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Background Information

Luton Dunstable Partnership

Luton Dunstable Partnership (LDP) was formed as a regeneration partnership in 1995 to
serve the Luton, Dunstable & Houghton Regis Conurbation in the East of England by
developing partnership working and supporting the regeneration of the area through
regeneration funding.

LDP is currently responsible for regeneration projects funded by European Union Structural
Funds (Objective 2) and Single Regeneration Budget (SRB) to a value of over £4.9 million
during 2004-05.

The Capacity Building Project

LDP successfully tendered to Jobcentre Plus to run an ESF (European Social Fund)
Capacity Building Project. This Project is focussed on voluntary and community groups
across Bedfordshire and Luton who work with people who are out of work or unemployed.

The main features of the project are around building groups’ capacity to manage and deliver
projects which benefit the unemployed through providing training and networking
opportunities. The Project Manager will work with groups using a capacity building tool kit
which will help to identify key strengths as well as areas for development to enable groups to
manage themselves effectively, develop and action plan and support groups to implement
the action plan. The project will also create training and networking opportunities to enable
groups to develop management and project delivery skills.

This Tool Kit focuses on the importance of a Funding Strategy and addresses key aspects of
the funding strategy which voluntary & community organisations may find useful and relevant
to their situation.

The document concludes with a sample Strategy Document. This Tool Kit and Sample
Document should not be seen as “one size fits all” approach, but rather as a guide to
exploring what is most appropriate to each organisation.

LDP recognise that this Tool Kit is not, nor is it meant to be seen as a definitive guide and
that any funding strategy must be tailored to the needs of a particular organisation and that
through the many Voluntary Community Sector Infrastructure Organisations there are other
useful documents and training available.

Contact us:
For more information about the Capacity Building Project or support for your voluntary
community organisation:

e-mail: rob.burton@luton-dunstable-partnership.org.uk
Phone: 01582 415472
Website: www.luton-dunstable-partnership.org.uk



DUNSTABLE
PARTNERSHIP

Developing a Funding Strategy

OVERVIEW

Brief description
In this toolkit you will find:
= Adiscussion about why there is a need for a funding strategy.

= [nformation about what is required for a successful funding strategy (Prerequisites for
a successful funding strategy). This contains ideas about what you need to put in
place in your organisation in order to be able to plan a successful funding strategy.
You will need to think about the basics of planning, budgeting, financial systems,
your public image and values clarification.

= A description of a number of strategic options for funding your organisation, including
funder funding, income generation, member fees, fundraising from the general public,
investments and careful spending.

= Some ideas for preparing a strategy document.
= Some ideas for making the strategy work.

We hope this toolkit helps you to make your organisation more financially sustainable and to
ensure that it has some financial independence.

Why have a toolkit on developing a funding strategy?

The toolkit will help you to develop a process for ensuring the financial sustainability of your
organisation. We believe that thinking through a funding strategy for your organisation in a
systematic way, and writing that strategy up as a basic reference document for the
organisation, will help you towards gaining financial sustainability. If you use this toolkit in
conjunction with other toolkits, you will increase the capacity of your organisation to plan for
sustainability, and to generate the funds needed.

Who should use this toolkit?

This toolkit is aimed specifically at people who have not developed a financial strategy
before. Perhaps you have not been involved in running an organisation before. Or perhaps
your organisation has managed without a strategy but now you realise that, to survive, you
need a strategy. Where once it was enough to have a few loyal funders, now the funding
field has become more complex. Funders increasingly expect organisations to look at
alternative ways of generating finance. If you are in a situation like this, then this toolkit will
be useful for you. The Toolkit looks at a number of areas, not all will apply to or be relevant
to your organisation; however, time should be spent thinking about why these areas are not
relevant to you before you move on or ignore them.
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When will this toolkit be useful?
This toolkit will be useful when:

= You have done the strategic planning for your organisation, as well as your action
planning and budgeting, and now you need a multi-sided plan for generating the
funds you need to support your plan.

= You want to show Funders that you are moving towards financial sustainability and a
degree of financial independence.

= Funders ask you what your funding strategy is.

= You want to ensure that your organisation will survive in the long-term.

A site map to guide you around this toolkit on Developing a Funding Strategy is contained on
the next page.
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BASIC PRINCIPLES
THE NEED FOR A STRATEGY
Why do you need a funding strategy?

