


1 The term Civil Society 
Organization ((30) is 
used herein to refer to 
the wide diversity of P-Centrum is a civic association operating in Olomouc, the Czech Republic 
formally registered founded in 1994 with the mission to prevent youth drug addiction and pro* 
nonprofit, non-state treatment, aftercare and reintegration programs for persons endangered by drugL 
organizations as well as dependence. As one of the earliest civil society organizations (CSOs)' to address 
community-based addiction-related problems in the Olomouc region, P-Centrum's wide-ranging 
associations and groups services have grown to include primary prevention activities, outpatient 
which Outside the counseling and treatment, as well as additional aftercare programs. In its early 
sphere of the 
gwernment and years, the organization constantly scwtghk to develop activitiwro counter the 

business secton. growing problem of substance abuse, but attempts were restricted by limited 
funding from donations and waning government assistance. P-Centruin realized 

2 Please see a detailed that it needed to generate some of its own income in order to sustain and further 
deflnttion of social its impact.. 
enterprise in the "Self- 
financing and Social 
Enterprise" section. 

In 200 1, P-Centrum contacted the Nor~profit Enterprise andSelf-sustainability 
.Team (NESsT), seeking support for the development of a social enterprise.' 
NESsT is an international nonprofit organization that works to strengthen the 
financial sustainability and mision impact of CSOs. Through the mSsT Ve;n@re 
Fund (NVF), it manages a portfolio of high-impact social enterprises owned &d 
operated by CSOs. P-Centrum wanted to turn its carpentry activity into an income- 
generating wood~vving worbhop. Set up in 1998, the carpentry workshop 
provided a sheltered work environmerrt for clients coming out of dmg 
dependence, and was becoming an integral part of the aftercare program that 
provides services ta help reintegration into society. Originally, the workshcrp was 
to provide therapeutic treatment for its clients. Later, PCenvum realized that 
there could also be a market for the carved products the clients were producing. 

With NESsT's assistance and direction, P-Centrum transformed the activity into a 
full-fledged woodcarving worbhop: a social enterprise selling hand-made life-size 
wooden sculptures. Just after one year of operating the enterprise however, the 
organization had to face the challenge of balancing the venture's double bottom 
line of fulfilling a social mission with meeting its financial goals. With a structured 
entrepreneurial basis, the workshop now had orders to meet, which PUL strains on 
the clients at times, compromising the therapelltic objectives. As these social and 
financial goals became increasingly at odds with each other, internal tensions 
among staff also arose. 

Eventually the organization managed to reconcile the two objectives by 
readjusting its original goals for its enterprise: reducing financial expectations of 
the workshop, decreasing the maximum number of clients participating in the 
workshop at any given time, altering product selection, and revising management 
practices to be more in line with the needs of the workshop. 

This case study will analyze the challenges that P-Centrum faced and the tolutions 
it explored in managing the double bottom line of social enterprise: bringing 
together the mission imperative with a financial one. The role of NESsT in the 
process will also be evaluated through a careful look at its cooperation. Finally, 
the overall impact of social enterprise on the organizational development of 
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organize training programs, and offer legal and financial consultations, but the 
services are not always of high quality and are often unaEordable m CSOs and/or 
difficult to access outside large cities. Moreover, training for CSOs does not cover 
all fields, and there is a lack of q d e d  trainers in areas such as CSO 
management, fundraisimg, stmte&c p@r$ag, self-financing actiWeS including 
social enterprise, and board development 

An enabling legal environment for CSOs is generally in place, althaugh certain 
deficiencies persist. The tern "nonprofit organization" still remains undefined. As 
a result tax regulations are not as favorable to C S O s  as in various neighboring 
countries of the region. Also specialized legal expertise and assis& for CSOs is 
rather limited and mainIy available only in large cities. 

Domestic donations from f o u n W n s ,  companies, and individuals are now 
increasingly critical as most major foreign donors have concluded or we phasing 
out their post-transitional assistance, while PIIARE5. and more recently, EU 
Structural funding are becoming available. Corporate philanthropy is on the rise 
in the Czech Republic, although continues to develop very unevenly. Major firms 
- often multinationals - mainly support visible youth or recreational activities, 
more so than activities aimed to alleviate problems of marginalized groups. At the 
same time, smaller, domestic companies lag behind in the area of corporate 
philanthropy. Nevertheless, some Czech CSOs have succeeded in diqersifping heir  
funding sources and decreasing dependency on any single donor, sot last by 
operating social enterprises to self-finance the organizations' activities. 

A.3. Self-financing and Soclal Enterprise" 

The terms "seIf-financing activities," 'social enterprise activities," and simply 
*enterprise activities" are used to refer to various (30 revenue-generating 
strategies. Self-financing activities include fees far services, prodwt sales, use of 
hard assets, use of soft assets, membership dues, and investment dividends and 
are used by 0 s  to generate revenues to supplement external donor funding. 
The terms "social entrepreneur" and "social enterprise" have been used in a 
range of contexts and may refer to individuals or entities that pumue social 
change through earned income or business activities or simply to individuals or 
entities that use innovative methods to advance social change bur that are not 
necessarily generating revenues. In its work, NESsT uses the former definition of 
social enterprise, but specifies that a sodill enterprise is a planned ac~ivity that has 
a high potential for advancing social change and generating untied T n u e s  for 
the organization. 

