIT The IRS also assessed UBIT 1in the following diverse activities

Pet boarding and grooming services for the general public by an exempt organizatio
operated to prevent cruelty to animals,

. Weekly bingo games by a social welfare orgamization,
. Sale of blood by a tax-exempt blood bank to commercial laboratones,
Sale of appliances to semior citizens by a tax-exempt senior citizens center,

Performance of language translation services by a tax-exempt trade associatic
promoting international trade relations,

. Operation of a commuting program by a tax-exempt labor union,
. Distnibution of business directories to new residents in a community,
. Sale of work umiforms by a tax-exempt union,

On the other hand, the IRS found no UBIT 1n the following activities

. Operation of dining room cafeteria and snack bar by a tax-exempt art museurn for
staff, employees, and visiting members,

Sponsorship of championship tournaments by a tax-exempt sport-promot:

organization,

. Operation of beauty and barber shop by a tax-exempt senior citizens center,

. Sale of greeting cards and art reproductions by tax-exempt museum,

. Sponsorship of weekly dances by a tax-exempt volunteer fire department,

. Provision of services to facilitate court proceedings by telephone,

. Operation of a lawyer referral services by a tax-exempt bar association,

. Performance of management services for a tax-exempt chantable orgamzation,

. Provision of veterinanan services by a tax-exempt humane society,

. Sale of products during the operation of a nonprofit educational program,

. Sale of computer software by a tax-exempt organization formed to publish
promulgate new scientific technology.

. Operation of golf courses to promote rehabilitation of disadvantaged youth,

. Sale of posters and other promotional items carrying the tax-exempt organizatior
program message,

10 |RS Technical Advice Memo 972002
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. Sale of hife insurance on the hives of donors by a tax-exempt charntable organization
. Sale of reproductions by a tax-exempt art museum

4 Debt-Financed Income

Revenue from rental property 1s not subject to UBIT unless the property 1s debt-financed through a
mortgage or other debt mstrument Debt-financed property 1s any property held to produce income
and on which a mortgage or other indebtedness was incurred 1n acquiring or improving the property
anytime during the taxable year'' This includes debts incurred before or after the propertv was
acqured or improved, such as when an orgamzation accepts charitable 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) 1s always subject to UBIT

41  Neighborhood Land Rule

If an exempt orgamzation acquires property in the nerghborhood of other property owned and used
by the orgamization, and 1t intends to use that new land for 1ts exempt purposes, the praperty 1s not
treated as debt-financed so long as the orgamzation does not abandon its intent to use the land within
a ten year period 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

42  Use Exception

If “substantially all” (1 e, 85%) of a property's use 1s directly related to the performance of an
orgamization's exempt purpose, then no part of the property 1s treated as debt-financed * This means
an exempt organization could lease out up to 15% of its mortgaged office bullding without incurring
UBIT However, the IRS looks at all the facts surrounding a particular situation when assessing how
much of a property’s use 1s directly related to an orgamzation’s exempt purpose The IRS may
compare the time the property 1s used for exempt purposes with the total amount of time the property
1s used overall Alternatively, the IRS may compare the portion of the property used against the total
use, or the IRS may use a combination of these two methods If, however, the property 1s rented to
a related tax-exempt orgamization, and 1t 1s only used to further the exempt purposes of that
organization, the rental mcome may not be subject to UBIT at all

43  Ten-Year Exception

If an exempt organization receives property by bequest or devise, but the property 1s subject to a
mortgage a separate provision in the tax code exempts the outstanding prninciple debt from UBIT
for up to ten years from the ime the orgamzation recetves the property Likewse, if an orgamzaton
acquires mortgaged property by gift, the same ten-year exception will 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 1t to the organization

" Internal Revenue Code, §514(b)
2 Internal Revenue Code, § 514(bX1)XAXD)
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44 Charuable Gift Annuities

Chanties that issue gift annuities need to comply with special rules to avoid generating UBIT when
funding a CGA with property other than cash If the value of the annuity 1s less than 90% of the
value of the property the donor gives to the orgamzation through the annuity, and only two
annuitants are named on the annuity, and no mimmum or maximum number of pavments is
specified then the debt-financed income rule does not apply Application of this rule 1s quite

complex so consult with expenienced counsel, if your organization permits donors to acquire CGAs
through gifts of real or personal property "

5 Exemptions From UBIT

Income-generating activities may escape UBIT if they are not trade or business activities, or if they
are not regularly carmed on, or if they are substantially related to the orgamzanon's exempt purpose

In addition to these three critena discussed 1n Section 3 above, the IRS has also specifically
exempted the following types of income from UBIT