You may feel that you don’t need anything as fancy as a “funding strategy”. Really, all you
need is a good funding proposal and the names of some Funders you can send it to.

If that is so, then you are in a fortunate and unusual position in the funding world. Today,
most voluntary & community organisations need a funding strategy that includes a number of
strategic options for funding, rather than just funding from Funders. In this section of the
toolkit we look at:

» The contextual reality in which voluntary & community organisations now have to
raise money.

» What it means to be financial sustainable.

» What it means to have financial independence.
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CONTEXT

We live in an increasingly complex world. Part of that complexity relates directly to the inter-
relationship between the haves and have-nots in both developed and developing countries.
This inter-relationship is something most of us who work in voluntary & community
organisations are only too aware of for our own local community. It is an inter-relationship
that is often characterised by great need on the one side (our organisations and our work)
and limited resources on the other (the funding partners). Although the relationship may be
a partnership, unless voluntary & community organisations develop some independence, the
partners are not equal.

Why do Funders fund development work?

Funders (whether charities, trusts, corporate, government, lottery or private individuals)
have to balance conflicting needs, their own agendas and the need to show good
“development returns” or economic returns on their investments. Their concerns may be fit
closely with your organisations agenda or they maybe keen to support work with a particular
grouping in society or address a particular issue. What ever criteria for support an
organisation with funding, they will want the best value for money spent.

What does this mean for voluntary & community organisations?

Firstly, it means that you are competing with other voluntary & community organisations for
resources. Some funders believe that their money is better spent on strategic, umbrella or
wider-area initiatives than smaller community based ones and exclude voluntary &
community organisations working in one particular neighbourhood. Partnership between
voluntary & community organisations across Bedfordshire & Luton will enable organisations
to realise funding opportunities from these funders.

Secondly it means that Funders want to know that there is likely to be a useful return on their
money, even if they cannot continue to fund your work indefinitely. They want to be
convinced that the work is sustainable, with or without them.

Thirdly, it means that Funders want to know that those activities they fund are cost efficient
and cost effective. (see Glossary of Terms)

If you put these three together, you can see that, as a voluntary & community organisation,
you need a funding strategy that shows Funders you are worth any investment they make in
you. And you need a strategy that gives you some independence from any one funder or
funding source. This strategy must make it likely that:

= Money invested will be well spent to achieve development goals;

= Your organisation will survive even if and when any particular funder or group of
Funders no longer fund it (financial sustainability); and

» Your organisation will be able to achieve some level of financial independence
particularly where there has been a history of funding from only one or two sources
eg local authority grant aid etc.
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FINANCIAL SUSTAINABILITY
There are many different ways of understanding what “sustainability” means in a
developmental & project context.

What does sustainability mean?

Benefit sustainability This means that the benefits of project work or organisational

development continue to be felt by communities and
individuals, whether or not the project or programme continues.

Organisational sustainability This means that the organisation is able to continue to do its

work when projects come to an end. It has a vision and a
financial and organisational infrastructure to support the
achievement of its vision.

Financial sustainability Financial sustainability is part of organisational sustainability.

It has to do with the ongoing ability of the organisation to
generate enough resources to work towards its vision.

What makes an organisation sustainable?

In order to be sustainable, an organisation must:

have a clear strategic direction;

be able to map its neighbourhood, community or context to identify opportunities for
its work;

be able to attract, manage and retain competent staff;

have an adequate administrative and financial infrastructure;

be able to demonstrate its effectiveness and impact in order to lever further
resources;

develop effective partnerships with other voluntary & community organisations as
well as Statutory Bodies eg Local Authorities & PCTs, and,

get community support for, and involvement in its work.

What makes an organisation financially sustainable?

To be financially sustainable, an organisation must (in most cases):

have more than one source of income;

have more than one way of generating income;

do strategic, action and financial planning regularly;
have adequate financial systems;

have a good public image;

be clear about its values (value clarity); and

have financial independence.

In other words, the organisation needs a strategy for financial sustainability.

In the next section we look at what is meant by financial independence.
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FINANCIAL INDEPENDENCE
What is financial independence?

Financial independence does not require that an organisation be 100% self-funding
(financed completely from income it earns). It does require that an organisation is not wholly
dependent on one source for its funding. A mixture of different sources of funding is needed.
This will most likely include funding from charities & trusts, and possibly contributions from
private individuals or business.