Table I summarizes the different selF4nmcing strategies for earning income. P- 
Centrum has adopted the "Product Sales" model. It is important to-remember, 
however, that no single seIfhnancing or social enterprise strategy issthe *rightn 
model. Each model has its place. The applicability oFeach is context-specific and 
sometimes more than one can be used. 
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114. Legal and Regulatory Environment for SeI%flnancing 
and Social Entsrprlse 

An enabling legal environment for CSOs is generally in place, although certain 
deficiencies persist. Registration of CSOs is fair and easy, but the term "nonprofit 
organizationn still remains undefined, which makes it difficult to dearly interpret 
and apply laws such as the VAT (value-added tax) legislation. Specialized legal 
expertise and assistance for CSOs is rather limited and mainly available only in 
large cities. 

Tax regulations are not as favorable to CSOs as in various neighboring countries 
of the region. Most CSOs (with the exception of foundations and funds) are 
allowed to engage in economic activities, so long as proceeds are used for 
statutory purposes. Income from statutory activities is generally tax-exempt, while 
donations, grants and subsiclies are tax deductible. Any other incon~e is . 
completely exempt from income tax up to 900,000 CZK (approx. EUR 10,000 or 
USD 13,000 based on October, 2006 exchange rates). Above this rather low 
threshold, 30% of the total income can still be deducted from the tax base, but 
total deductibles are not to exceed 1 million CZK (approx. EUR 35,000 or USD 
44,000). After all reductions are taken into account, the standard 24% income tax 
rate applies. 

111 terms of sales (30s involved with social services, health care and education 
are exempt from the oi~tput VAT (they do not have to collect VAT, but pay VAT 
for their purchases). For other types of CSOs, the 2004 Law on VAT lowered the 
revenue limit to one million CZK (approx. EUR 35,000 or USD 44,000), above 
which they must register in the system and collect and administer VAT at 19%. 

These regulations have put additional financial burden on CSOs engaged in 
income-generating activities as they do not distinguish between nonprofit (sacial) 
and for-profit enterprises.' Eadier legislation granted VAT exemption depending 
on the type of organization and not the type of activities. Furthermore, since 
NGOs have to report income and expenses for each individual activity separately, 
they may face a greater income tax liability despite the tax base reduction than 
for-profit entities, which are able to offset earnings from one event with losses 
from another. 

A.5. Substance Abuse In the Czdr Republk 

The most recent report of the European School Suivey Project on Akohol and Drugs 
(ESPAD) published in 2003 and also corroborated by the Czech National hrfonitoring 
Centre for Drug and Dnig Addiction (National Focal Point; Nfrp) stares that Czech 
youth have the highest rate of liitime cannabis usage of EU countries (43.6%, see 
Exhibit 2). The study observed increasing acceptance of illicit drug use in several 
gmups of young people and found that in 2003, approximately 82% of adult 
population admitted that drugs present a serious problem in the country. The report 
listed changes in fhmily structure, the p w i n g  economy and purchasing power, and 
the increase m public tolerance for drug use as the main contributing Eactors to the 
alarming drug use statistics of the Czech Republic. 
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Bat. Hlttary, Mlscsian and Objedves 

P-Centrum (originally named Sananim Olomouc) is a nonprofit, non- 
governmental civic association faunded in 1994 in the town of Obmouc in the 
Czech ~epublic to counter the growing drug addiction problems of the region. 

/ As the nationwide statistics of drug abuse and related social problems worsened, 

Ong of P-Centrum's therapy 
roomssi 

I 

Olomouc region, iituawd in the eastern i r t  of the country in 
the province of Moravia, (Exhibit 1) was no exception. Still, 

' 

while being the sixrb mast populous of the 14 Czech regions 
with six percent of the total population (approiimately 
635,000), the region received only four percent of the total 
state and regional funding earmarked for drug-related 
programs in 2003, ranking it in eleventh place in terms of per 
capita funding? 

P-Centrum's mission is to provide services in the areas of 
prevention, treatment, rehabilitation, and social reintegration 
for persons endangered by drug and alcohol g b w .  F- 
Centrum's committed and professional stag of social workers 

and therapists believes that the most effective way to prevent and reduce drug 
addictions is through education and primary prevention. While the organization 
only offered primary prevention program at  first, as demand for drug addiction 
treatment grew, P-Centrum soon expanded its services to also include 
rehabilitative treatment, outpatient counseling, and aftercare programs. As a 
result, the full spectrum of P-Cenuum's service offer aligns closely with the 
demand reduction components of the Czech's National Drug Policy mentioned 
earlier. 

Table IV: P-CenWm's Programs Align with 
Czech National Drbg Pdlicy 

DRAFT Case Snidy: Not to he diiuibuted, cited, copied or referenced wrirbotit permisdon of NEST. 



The aftercare program was developed in 1998. The purpose of the program is €0 

ate social reintegration of clients into sociely after successful residential 
tion treatmenls. I t  is necessary in order to maintain the effectiveness of 
ous treatment as it reduces the risk of 

Prior to enterir- *he aftercare program, clients must be drug-free for at least 
three months s have successfully completed psychotherapeutic treatment. 
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Their support program consists of structured activities. It includes intensive 
therapy - individual therapy and counseling and group therapy sessions, 
sheltered work - such as the woodcarving workshop - and work cowmeling and , 

leisure time activities. PCenaum also provides sheltered, drug and alcohol free, 
supervised accommodation. 