51 Volunteer Work

Any income denved from a trade or business where substantially all the work (1 e at least 85%) 1s
carmed on by volunteers 1s exempt from UBIT Ths 1s the result even if the activity 1s not related
to an orgamization’s exempt purpose For example, a tax-exempt private school relied on volunteers
to sell discount coupons as a fund raiser 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
compensation, the IRS ruled the activity met the volunteer exemption from UBIT *

This exemption 1s lost if the volunteers are compensated for their work 1n any significant way In
one case, the IRS assessed UBIT against an orgamzation that rehied on volunteers to sell hats, t-shirts
and related merchandise at sporting events Although the volunteers were not paid for their work,
they received other benefits connected with therr sales, including transportation, lodging, meals,
clothung and a stipend, which the IRS said they would not otherwise have received This made the

activity an unrelated trade or business 1 direct competiion with commercial vendors who sold
similar products at the same events '*

52 Convenience

Any income denved from a trade or business carred on pnmanly for the convenience of the
members, employees, students, patients, or officers of an exempt orgamzation 1s generally exempt
from UBIT For example, mncome from a cafetena operated for the benefit of the orgamzation’s
employees would not be subject to UBIT

'* For general mformation about annuities, refer to Nonprofit Alerf® Memo NP9403-2, Guidelines for
Charutable Gift Anmatses available from Gammon & Grange, P C

14 |RS Private Letter Ruling 9704012
1* RS Private Letter Ruling 9652004

NPO110 1 Copvright © 1997 1991 GAMMON & GRANGE,P C (703) 761-5000 Page %ﬂ



53 Donated Merchandise

Income recerved from operations or activities where substannally all the merchandise 1s donated 1s
exempt from UBIT This includes thrift shops operated by a nonprofit where all the items offered
for sale are given to the nonprofit by donors Classic examples are the thrift stores operated by the
Salvation Army and Goodwill Industnies

>4 Bingo

Income recerved from bingo activities that are legal under state law and not in competition with
commercial bingo operations 1s exempt from UBIT Consult legal counsel to clanfy state and local
laws governing your organization

53 Passive Income

Passive income, such as that recerved from dividends or interest 1s excluded from UBIT (except
where 1t 1s derived from debt-financed investments or from a “controlled orgamzation,” see Sections
4 & 61) This includes most of the temporary and long-term investments that charitable
organizations traditionally hold in endowment funds or other support funds It also includes royalties
from licenses patents, trademarks, and mineral rights that a charity might hold Income from the
sale of real or personal property (: ¢ capital gains) falls in this category as well, although 1t does not
include income from property that 1s considered inventory or debt-financed

56 Rental Income

Rental income from personal property such as equpment or automobules 1s subject to UBIT But
rental income from real property 1s 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 in 1ts office building to the public for special events The Tax Court said that the
special events exposed the museum’s artwork to an audience that otherwise would not have seen 1t
Thus, the rental activity was substantially related to the museum’s exempt purpose '°

However, rent from real property where sigmificant services are provided, such as hotel rooms, 1s not
exempt from UBIT This was the case when an educational organization rented 1ts facilities to
corporate and business patrons for special events Although the events were usually planned 1n
connection with new exhbits at the organization, tour guides were present to give tours of the
facilities and provide additional services The IRS said the educational aspects of the tours were only
ancillary to the mam purpose of renting the facility, which was generating additional income for the
orgamization Thus, the income was subject to UBIT

57  Rental Income From Maiing Lists

Recent court challenges to the IRS’s treatment of mailing hist income have resulted in mixed
opinions In a widely reported case, the 9th Circuit ruled that revenue the Sierra Club recerved from

1 John W Madden Jr et al v Commussioner T C Memo 1997-395
17 IRS Technical Advice Memo 9702003
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the sale or rental of its mailing hist was not taxable as unrelated business income Such proceed
the court said, are royalty income not subject to UBIT The court based 1ts decision on facts th.
showed the Sierra Club had only a minimal connection to marketing 1ts list The organization w

not mnvol ed 1n sorting or providing names or labels and 1t didn't handle the list or provide any othe
related services Stressing these factors, the court avoided a broad decision that would have mad
all mailing list income safe from UBIT Although the court left open the possibility of taxin
mailing list income in other situations, it took the unusual step of defiming certain activities th

would nor be taxable, such as providing a price list of rental fees or retaiming the right of fin.
approval on the use of a copynghted 1tem '* Sull, challenges to this case and others like 1t ar
pending 1n federal court If your orgamzation receives income from the rental or sale of 1ts mailin
list, consult legal counsel to determine your UBIT nnisk  However there 1s a specific exemption fo
certain exchanges and rentals of mailing lists by religious or other chantable exempt organization
eligible to receive tax-deductible chantable contributions under IRC §170(c)(2)or(3) If thes

organizations exchange or rent donor or membership lists with or to other such organizations UBT
1S not 1ncurred