An organisation has financial independence when:

» jtis able to make its own decisions about how it generates and spends its funds;

» itis able to reject “strings attached” funding because such funding does not fit with its
values;

» itis able to make its own decisions about how much to pay its staff.

Very few voluntary & community organisations have complete financial independence. They
are always accountable to stakeholders for how funds raised are spent. What they should
be aiming at is the ability to survive without compromising their vision or their values. This
won’t happen if, for example:

» The organisation relies on only one major funder, and the withdrawal of that funder’s
support will mean the end of the organisation. What if the funder insists that the
organisation pay salaries that are so low they will end up compromising the quality of
the work? What if the funder expects the organisation to follow the funder’s agenda
at the expense of its own?

= The organisation relies only on strategic Funders who may change their funding
priorities at short notice.

= The organisation relies entirely on earned income and has to do work that generates
income, irrespective of whether or not it fits with the values or vision of the
organisation.

= The organisation spends money in a way that is not cost efficient and cost effective
(see Glossary of Terms), and so wastes its resources.

The best route for an organisation to go if it wants financial independence is to develop a
funding strategy that ensures maximum independence from any one source of finance.
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PRE-REQUISITES FOR A SUCCESSFUL FUNDING STRATEGY

A successful funding strategy requires some preliminary work. Before you can develop and
write up your strategy, and before you can implement it, you need:

an organisational strategy and plan;

an organisational budget;

financial systems;

a good public image and visibility;

value clarity — a clear understanding of the values of the organisation, values which
cannot be compromised by the funding strategy.
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PLANNING

There are other toolkits available that deal with planning in detail (See Overview of
planning; Strategic planning; and Action planning). Here we want to remind you about
the aspects of planning that are important for the development of a funding strategy.

What aspects of an organisational strategy and plan must be in place before you
develop your funding strategy?

* You need to know where you are now. This should include general strengths and
weaknesses, as well as specific financial strengths and weaknesses. It may be
helpful to do a SWOT _Analysis. The LDP Capacity Building Tool Kit will also be a
useful tool in establishing this.

Some useful indicators against which to measure your current sustainability situation are:

o total number of Funders — you need a reasonable number and spread, but not so
many that you spend all your time reporting;

o ratio of large funders (ie whose criteria is over £10k) to small funders (under £10k)
and funders who give funding for up to 12 months and over 12 months

a earned income — you need to earn a reasonable percentage of your income (what is
“reasonable” will depend on the nature of your organisation and the work it does) to
ensure that you are not totally dependent on Funders; for some voluntary &
community organisations this may not be something they have explored before.

o keeping overhead expenses as low as possible — this means you can do the work,
but your core costs are kept low (not more than 15% to 20% of total expenditure);

a the amount of money you have in reserve — you need to build up a reserve fund
which can earn interest and give you a buffer against financial crises. A sound
organisation should plan to create a reserve each year of between 5-15% from its
total income.

* You need to have a clear organisational vision and mission, and a strategy and
action plan for achieving them. Your funding strategy must support your
organisational strategy. You need to know what you plan to do and how many staff
members and other resources you need to do it, before you work out how much
money you will need and how you will get the necessary finances. Too often
organisations base their resources around short-term project funding.

* You need to know what your priorities are — what are the most important plans and
activities that must be financed even if nothing else is?

11
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How do you go about prioritising?
Prioritising
What is prioritising?

You prioritise when you decide what is most important, what needs to be done, and done
soon, even if nothing else is done.

Step 1: When an organisation does its planning, it works out what it would like to achieve.
This is a full list of all things it would like to achieve.

Step 2: Then, from this full list, it needs to work out what, at the very least, it will do. These
are the things that need to be done if the organisation is to justify its existence at all.
This may involve prioritising certain projects or certain activities within projects.

So, for example, an environmental organisation might decide that, at the very least, it
must run a campaign in schools. Within that, it may decide to prioritise certain
schools because its emphasis is on building relationships with the schools whose
highest catchment figures are from a particular neighbourhood. Or it may focus on a
particular school to add value to what that school is already doing to address
environmental issues.

There are different ways of deciding on priorities. All of them require an
understanding of the problems being addressed by the organisation, the causes of
the problems, the organisational strategy for addressing them, and of what the
organisational values are. Once these issues are clear, you could:

= vote at a Board/management committee on priorities;
» debate within the organisation including Board, staff, volunteers and
clients/users until consensus is reached.

Some questions to keep in mind when you are prioritising are:

= What are the things that must be done if we are to make any progress at all?