The overall goal is for clients to successfully reintegrate into society: remain drug- 
free, maintain at least part-time employment and have friends that do not use 
drugs; or at least stay away from their previous lifestyle of crime and addiction. 
Although the aftercare program was originally focused on clients that are 
endangered by drug abuse, alcohol abuse clients have been accepted to the 

Sheltered Wimtlearvlng Workshop 

The sheltered woodcarving workshop is an integral part of the aEtertare program. 
It provides clients with the opportunity to acquire standard work habits (regular 
.attendance, time management, responsibility, creative outlet, daily routine, new 
skills, etc.) ancl education in traditional c~af t  skills. The workshop provides 
occupational therapy and helps clients build self-esteem, giving them an 
opportunity to produce tangible wooden products. In addition, the workshop 
helps clients return to nonnal lifestyles and reintegrate into the labor market. 

Only aftercare clients who had little or no prior work expe~ierlce are referred to 
the woodcarving workshop. Clients must dso be older than 18 years old due to 
safety concerns and Czech emplo)mrent law. Workshop clients are employed by P- 
Cen trurn ancl receive wages slightly above the minimum wage. The sheltered 
workshop is a short-term service. Clients stay there for a maximum of six to nine 
months in preparation for the transition to independent living. PCenrrurn 
believes that this short period provides sufficient time for workshop cIients to 
develop work habits for employment in the regular labor market, as the goal of 
the workshop is to support social reintegration and not to provide longtenn 
employment. 

Sheltered Houshtg 

The sheltered housing is located on the top floor of P-Centrum's facility. Clients 
can rent beds + a subsidized late of 1,500 CZK (EUR 53.00 or  USD 67,OO) per 
month which is 40% lower than the market r e n d  rate. As part d the social 
reintegration rnissbn and to recoier a portion of the costs, P&nuwn decided 
not to provide free shelter, encouraging clients to work and be responsible for 
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8.2. Social Enterprise Oevelopment and Op 

The shelterecl woodcarving workshop originally star carpentry project in : 
1998, when P-C:enlrum moved its office to its curcent location. The organizatioy 
hired its aftercare clients to produce the furniture for 'the new premises. The 

yJh)sical health through regular exercise. 

tncountered financing p 
3f donor funding and partly b 
that are typically covered by r 

As government subsidies and 
below the required budget, 
continue operating the workshop. Seeing the beneficial impact of the 
woodcarving activity, the Olomouc municipality - already a supporter of P- 
Centrum programs - placed an order for sculptures for the city's newly planned 
wooden playground in 1999.'* P-Centrum then realized that there could be a 
viable market for the workshop's products and services. The organization began 
attending t~ade  shows and exhibitions to market its produck and sold sculptul-es 

- 8 . , to municipalities and private customers in an ad hoc manner. Nevertheless, P- 
Centnlrn continued to focus its fundraising efforts on securing donations, 
government grants and subsidies. However, the possibility to operate the 
workshop in a more business-like fasl~ion had emerged and P-C~ntium was on a 
constant lookout to improve its operations and finances. 

-, 
thout permis~ion o f  NES5T. 
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i lh 



[limiting Financial Retwnr Zo6 - for treater Success I 
Czech Reaublic I 

In early 2001, P-Centm staff members attended a NESsT social enterprise 
workshop. Since the organization was already selling its producls, staff felt 
excited by the social enterprise concept and the potential dNESsT's structured 
support to professionalize the self-financing of the workshop. P-Centrum decided 
to conduct a feasibility study and prepare a business plan in response to NESsT's 
call for proposals. 

B.2.l. NESsT and the NESsT Venture Fund 

NESsT operates the NESsT Venture Fund (NW) , a venture philanthropy fund 
which provides both technical and financial assistance (on a case by case bayis) to 
CSOs in Latin America and Central Europe to plan, launch, and develop their 
social enterprises. Social enterprises developed and supported through the NVF 
should demonstrate potential to be innovative models that can be replicated for 
maximum impact. 

The NVF is designed to demonstrate that: 
- CSOs can strengthen their organizational sustainability and mission impact 

through social enterprise. 
- Through a careful and well-planned enterprise development process, CSOs 

can reduce the isks of social enterprise and increase their chances of 
success. 

- Fundew can play an important role in supporting CSO financial 
s~stainabilit~. 

NEST uses the experiences and lessons of the NVF portfolio members to drive the 
development of the field by providing role models, replicable case studies and best 
practices. The process consists of two distinct, sequential stages: 

During five to seven months of intense coope.mtive work, WESsT provides on-going 
technical assistance and consulting advice to guide CSOs through the evaluation of 
their prospective social enterprises. The amount of assistance provided is 
approximately 30-full-time workdays. CSOs are provided with tools and training in 
organizational readiness for social enterprise, business plan development and 
sustainability planning. This assistance both helps to professionalize the CSO, and 
to evaluate the feasibility of the propmed enterprise. Each step in the process 
builds upon the previous one to deepen the level of analysis culminating with the 
development of a business plan. CSOs are assessed at the end of each stage to 
determine if they will advance to the next and are expected to take theinitiative to 
push through the entire process. 

Organizations that are selected t6 join the NVF later stage portfolio receive tailored 
multi-year (three to five years) support combining strategic, managerial, and 
financial support from NESsT and its coilaborating team of business experts and 
partner institutions. The amount of technical and financial assistance prwided by 

DRAFT Case Study: Not to be distributed, cited, copied or referenced witboat pmnissian of N B T .  