58  Corporate Sponsorship Payments

Income that a nonprofit recerves from a corporate sponsorship 1s not subject to UBIT unless ther
1S an active or overt promotion of the sponsor’s product(s) and/or the payments are contingent ¢,
an “audience vanable” (1 e, attendance, participation, etc) This rule still apphies even 1if th
nonprofit gives insubstantial benefits 1n return for the sponsorship payments, such as the incidenta
use of the sponsor’s name or logo ¥ There are extenstve and complex rules that govern the does ~~

don'ts of corporate sponsorship, so 1f your organization 1s planmng to pursue such arrangement:
consult with counsel early 1n the planning process

6. Common Sources of UBIT.

61  Controlled Orgamizations

The exemptions for rental and passive income discussed above 1n Sections 5 5 & 5 6 do not appl,
if an exempt organization recezves such income from a “controlled organization ” This generall,
anses only when an exempt orgamzation controls, or operates in some way a subsidiary orgamzation
A “controlled orgamzation” 1s one in which an exempt orgamzation mantamns 50% or ma..
ownership by vote or value ®® This means exempt organizations that “control” 50% or more of .
subsidiary are taxed on any royalties, rents, or interest recerved from the subsidiary Applying t'
rule can be quite tricky, however, and requires professional counsel

1 Siorra Clubv Commussioner No 95-70112 (9th Cir 1996), upholding T C Memo 1993-199
1 P L 105-34, as enacted August 5, 1997

® |nternal Revenue Code §512(b)(13) Note this 50% figure came mto effect with passage of the Taxpayer
Relief Act of 1997 PL 105-34 Priorto that law, the tax code specified an 80% control test. For more mnformation about
the control test, refer to Nonprofit Aler?® Memo NP9304-1, Orgamizing the Nonprofit and Its Subsidiaries available
from Gammon & Grange PC 4
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62  Soliciration Gifts & Premiums

The IRS does not consider the distribution of low-cost gift premums by exempt organizations to be
a trade or business so long as the organization uses such items as an incidental addition to 1ts fund
raising or other solicitation campaign To qualify, the items must be sent unsolicited to potential
donors along with a request for a donation and a statement that the gift may be kept whether or not
a donation 1s made In addition the items must be valued at under $5 1n 1988 dollars If multiple

1tems are sent to one person In a single year, the aggregate value of the 1tems cannot exceed that
same figure

63  Advertising and Publication Fees

Income derived from commercial advertising 1n journals or other exempt organization publications
1s often subject to UBIT, but the rules are complicated and the cases are not always consistent If,
however, the advertising takes the form of an encyclopedic and umform listing of vendors, such that
1t 1s a service for the readers and significantly promotes the orgamization's exempt purpose rather
than serving merely as commercial advertising, there 1s a stronger argument that the income 1s
exempt from UBIT The connection between the ads and the orgamzation’s exempt purpose must
be obvious and sigmficant, however, as one nonprofit discovered after the IRS assessed UBIT on
ads 1t sold 1n 1ts monthly publication and trade show directory The IRS recogmzed the instructional
and informative nature of the ads in both publications, but said they were not overtly educational
The ads 1n the orgamzation’s monthly publication did not relate to 1ts editoral content, and the ads
in the trade show directory were nothing more than an “explostation of the annual convention,” the
IRS said &

64 Joint Ventures

Joint ventures such as partmerships 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 in UBIT if not carefully planned and structured Through numerous private letter rulings, the
IRS had developed detailed guidelines that should be followed when an exempt orgamzation enters
into a partnership with a for-profit For example, the partnership must have a dommnant and
demonstrable charitable purpose and must permut the exempt entity to act pnmanly to further its own
exempt purposes Always consult counsel before establishing a joint venture with a for-profit

65 Travel Tours

IRS auditors have turned more attention in recent years to nonprofit travel tours amid increasing
complaints from the travel industry about unfair competition from chanty-run tours Tax laws
permit charities to organize tours for educational purposes, but travel industry executives have
complained that tours operated by orgamzations like the Smithsonian Institution and the YMCA are
more recreational than educational In one representative case, the IRS responded by holding an
exempt membership organization liable for UBIT on income eamned from certain travel tours 1t
conducted for members Although some of 1ts tours had educational, religious, or histonic objectives
that furthered the organization’s exempt purpose of supporting the creative survival and unity of a
certain culture, other tours were primarly social or recreational The IRS assessed UBIT on these