= What can be done relatively quickly and cost efficiently, but still make a
significant impact?

=  What must be done if we are to keep promises made to communities and
other stakeholders?

»  What must be done before we can do other things that are priorities?

= What obligations to existing funders must be met ie outputs, outcomes etc

When you know what you want to do, and what the most important things are that you need
to do, you are ready to do your budgeting.

12
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BUDGETING

The key tools for integrating financial management into the overall work of your organisation
are:

= the funding strategy; and
= the budget.

You cannot have a funding strategy if you do not have a budget.

What is a budget?

The budget is the document that translates plans into money. The money in your budget is
what it will cost the organisation to implement its plans, and what it will need to raise or
generate to cover these costs. In other words, both income and expenditure.

The budget comes directly out of the activities you have planned as part of your strategy to
achieve your vision and mission.

Stages in drawing up a budget:

1.

Use your activity plans to work out what the main headings in your budget will be. You
might decide to have a heading “training” or “publications” or “Project A” with sub-
headings in it. Under each heading or sub-heading, list line items. Aline itemis a
specific expense under the heading. So, for example, under “training”, a line item might
be “salaries” or “trainer fees”, or “printing” or “consumables”.

At the same time, work out where your money is likely to come from so that you have
income headings as well as expenditure headings. Headings here might be “Funders”,

" ” o«

‘earned income”, “membership fees”, “sale of publications” ,etc.

Work out how much each line item is likely to cost. You can do this on the basis of
information available (e.g. current salaries, costs of printing, etc) or on estimates based
on expected increases. For income estimates, look at promises, possibilities, previous
experience, anticipated changes. Make notes about how you arrived at all these
amounts and keep them filed for future reference. If you are basing costs on the
previous year remember to factor in a & increase to cover inflation and cost a living
increases to salaries.

Check your budget. Is it added up correctly? Have you left anything out? Have you
allowed for inflation? Show it to others to get feedback. If you produce your budget in a
spreadsheet you can easily make adjustments and use formulae to make calculations for
you.

Anticipate questions that staff or Board members or Funders might ask and attach
explanatory notes where an item might cause concern to them.

Get approval from staff and the Board for the budget. This may require prioritising and
reworking the budget.

13
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Some of the items that are typically included in an organisational budget are:

» staff and other personnel you might contract, with their salaries and benefits;

» Organisational costs such as lights, water, insurance, postage, telephone, and rent
etc;

= capital costs for new equipment and other physical resources needed to support the
work;

» development & training costs for your staff and for the organisation;

= operational costs for doing the work (e.g. travel costs, materials development,
printing).

If the work runs over more than one year, and/or if you intend asking Funders to fund it for
more than one year, then you need to do projections for future years as well.

We suggest that you prepare at least two versions of your budget. In the next section we
look at the options you should include.

14
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Options
Some organisations prepare several versions of their budget. Possibilities include:

= A survival budget — the bare minimum needed in order to continue functioning and
to justify the existence of your organisation.

» A guaranteed budget — this reflects the amount that is guaranteed income.

= A probable or working budget — this reflects what the organisation confidently
expects to raise or generate.

= An ideal or optimal budget — this covers more ambitious projects and programmes
that the organisation hopes it will be able to support.

Within these options, budgets can also be broken up into project budgets.
Usually it is enough to have two versions of your overall budget:

= the ideal or optimal budget; and
» the working budget based on what the organisation confidently expects to raise.

These two budgets give you:

*= a minimum target; and
= a maximum target.

Your funding strategy should be based on having to achieve the minimum and planning to
achieve the maximum.

It is quite acceptable, and even desirable, to share both targets with key stakeholders. This
should be done in the context of a funding strategy which shows the practical steps you are
taking to achieve the targets.

In order for your budget to be a useful management tool, you also need financial systems for
monitoring income and expenditure.

15
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FINANCIAL SYSTEMS
What are financial systems?

Financial systems are the systems you put in place to record income and expenditure, and
to monitor income and expenditure. You need good financial systems to know whether or
not your funding strategy is working, or what parts of it are working and what parts are not.

At the heart of good financial systems are good bookkeeping systems. Here we summarise
some of the main points:

A bookkeeping system must provide information that is:

relevant (tells you what you need to know);

understandable (tells it to you in a way that you can understand);

reliable (gives you information that is correct);

complete (gives you all the information you need to know);

up-to-date (tells you what your financial position is now);

consistent (provides information that can be compared with information from previous
months and years);

= acceptable to external organisations (in particular to auditors & Funders).