Limiting Financial Returns ,,-,,,her 2006 
for Greater success I 

Czech RerruMk I 

The other reason for an only partial cost-recovery target nras the specific nature of 
P-Centrum's employment model that viewed work for its therapeutic value as 
much as for its income-generating potential. Employing beneficiaries not only 
meant bringing in a stream of untied revenurn, but it also provided integrative 
and theiapeutic benefits to clients. This meant incurring additional "social costs" 
such as close ongoing s u p d o n  and coaching of the clients as well as lower 
productivity levels due to their limited labor capacities. As a result, PCentrum 
realized that it would be extremely difficult to fully recover costs of the workshop 
and decided on a hybrid fundingscheme which would include a subsidy 
component. 

AA for the target market ofthe venture, P-Centrum thought in primary customer 
would continue to be municipalities. However they also planned to diversify their 
customer base to include private customers. The product mix included life-size 
custom-designed sculptures and benches shaped like dachshund dogs. P- 
Centrum planned to produce the benches in an assembly-line manner to achieve 
higher efficiency. It also planned to offer after-market maintenance services. 

Although there were local woodcarvers in the Olomouc region, they were no 
direct competitors to P-Centrum, as they either focused on different types of 
woodcarving commissions (art restoration or unique sculptures for public areas); 
targeted different markets (one woodcarver had 90% of his customers from 
Prague and was not oriented towards Moravian customers); or had insuBiuent 
capacity (one or two carvers only) for larger commissions such as p l a p u n d  
orders. In terms of priang, P-CRnuum initially intended to price its producrs 
below those of comparable products in the markets, believing that a lower price 
might capture more customers. However, seeing that P-Centrum produced high 
quality wooden sculptures with unique designs, which would normally even cany 
a price premium, NESsT suggested the organization set a higher price, more 
comparable to the usual market rates 

To minimize the negative implications of a potential hilure of the venture. 
PCentrum also assessed the potential enterprise and mission risks and came up 
with mitigation strategies together with NESsT. In Ihe likelihood that P-Centrum 
was ever forced to shut down the enterprise, the plan was to help workshop 
clients search for newjob, offer volunteer opportunities, and allow clients to use 
the sheltered housing free of charge, or refer clients to other aftercare treatment 
facilities in Czech Republic. 

The careful planning process culminated in a bushless pla11, which was reviewed 
and endorsed by NESsT and members of the NESsTs Business Advisory Networks 
(BAN). By the end of 2001, P-Centn~m became a member af the later stage NVF 
portfolio. 

As a member of the portfolio, PCenb-um gained further access to the expert 
strategic, managerial and financial support and guidance of NESsT. P-Centnun 
also received its first Venture Gtant of USD 10,000, which was spent on further 
tools and equipment, training, as well as marketing and promotional events. 
Communication and exchange was regular and tailor-made: P-Centrum 
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C. t .  Growing the Enterprise and Managing the Double Bottom Line 

worked to further develop an appropriate sales strategy, pricing structure, clear 
production capacity and appropriate product mix. P-Centrum decided to diversif 
its products from the originally planned lawn furniture items and stand alone 
scl~lptures such as the dachshund bench to the construction of playgrounds. The 

- organization believed this would raise the awareness of the enterprise among the 
local communities and municipalities quickly. 

construct two playgrounds for Olornouc municipalities. pjaygroitnd projects ' 

however proved time-intensive, weather-dependent and required significant 
human capital. Because sculptures for the playgrounds were custom-designed and 

. , . ,  - - 
- 1 '  -- , 
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"When I started, I tried to 
colnmunjcate the necessity t~ 
earn money and self-finam 
the workshop. But  won after, 
I started to rake the conflict 
between sewing ow clients 
and becoming profitable ...* 

Just one year after P-Centrurn launched the woodcarving enterprise however it 
began to transpire that the two'objectives of the venture - mission and financial 
based - may potentially come into conflict. Having recently recovered from drug- 
addiction, most workshop clients lacked a regular structured routine in their lives, 
had limited or no previous work experience, and often suffered from complicated 
health, family and social situations. Because of these unique characteristics and 
needs, the workshop was limited by the type of products it could offer and the 
number of clients it could employ at any given time. 

hours or manpower would lead to an increase in production proved to be i n d d  
and inapplicable to ia enterprise. 

- Miloslava C., tcanomic 

Manager 2003-2005, during an 
interview in April 2006. 

Within weeks, overtime work started to take a toll on the workshop clients and the 
organization. Decrease in therapeutic effectiveness was observed as clients were 
not able to concentrate or attend required therapy sessions. Some workshop 
clients became ill due to mental and physical stress. On several occasions, 
workshop clients were not able ,?.attend or were late to the required group 
sessions because thy lyd  to hisEi'the assigned tasks at the w&&op. The 
Foreman in Fact decreases in overall productivity wi&~o~rttmc'work. 
Also, as the numbel- of workshop clients and their houni increased, the Foreman 
needed to spend more time on training and supervising new clients; therefore 
decreasing the individual attention he could give to each of them. Due to 
financial constraints, Pantrum could not hire an additional supervisor, however. 