3 RS Technical Advice Memorandum 9724006
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tours = Charines should carefully document therr tour-planming processes and structure all travel
and tour packages to clearly focus on education or other exempt purposes Charities should use
qualified instructors or professors to help conduct the tours and to disunguish them from purely
recreational outings Counsel should be consulted in the mital stages of structuring such tours

66  Golf Courses & Athletic Facilities

Income generated by granting public access to these facilities often produces UBIT because few
organizations are able to show that the public use of such facilities supports their exempt purpose
n any clearly defined way Colleges and universities are especially prone to these UBIT problems
because many operate these facihities as part of their regular curnculum (which 1s exempt) but when
they sell public memberships, charge admission or greens fees, rent out the facilities, or otherwise
recerve income from the non-educational use of such facilities, then UBIT applies For example one
university operated a golf course for its alumm, students, president’s club members, employees, and

guests The IRS ruled that income was subject to UBIT because this extensive public use of the golf
course made 1ts purposes far from exempt

However, 1t 1s possible to show a direct connection between these facilities and an orgamization’s
exempt purpose A nonprofit vocational traiming orgamzation escaped UBIT on fees 1t earned from
operating a golf dnving range because the range was part of its traiming program for troubled
teenagers Other programs operated by the orgamization also passed the UBIT test, including a
furniture upholstery business and a seasonal produce sale The IRS recogmzed the overnding aspect

of training nherent 1n each program and determined they all furthered the organization s exempt
24
purpose °

7 Managing UBIT 1n the Nonprofit Organization.

To put this discussion in perspective, remember that a tax means there 1s underlying income, and
income 1s generally a good thing Thus, 1t 1s not necessanly problematic for an exempt organization
to generate unrelated business income In fact, unrelated business enterprises can be an appropnate
way of making better use of an organization's capital equipment and resources, while simultaneously
providing an additional revenue source For example, 2 nonprofit youth camp using 1ts facilities only
one-third of the year mght benefit more from 1ts capital investment by offering 1its facilities for use
as a business conference center during the off-season A umversity that uthizes its own high-quality
print shop at less than full capacity might wish to extend its services to the general public Paying
UBIT on the net income generated by these activities does not jeopardize the organization’s tax
exempt status so long as the activities are not a substantial part of the orgamization’s operations The
key 1s maintaining these activities at an insubstantial level While the IRS has never quanufied this
threshold, many commentators agree that when UBI pushes above the 20% level, as compared to
gifts, grants, and exempt function income, 1t 1s time for a legal evaluation At that point, the exempt
activity could be spun off into a controlled, for-profit subsidiary However, local property taxes
state sales taxes, various state and federal wage-hour regulations, and other legal 1ssues must be
carefully evaluated with the help of legal counsel

]
[E3

IRS Technical Advice Memorandum 9702004
" IRS Technical Advice Memorandum 9645004

(2]

4IRS Private Letter Ruling 9718034 g
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71  Reporting UBIT

An orgamzation with gross income of $1,000 or more ansing from unrelated trade or business must
file an IRS Form 990-T, Exempt Orgamzation Business Tax Return and pay any tax due on net
income  Net unrelated business income 1n excess of $1,000 1s taxed at the normal corporate or trust
rate Organizations with substantial UBIT should pay 1t quarterly on an estimated basis for both
federal and state obligations To simplify this burden, separate accounting records should be
maintained that 1dentify all sources and expenses associated with UBIT

72  Management Options

If unrelated business mcome becomes a substantial part of an exempt organization's total activities,
the organization has several options If the activity 1tself could qualify for tax exemption, but 1s not
covered under the orgamization's current exempt purposes, the orgamization could attempt to redraft
1ts basis for exemption Or, more commonly, a spin-off exempt organization could be formed

When the income-producing activity does not qualify for tax exempt status, a for-profit subsidiary
could be formed® This should not jeopardize the current orgamzation's tax-exempt status

Remember, however, that such restructuring 1s only necessary if the income-producing activity nears
the threshold of becoming 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 orgamizations Improperly
handled, UBIT presents substantial pitfalls For churches and certain small orgamzations that do not
currently file annual 990 reports, incurring UBIT wall create a filing requirement for the first ume
that, for some organizations, 1s a strong deterrent. If the filing requirement itself 1s not a problem,
often little or no UBIT habulity 1s created because of offsetting expenses The proper allocation of
expenses 1n computing UBIT 1s a complicated subject beyond the scope of this memo, but certainly
UBIT should not be avoided simply because there may be potential tax hability Careful planning
for the right organization under the nght circumstances may result in UBIT being the gap-filling
revenue source that a charty needs to survive

[O \NPM\NP9110-1 END/571010]

3 For more mformation, refer to Nonprofit Aler?® Memo NP9304-1, Orgamzing the Nonprofit and Iis
Subsidiaries available from Gammon & Grange, P C
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