A bookkeeping system must also provide an early warning system. It must be able to tell
you when your funding strategy is not working. This may mean:

warning you that you are spending too much;

warning you that you are not meeting your income targets;
warning you that a cash flow problem is looming;

warning you that there is misuse or abuse of money taking place.

If your financial systems meet these requirements and you have good financial policies in
place, then you should be able to develop, implement and monitor a useful funding strategy.

16
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Policies
What are financial policies?

Financial policies guide an organisation so that it can run an efficient, honest and
accountable finance system.

An organisation needs financial policies that cover the following:

opening and operating bank accounts;

budgeting;

non-budgeted expenditure;

petty cash;

receipts and deposits;

acquisition and disposal of fixed assets;

payments and cheque requisitions;

use of private motor vehicles;

travel, subsistence & travel allowances for staff, volunteers & beneficiaries

It is usually the Board/management committee of the organisation that decides what policies
are needed and what they should be. In order to implement a funding strategy, you need
appropriate policies.

17
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PUBLIC IMAGE (Marketing)

Whatever strategies you include in your overall funding strategy, it is likely that their success
will depend on the effectiveness of the public image your organisation has. Effective public
relations is an important part of producing income in any voluntary & community
organisation. Your public image is your key tool for marketing or promoting the organisation,
whether it is to large or small Funders, clients, members or potential members or private
individuals looking for somewhere they can do some good. No-one will think of you if you do
not have some kind of public profile. And you want that public profile to be a positive one
with the people who count — your potential target groups.

Your public image is not something you create with a one off event. It is a combination of
many small activities from how staff & volunteers answer the telephone through to your track
record in terms of work.

How do you go about creating a positive public image for your organisation?

Here are some ideas for creating a positive public image to support your funding strategy:

= Have a recognisable logo.

» Have a vision and mission which you can “sell” to the various target groups that
might support you, and have a clear strategy, one that people can understand, for
achieving your vision and mission.

» Don’t compromise on values — your values are what “sell” you to many of your
stakeholders.

» Know your neighbourhood or client/beneficiary profile and where support might
come from.

= Know your supporters well. Everyone has an agenda, whether it is philanthropy or
development or economic advantage. You need a public image that appeals to a
wide range of agendas.

» Make information about your organisation available in easy-to-access formats,
including interesting and attractive annual reports, pamphlets, posters, a website,
through satisfied clients, open days and the media.

» Use the media — not only by paying for advertisements, but by doing newsworthy
things and making sure the media knows about them. And remember that there is a
range of media to use — magazines, newspapers, radio, television.

» Get your staff on your side — make sure that all staff members understand how
important their role is in winning support for the work of the organisation particularly
when they are at events representing your organisation. For example, can staff and
volunteers talk confidently about other work your organisation is involved in or the
issues which influence that work? If, when they meet a person of influence, they only
talk about the “weather” is this the best way of promoting what you do?

It is useful to have someone in the organisation who focuses on developing a positive public
image for the organisation. And remember that every person who speaks about your work
with enthusiasm, either from inside or outside the organisation, is a public relations
spokesperson for you. Consider a training event or an exercise which can be used in place
of a team meeting.

In the next sub-section we look briefly at some marketing issues.

18
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Marketing

As a voluntary & community organisation, you may be uncomfortable with the idea of
“marketing” yourself and what you do. Don'’t be! Whether it is to Funders, clients, or your
neighbourhood, you do need an approach that is “market” or “consumer” driven. You have a
product, a price of some sort (it may be time or interest or participation rather than money),
and you need to promote your product or service to those who might “buy” it. (Some people
prefer not to use terms such as “marketing” or “selling” in the not-for-profit context. We
choose to use it because we think it clarifies what you are doing very clearly. “Promoting” is
a softer term — but sometimes something “harder” forces you to think more clearly and
competitively.)

Let’s take the example of a church organisation. It sees itself as a neighbourhood support
service, and wants to improve the quality of life of those people who live in the
neighbourhood. It offers a range of services including parenting classes, a youth group and
a creche. People who join a group or use a service pay a small fee. However, membership
has been dropping. The organisation does some research and finds that the neighbourhood
is an ageing one. Many of the people who live in it are now grandparents. There are far
fewer people with small children. So it decides to offer a meals-on-wheels service and sets
up a support group for those who have recently lost a spouse. It announces these plans,
and why it is making these changes in the local community newspaper. Membership grows
almost immediately. The organisation hasn’t changed its vision, or its mission, or its values.
It has tailored its product to meet the needs of its market. In doing so, it has made the
“price” (not only the small fee, but also the effort of participation) more attractive. It has
promoted the changes, but also shown its own concern to meet the needs of the
neighbourhood.