This problem was not initially foreseen as the sheltered workshop had been 
previously running smoothly as an aftercare program activity. P-Centrum soon 
learned however, that the nornlal business assumption that increases in labor 

As market demand began to increase, operational constraints grew and P- 
Centrum found itself in a real dilemn~a. On the one hand, it became increasingly 
clear that if indeed the workshop was to operate according to the dictates of the 
market, that the increased workload would compromk the therayeutic.value of 
the sheltered work environment. The &en% would have to produce under stricr 
deadlines in order to honor all contracts. Doing this, however, would put the 
beneficiaries under undue stress and undermine the therapeutic goals of the 
workshop. Given its commitment to maintain the therapeutic benefits of work 
and promote the reintegration of clienls, P-Centturn could not allow this to 
happen. 

On the other hand, not bringing in a minimum level of revenues fiom the 
enterprise could jeopardize the whole endeavor. P-Centnun now had entered the 
real market, had orders to fulfill and clients to satisfy. Maintaining production 
levels was critical to enterprise success. Also, given the hct that P-Cenrrum would 
have to fundraise for any proportion of the workshop's budget not covered 
through self-financing, the real challenge now lay in finding the right and rdistic 
balance between financial and mission goals without severely compromising 
either. 

NESsT advised P-Centrum to concentrate on products with a higher profit 
margin, i.e. smaller items, These were easier and faster to pmduce and customize 
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productivity declined In a vicious circle this in turn led to decreased production 
and lowered morale. The therapists observed the deteriorating effectiveness of 
treatment and asked the Director, the Foreman, and the workshop clients to 
reduce overtime work. At times, the Economic Manager felt unable to fully 
convey the underlying necessity of self-financing and sustaining the enterpdse to 
the social staff and the Foreman of the workshop. The problem was further 
exacerbated by changes in key leadership positions of the organization. (See 
below, "Changing Leaderships* section) 

"When I staM I hied fa ~ n i c a t e  h e  raecmly 1.0 earn maney and seZj$name the 
workshop. Bui s m  a@, I s m d  to mike the conjht kern srnviprg oscr chats a& 
becoming pvfzkzbb.. . "- Miloslava C., Economic Manager 203-2005, during an 
interview in April 2006. 

Seeing that capacity issues persistently caused production bottlenecks, NESsT 
suggested increasing the capacity of the workshop. Employing regular workers 
(not clients who needed additional supervision) ihr;ls suggested. P-Centrurn did 
employ two 'outsiders" who were serving their civil service and at times 
cont~acted part-time regulars. It soon become apparent however that W n g n  
regular workers with clients defeated the primary purpose of the wo~kshop: 
providing a sheltered work environment with special individual supervision and 
Lherapeudc purpose. 

Seeing that even despite trying various alternatives the initial financial gaal 
proved unrealistic, PCenuzun revised its financial goal to 40% cost recovery for 
2004. During this year, partly fkom attempts to increase the workhop capacity, P- 
Centrum concluded that the optimum number of clients in the workshop at any 
given time with regular hours of work (and their given conditions) was around 
four. Accordingly, one of its social goals was also revised, limiting the number~of 
clients LO four at a time in order to maintain therapeutic &ectiveness while also 
achieving higher production efficiency. t 
P-Centrum re-developed its website and explored an innovative new 
fundraising/sales hybrid where foundations or corporate sponsors could buy the 
products to donate to schools, public parks o r  kindergartens. By buying P- 
Centrum's products at auctions or through direct order and donating them to 
schools, donors wodd help support a social cause and community development - 
and also benefiting PGentrum's social purpose business. 

In 2004, PCentrum used the USD 3,300 of NESsT unrestricted funding to obtain 
additional EU certifications and purchase further equipment for the warbghop. 
This year, P-Centrum developed new designs of small indoor sculptures and 
secured permanent display at hypermarkets and garden centers in Prague and 
Brno. It continued to professionalize t .  enterprise by developing on-line catalog 
for the workshop. They maintained the number of clients employed during the 
year at 13. This year the enterprise recovered 30% (384,870 CZR or EUR 12,000, 
or USD 15,000) of the workshop's costs and obtained EU certifications for 
another two sculptures. 
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revenue target the workshop was supposed to reach at 400,000 CZK annually 
. (EUR 14,000 or  USD 18,000), or appmxhately & ! %  of the workshop's 

- operating bydget~IJ4iwering the original plan o# :.p"F. ;,: 
ring 60% of h e  lhrorkshop operational C ~ S J  xd id . 

el from now on reeihed a much more realistic 2nd less 
rdellsome (at leas1 in  terms of production and sales) 

which also allowed maintaining therapeutic: I 

ness. This of course also tneant that fuddriiing 
efforts had to make u~ , fo r  the remaining pe 

h order to stabilize market demand, P-Centru 
continued with the revised product mix concentradag on 
smaller items with higher profitability and also kepj,; 
playground projects to one per year. Realizing that he)  
were not fullyrd131e'ro rneet increased demand comirlg. 
Rom urban &lluff,individuals -as their revised >?: ' . , - 

-:. gmarketing&mtegy was ihdeed producing increasing - * _ 
; Grders - P-Centrum again decided to concen t rad~f i?~  immediate region and 
1 ,: . .-: . 
- rnunicipali&es and public institutions as the main targCt customers. The - w~ttum's workshop fara 

' prgar~iz.liy+rpfocused marketing efforts towards building long-term 
relationshipss~th schools and kindergartens and partnerships with hypermarket$ 
and gardR&ters. ".- +%.- At NESsTb suggestion, P-Centrum revamped io workshy 
catalog LO iridude'a full range of color photos and product descriptions. P- 
Centrum determined that it was more costefficient to market to municipalities , 

because this way the organization could rely an their existing contacts and .+ 
reputation. In addition, municipalities would 4- indirectly help P-Centrum to ' 
market its products by encouraging schoolsand kindergartens to purchase them. 