What can you do to improve the marketing of your organisation?

Here are some questions you should ask in order to get the three Ps (product, price and
promotion) right:

o Who do we want to appeal to?

What do we hope to get from them?

What are their needs?

Can we meet their needs through anything we do?

Is there another organisation already delivering these services which we can join up with
(partnership)

Can we provide a quality product/service to meet their needs cost effectively?

What are the best ways to let our markets know what we can offer them?

Are our markets getting what they hoped for from us?

Can we offer something better while still sticking to our vision, mission and values?

000D

000D
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VALUE CLARITY

We have already mentioned the importance of values in this toolkit. (See, for example, the
section on Context.)

What are organisational values?

Values are what we believe in, what we care about, what we think is important. In voluntary
& community organisations, you need to make the values of your organisation clear and
explicit. These values should inform the principles, policies and practices of your
organisation. They should also, and very importantly, inform the funding strategy of your
organisation.

Why is it so important to clarify your organisation’s values before you develop a
funding strategy?

The search for resources and for ways of resourcing work sometimes leads organisations
away from their values. As Funders put more emphasis on income generation by
organisations, and on sustainability, organisations look around for ways to “make money”.
They look for clients who can afford to pay for services. They look for services or products
they can offer that offer a “good return”. Sometimes, they forget why they exist and end up
simply existing to survive.

Let us take, for example, an organisation that was set up to train unemployed people in
communities in house-building skills — construction, electricity and plumbing. The idea was
to give people skills they could “sell” to their neighbours, as self-employed skilled labourers.
In an effort to be self-supporting, the organisation applied for a big contract to help in the
development of a housing estate. Such a contract, it said, would enable it to train its target
group “on the job”. The organisation got the contract and made money on it. It found,
however, that it was difficult to make a profit using trainees because they took longer than
trained people to do the job. So the next time it got a contract, the organisation used people
who had already been trained. It also used some of its trainers. This meant it had less
capacity to train people from the community. It justified this move by saying the money
earned would enable the organisation to keep offering a service to those who could not
afford to pay for it. In fact, however, fewer and fewer of the original target group benefited
from the project. In the end, the organisation was not very different from a private
construction firm. When the organisation made a profit, it used the money to pay higher
salaries — after all, if people were doing the equivalent of commercial jobs, they expected to
be paid commercial salaries. If the trained people it employed on its commercial jobs had
extra time, the organisation used them to train people from the community. It was really just
a commercial company with a social conscience. Somehow this organisation had lost sight
of its reason for existing and was simply existing to survive.

Another example is a major trade union which decided to invest some of the money from its
pension fund. Initially it chose investment options that supported development and treated
workers well. But when it discovered it could get better returns from less development-
minded investments, it decided to change its portfolio. After all, the pension managers said,
in the long run the workers would benefit from better investments. In the end, the fund was
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investing in corporations with a known record of firing striking workers and paying low
salaries.

The only way to avoid losing sight of your organisation’s values is to make them very clear
and to refer all decisions related to the funding strategy to them. In voluntary & community
organisations, the bottom line is not profit. The bottom line is development of people and

communities, respect for human rights, equality, diversity and a concern for human dignity.

Cross-funding (see Glossary of Terms) can be part of a strategy for funding the organisation,
but only when the organisation is aware of the dangers and clear about its values.
Development organisations always have to balance their activities so that the bulk of the
work and effort has development outcomes and outputs.
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Strategic options for
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Funder funding

Earned income

Member fees

General public

Investments

Careful spending

Strategic options for funding

Once all the pre-requisites for a successful funding strategy are in place, the next step is to
look at which strategic options for funding are realistic for your organisation. In order to
make that decision, you need to assess each option in terms of:

» appropriateness for your organisation;
» practicality for your organisation;
= your organisational values (values clarity).

In this toolkit, we look at the following options:

Funding from Charities & Trust sources

Earned income (fees, sales, tenders)

Membership fees

The general public (including special events, direct mail appeals and street and tin
collections)

= Careful spending.