-4 , 
1 14:. 2 . ' To funhersmooth out the fluctuation in operation and production, P-Centrum 

53. also started accepting people w h o  were serving drugrelated alternative : . p? - . ;, . ! 
correctional sentences to work in the workshop. If orders still exceeded the' ' 

89 2, - 
-. 
' 2 .  

production capacity of the workshop, P-Centrum would not ask workshop elie,n'ts 
- .A 5tr;c< - to work overtime but rather hue former staff or workshop alumni to help I ,  

complete the orders. Neither of these strategies undermined the shelteredAYdig* 
nature of the wu~kshop. ) . I  >$a c :.a . 

.- 
Cart * Not 

. Y! 
7- +I 



Further complicating a resolution to the production versus treatment issue were 
repeated changes in the managemefit of PCentrum. The founding director of P- 
Centrum, Dusan D. and the first Economic Manager, Pavel N., worked in tandem 
to develop the workshop and later on to turn it into a social enterprise. They 
were both aware of the therapeutic and financial potential of the venture, but 
could not foretell where the compromise point between these LWO goals would 
meet. 2003 saw the first leadership transition, with Radmila H. coming in as new 
Director, and Miloslava C. caking over from Pavel N. as Economic Manager. The 
new Director had more background in economics than her predecessor, but no 
previous experience in the nonprofit sector. Accordingly, the new Director 
together with the Economic Manager put more emphasis on achieving the 
financial goals to e n m  continued operations and managed the organization in 
a more business-like manner. The organization's structure and reporting system 
became more hierarchical and the stafFcompensation structure was also 
modified. 

"If& that my wonk ruas m k d  Th ww Dtncm did laot mdestund our purpose atad 
foctisGd on nrakdng moneyd I wanted to leave.. . " - the Foreman during an interview in 
April 2006. 

At the same time, the new Director did bring her previous business expertise and 
contacts to P-Centnun, which was instrumental at the time given the decision to 
shift marketing efforts and enter urban markets, targeting individuals and 
corporations. 

Nevertheless, sta f f  felt that the organization became less transparent and internal 
communications suffered. The Foreman and some of the therapists felt they had 
lost a sense of purpose, were unmotivated, and wanted to leave the organization. 
However their commitment in serving the clients convinced them to stay and 
continue their work. 

"Ilikcwonkingrdh wood ondppople. 'Tkis is Iheht job formekameIcan zuorR wi& 
wood and nLFo help other@u$Ic. .. "- the Foreman during an interview in Ap~il2006. 

In 2005, P-Centrum went through another leadership transition getting yet 
another Director as well as a new Economic Manager. It was the second 
major leadership transition at P-Centrum within two years. The third 
Director, D a p a r  K. had CSO management experience with a background in 
counseliag and therapy and had worked a t  P-Centrum in the past. The new 
Economic Manager, Bozena V., came from a marketing background and had 
no experience working in the third sector. Miloslava C., the previous 
Economic Manager who cultivated an excellent relationship with all staff, was 
invited to Join the Board of Trustees. 

It was the first time that P-Centrum had a Director that had prior management 
and counseling experience in the nonprofit sector. Because of her previous work 
experience at PCenmm, she was familiar with its past organizational challenges 
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A p-~ekrurn client at work in 
the sheltered workshop. 

* to-financing leveraged 
by NESsT from other 
donors Invested directly 
.in the soda1 enterprtse. 

-'Cimitlng Financial Returns ,-,ecembei 2006 
;& for Greater ~uccesr I 

bectlon u. N tss I 'S value-~aaea ana tne 
: n r i 3 f  E n + n v n r : c a  Imn3r+ 

P-Centrum approached NEST in 2001 seeking support to turn its woodcarving 
activity into a self-sustaining enterprise. NESsT has been instrumental in 
expanding the workshop and building the strategic, managerial and operational 
capacity P-Centrum needed to operate it. Initially, NESsT guided P-Centrum 
through the process of evaluating its organizational readiness for social 
enterprise, of setting and c t a w n g  mission and financial goals, and researching 
and writing a feasibility study and a business plan. Wlth NESsT's tailor-made 
capacity-building, planning and financial support, P-Centrum evaluated the 
viability and long-term sustainability of the planned enterprise; studied the 
market demand and competition; built a separate workshop and improved the 
production process, revamped financial management systems, and developed 
initial product mix. NESsT also provided the unrestricted funding that was cnicial 
in launching the enterprise. 

In order to reach the expanded venture's original goal of 60% cost recovery, P- 
Centrum developed a strategic plan including marketing and sales strategy, 
professionalized its cost and risk management as well as marketing efforts, and 
harmonized the venture's mission and financial bottom lines under NESsT's 
guidance. At the launch of the enterprise, P-Centrum adopted the IWSsT 
Performance Management Tool (PUT) in order to set goals and indicatorr and 
to track and manage the process of enterprise development and implementation. 