None of these excludes any of the others. Some, like careful spending, should be linked to
all the others
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FUNDING FROM CHARITIES & GRANT MAKING TRUSTS

However much they may want to be self-reliant financially, most voluntary & community
organisations (with the possible exception of some membership-based organisations) will
end up relying to some extent on this type of funding.

Some key points are:

Diversify your funding base, particularly moving away from over-reliance on one or

two funding sources. It may be great to have one loyal and generous funder, but it is

also dangerous. You may become too dependent on that funder.

Seek out potential local Funders in both the grant-making and corporate sectors.

Remember that local Funders have an immediate stake in development of people

and communities in their geographical locations.

Where it is appropriate, seek funding from Government sponsored organisations

such as the Learning Skills Council, Jobcentre Plus etc. Some Council Departments

set aside funding for voluntary & community organisations as part of addressing the

council’s poverty or inclusion strategy as well as the Grant Aid funding.

Use Funders for purposes other than normal direct grants. So, for example, Funders

can:

o help you lever other financial resources by putting you in touch with other
Funders and/or challenging other Funders to match grants;

o help you get a new funding approach off the ground by providing an initial
investment;

o provide capacity building funding to help you develop sustainability or self-funding
strategies.

The reality that Grant money is important for the survival of many, indeed most, voluntary &
community organisations need not make for a dependency relationship. Funders need
voluntary & community organisations as partners in development. To make the most of the
relationship:

Lessen your dependence on any one funder by diversifying your funder base and
sources of income;

Make sure that there is a high level of agreement in values and agendas between
you and your Funders;

Discuss issues, policies, ideas and problems with your Funders;

Be prepared to challenge and be challenged;

Do not compromise on your values or vision but be prepared to discuss strategy
options;

Be honest;

Stick to reporting schedules and requirements.
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EARNED INCOME

Many voluntary & community organisations have the capacity to generate some income by
selling products or services in some way. The stronger the organisation, the more likely it is
to make a success of such a venture. Itis also best for the organisation to look at what sort
of income generation strategy best suits its current situation, capacity, skills and niche. A
community-based childcare & development project is unlikely to make a success of a
business venture that involves training businesses to use computers, but it may well be able
to sell learning aids it has developed.

Ways in which a voluntary & community organisation could earn income include:

» Charging fees for services (e.g. charging for training that was previously offered
free).

= Sales (e.g. selling publications instead of giving them away).

» Taking on government or private sector tenders (e.g. providing low cost housing for
workers).

» Starting a social enterprise business that may or may not grow organically from your

development work (e.g. setting up a profit-making organisational development

consultancy to run parallel with your development-oriented organisational

development consultancy or setting up a toy-making factory when your core business

is running a children’s hospice).

Investing funds to earn interest (investments).

More traditional ways of generating income include:

= Appealing to the general public for donations.

= Organising special fundraising events.

= Membership organisations can often generate income from members through
membership fees. This is a limited option in deprived communities and some grant
making charities and trusts fund your work because they recognise that people from
deprived communities cannot afford to pay!

The final aspect to consider is not so much your income, but your expenditure. Any effective
funding strategy depends on the ability of the organisation to spend in cost efficient and cost
effective ways. (See Glossary of Terms and the section on careful spending)

Sometimes, it is possible for an organisation to bring in “money-making” expertise that it
does not itself have to start a new business. However, choosing income generating
methods that are closely related to the work the organisation is already doing does make it
easier for the organisation to stick to its mission. If you decide to do something “different”:

*= have a good reason for doing so;

» make sure there is a market for whatever you intend to sell, and that the proposed
market can afford your proposed prices; consider a feasibility study to test this

» bring in expertise but make sure that the experts understand the core business of
your organisation as well;
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= make sure that any “risk” factors are understood and that failure will not bankrupt the
organisation;

make sure you have enough capital to start the business properly;

make sure your targets for income generation are reasonable and possible;

clarify how the business will relate to the development work;

make sure you have the necessary systems, skills and staff to manage the business
and its relationship with the development work.

A cautionary tale:

An HIV/AIDS hospice for children decided to generate income by selling a

set of rag dolls which were dressed in clothes that had the logo of the hospice on them. The
organisation paid a factory to manufacture the dolls, but they did not do any market research
on who would buy them, how they would be sold or where they should be marketed. They
ended up with an enormous amount of capital sunk in hundreds of dolls which they could not
sell. They discovered that the type of parents who had the money to buy the dolls and the
goodwill to want to support an HIV/AIDS cause, rather bought dolls which had some
“teaching capacity” for their children. This meant, for example, shirts on which children
could practice doing up buttons, or shoes with laces that needed to be tied, and so on. By
then it was too late. The dolls had been made. The organisation lost half its capital reserves
in this venture.