Since the launch of the social enterprise, the workshop has seen an increased 
number of clients with an increased rate of reintegration and a correspondent 
drop in relapsing beneficiaries. The product mix as well as customer base have 
been diversified. The organization consolidated the development of a committed 
staff, and improved its governance structure. A balance between business and 
missiondriven mindsets has been reached: priorities that at times seemed 
conflicting in the past have been reconciled. Furthennore, P-Cenuum 
successfully diversified its revenue base and with additional donors gained 
through increased national and international visibility, improved reporting and 
monitoring capabilities, and management capacities. Almost five years of NESsT's 
individualized support prepared P-Centrum for autonomous operation and 
facilitated the organization's smooth exit h m  the NVF portfolio in 2006. 

Table V: NESsT Investment 

Capital US0 24.872 

Capacity-Building US0 48,300 

Leveraged Capital* USD 6,172 

TOTAL USD 79.344 
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wiN never be cornpletety self- 

financed. tt has to be social 

enterprise but primarily soda1 
only then enterprise. Our 
sodat mission must be met 
fird' 

- Dagmar K., Director, during 

an interview In April 2006. 

- 

"We know that the workshop Even though overall figures remained under projections, there was an increase in 
sales volume over the years. The initial goal of 60% cost-recovery was revised to 
40% and is planned to be maintained at this level. The management views this as 
the maximum attainable level without compromising the treatment potential of 
the sheltered work environment. Both therapeutic and productive efficiency is 
higher than hoped for, even with this smaller number. Sales figures stabilized 
around half a million CZK (in both 2004 and 2005) or about 67% of total 
organizational revenues. 

- 
An ongoing risk for P-Centrum's operations is the cost-recovepry nature of the 
enterprise. The organization continuously needs to raise fiinds to cover workshop 
expenses. Therefore PCentrum constantly seeks out wdp to cut costs, for 
example, by looking for employment subsidy programs. m e r e  is consensus that 
management has an increased awareness of potential risks, as shown by the fact 
that they have already identified a potential funding gap after the expiration af a 
current European Social Fund grant. The organization's ability to anticipate and 
mitigate against potential risks has increased. 

Soclal Change Impact 

Highlights: 
- more than doubled number of clients worklng in enterprise from six in 

2001 to an average of 12-15 by 2005; 
- percentage of youth who successfully reintegrated into society and found 

regular employment after leaving the .workshop reached 50% by m.3 and 
has remained around and above that figure ever since. Given higher 
numbers of clients in the workshop, this meant an absolute increase in 
employment levels; - percentage of clients who abandoned their previous lifestyles of crime and 
addiction has reached and stayed around 85%. - increased visibility and acceptance of people with drug problems through 
workshop as well as other activities inspired by its success. 

AChiewJwrt of mission gocrCs 
P-Centrum strongly believes that the workshop achieved its mksion goals: it 
increased the rate of successful ~eintegrahon of clients into society, as well as 
provided beneficiaries with new skills, which help them reintegmte in the regular 
job market. Approximately 10-14 clients work in the workshop each year for 
periods of three to six months maximum. P-Cmtnrm~has also been able to 
provide wages that are 15-30% above the minimum wage for its beneftciaries, 
exceeding &WPS> another original goal. 
C ' ,  

" I t s ~ ~ ~ ~ l e d a s a h Q b ~ ~ ~ a g v .  Itislikega7dening $8nwm9~pwadamagd 
JEaver; smeIi7nes it bloonrr again or muy whilher hway. Tips k t  i a q ~  of r k p b  is what a 
partzsnrlnr& tough client unnes baGk a/ter 1 k  ar facryem, a d  he is cbmp&.dy oa his f& 
He has a @job."- ;I therapist during an interview in April 2006. 
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by talking to children, or help out with renovations at the center. 

which runs a primary prevention as well as a successful aftercare program with a 

disseminating their experience, best practice and lessons learnt. 

d performance monitoring, 

- improved human rewurcea rnapagement and governance structure, 
attracting and retaining key staff; 

- increased strategic and pbning capacity integrating all elements of F 
Cenmm's wide array of services; 

- introduced sustainabiliy pdicy requiring new programs ta have a self- 
financing component in revenue mix. 



, (Limiting Financial Returns ~~~~~k - 
w for Greater Success 

, Qech Republii 

I W d e v e l c l p r n e n t  
In terms of infrastructure, the workshop strengthened the organization by 
securing several assets. The workshop has another building on long-term lease 
with the local government as well as numerous tools and equipment to help run 
the workshop smoothiy. The old venue for the workshop - adjacent to the P- 
Centrum building - was converted into an activities room for the primary 
prevention program. 

H u n a f f ~ e s o t r r r x ? ~ o n d ~ -  

P-Centrum's social enterprise also made a huge impact on stakeholder relations. 
P-Centrum has signrficnndy strengthened relations with its donors (old and new) 
and the municipality (see footnote 9). Human resource management has 
undergone major changes too, becoming more flexible and perforinance 
oriented. ISvo main goals have been articulated: 1) retention of quaIity staff and, 
2) increase in staff satisfaction and team stability. 

Recently P-Centrum switched to renewable defined-term contracts for most staff 
members, retaining the long-term regular employment conuacts only for a few 
key staff members. This way the organization is able to pay higher salaries to both 
workshop staff as well as organizational staff, while also reducing fixed costs. 

Motimting staff and fostering perscmal development is key to P-Centrum's hture. 
Employees are sent to seminars or the organization supports them in their studies 
(two employees are now pursuing university degrees with organizational help). 
Three key former staff (among them the first and second Economic Managem) 
were invited to the Board to continue contributing their skills and experience on 
P-Centrum's behalf. Half of the seven-person board consists of people who have 
had management experience at P-Centrum and are familiar with the organization 
and its operational challenges. The Board has also achieved a balance between 
members with business and nonprofit backgrounds 

. . -- 
Thanks to the woodcarving workshop, P-Centrum has become more efficient and 
entrepreneurial. It has become a policy that each program has to have a self- 
financing component in it9 revenue mix. The organization learned to use 
management and financial tools not only to monitor its performance but also to 
think strategically and plan long-term. The organization started using the PMT 
and developing strategic plans for other programs as well. In 2003, P-Centrum 
was able to put its entrepreneurial skills to use by establishing the reashop 
enterprise to contribute to the financing of the Gallery. 

Zutentalwanntul* 
The organization also realized that it needed to increase collaboration and 
communication among staff, management and tlre board to better understand 
and manage the relationship between sales, therapeutic treatment, and the 
workshop clients. The therapis@ hold a weekly joint meeting with the Economic 
Manager, the workshop clients and the Foreman to assess the progress of 
workshop clients from all relevant angles. The meeting serves to provide updates 
on upcoming workload and clients' work-related rehabilitative progress on the 
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the other. The 

Financial Sustainabllity 

op+rational expenses or 

xganiaational revenues. 

Dependence on government sources (Ministries) has sirnultat~eously been 
reduced from a b u t  70% to 55-60% of organizatior~al revenues as the funding 
rnix diversified. A condition for the continued support of Ministries is the 
certification of services, a process that P-Ceutrum is currently undergoing. 

As a result of revenue from the enterprise the workshop could renovate old . 



P-Cenhrm I NESsT 
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furnishing for the sheltered accommodation at the center. Plans for the furure 
include buying a building, which would be used for expanded sheltered 
accommodation for cfients. 

F d -  
As already mentioned, the NESsT PMT and other financial planning tools were 
used to evaluate feasibility of new projects that the organization has considered 
undertaking. Indirectly, as financial information was readily accessible, I?- 
Centru~n was able to reduce time required for grant writing and improve the 
organization's chance of obtaining grants. This ability also proved instmental in 
applying for and successfully getting funds from the European Union's Social 
Fund. 

ummary 

Bringing a business to profitability is dficult under any circumstances. 
Experience suggests that it can even be harder in the case of social enterprise. In 
general, a for-profit enterprise has thq single and most important goal of 
generating profit, On the other hand, a social enterprise must meet borh social 
and financial bottom lines, p.articularly in an employment model, that employs 
the very beneficiaries of the CSO. PGentrun's social enterprise is a classic 
example and as such demonstrates vividly the potential difficulties and solutions 
in such circumstances. 

The workshop's operational constraints brought to Light the tensions between 
social and financial goals. PCenwum faced the dilemma of compromising 
treatment effectiveness and relationships with the beneficiaries versus 
compromising relationships with its customers and the reputation of its 
enterprise and the organization. The key challenge lay m finding the right 
mixture of therapy and income-generation without compromising either 
objective. 

NESsT's assistance and ongoing consulting helped P-Centmm to balance the 
double bottom line. Together the organizations recognized that the financial 
goal of the woodcarving enterprise was limited by the impact of workhop 
clients' unique characteristics and NESsT advised P-Centrum to explore a 
different product mix and marketing strategy. NESsT also encouraged P- 
Centrum to price its products higher than comparable products on the 
market while focusing on building i ts reputation as a high quality hand-made 
wooden sculptures producer. 

P-Centrum was ambitious when it set both its financial and mission goals for the 
workshop. The organization remained attentive to the challenge of meeting both 
goals and eventually decided to readjust them. organizations, especially the ones 
that plan to employ their own beneficiary group, should set clear but flexible 
goals that can later be adapted to the realities of the business while also taking 
into account special circumstances of employing clients. 
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More importantly, tne .e should 
underlying assumptions and primary objectives of the venture, so that strategy can I R 
be fine-tuned to keep the common vision intact. To achieve this unity, r p r c  
emphasis needs to be placed on involving all key staff in the enterprise.'. .-' 

I 
development process, make sure everyone develops ownership over the 

nned venture. "%* 

Turthermore, cost-recovery models also require more careful and conservative 
~lanning. In this case, every penny below planned income would increase the 
need to find sources of funding that could otherwise be used for other purposes. 

n the case of P-Centrurn, the normal business assumptions were not applicable to 
enterprise. Increasing demand did not necessarily translate into increased 

production and in turn into increased sales. However, a strong commitment to 
achieve its social mission and NESsT's guidance led P-Centrum to evaluate other 

Challenges that could threaten the sustainability of the woodcarving enterprise 
are still evolving. P-Centrum's ability to stay vigilant of external pressures and 
develop strategic plans is crucial in mitigating these risks. To counter potential 

light of a realistic assessment of the market; improving overall organizational 

Through the enterprise, P-Centrum has not only directly benefited its clients bur 

interview in February 2006. 

, . 
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Exhibit 1: Map of the Czech Republic with Olomouc 

Exhibit 2: Cannabis Use Amongst School Population (aged 15-19) 

Czech Repubk 43.6 

Slovak Republic 35.5 

Hungary 35.5 

Germany 33 

Belgium 33 

Slovenia 28.3 

I United Kingdom 1 27 I 
I France 1 21 1 
Source: European School Survey Project on Alcohol and Drugs (ESPAD), 2QQ3. 
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