A more positive tale:

This same organisation entered into a support agreement with a local supermarket chain in
terms of which the hospice got a small percentage of the profit made on every sale of
disposable nappies over a period of a year. This was a great success — for the supermarket
chain which got excellent advertising out of the venture, and for the hospice which was able
to recoup some of its losses on the doll project.

So, while it is necessary and important for voluntary & community organisations to venture

into income generation, they need to do so with great caution and with expert advice,
keeping the risk to the organisation to a minimum.
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EARNED INCOME
Fees for services
When does it make sense for an organisation to charge fees for the services it offers?

It is often good practice for an organisation to charge for its services even when it is not
doing so as part of an income generation strategy. So, for example, an organisation that
offers training to community organisations may charge a small fee for running a training
course. This may be well below the actual cost but it puts some cost to the training and
forces the community organisation to make a conscious decision about the value to it of
the training. This empowers the community organisation with choice and gives the training
organisation commitment from organisations it is training.

Here, however, we are more concerned with income generation. Charging for services
provides an organisation with a way of using its existing skills as a basis for generating
income. Often in the work voluntary & community organisations do it is unrealistic to expect
clients to pay for services because they just don’t have the money.

But it is possible to balance “paying clients”

against “non-paying clients” as a form of cross subsidisation. So, for example, an
organisation that provided an advice and support service to women who had been victims of
sexual harassment, did not charge the women for the service. However, when companies
asked for the organisation’s help in developing policy around sexual harassment, they
charged the companies.

If you decide to go this route, then be careful to work out your fees so

that they cover the actual cost of your time spent, plus a profit margin. This means you need
to have a realistic picture of how much time this income generating work is likely to take and
any other additional costs it may involve.

Fees for services should include:
= direct salary costs
= associated administrative costs
= a profit margin.
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Sales

Many voluntary & community organisations have products which they either give away or
charge very little for. Instead of giving these products away, or “selling” them at below cost,
you could charge realistic prices for them. These kinds of products include:

» books, publications, training manuals, craft products;
= in-kind donated items;
* new products such as T-shirts, mugs or badges.

You can also “sell” some of your physical assets. For example, if you have a hall, or large
office space which you do not need to use all of it you could hire it out when you are not
using it or to another organisation. Often Local Authority Officers, PCTs and large
businesses need to hold meetings where they do not have the facilities themselves, you
could market your assets to these organisations and encourage them to support you rather
than the “posh hotel” or golf course! Be sure that the hiring fee covers administrative costs
and maintenance and includes a profit. How much profit will depend on the going rate for
such facilities.

How do you work out an appropriate product charge?

A product cost here might also include training, where there are staff costs but also direct
costs.

There are two ways of costing your services or goods. You can work out what the break
even price is on the basis of what it is possible to sell. Or you can work out how many units
you will need to sell, at a given price, in order to break even. To do this, you need to
understand fixed costs and variable costs.

Fixed costs are often called core costs or overheads. They are costs that you have
irrespective of how many units you produce. So, for example, the cost of developing a
publication is a fixed cost. The salary of a trainer is a fixed cost. (For help with working out
the hourly or daily cost of staff members, go to the section on fees.)

Variable costs are those costs that vary in total in direct proportion to changes in the level
of activity — the more activity, the higher the variable cost. So, for example, the number of
publications you print will determine your printing cost; the number of training manuals you
will need will effect the cost of your training.

Before we look at how fixed and variable costs affect the way we cost and price services and
goods, you also need to understand what a contribution means. When you sell a unit of
service or a product (one day of training or one copy of a book), you need to price it so that
you cover the variable costs, and so that the sale of each unit makes a contribution to the
fixed costs.
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The break even point is the point at which the supplier of a service or goods has covered all
fixed and variable costs, to that point. After that point, the supplier can begin to make a
profit, because the contribution is now to profit and not to fixed costs.

There are two ways of doing a break even analysis:

= Method 1: fixed costs + variable costs = break even price
Number of units

= Method 2: fixed costs = break even point
Contribution to fixed costs per unit

Examples:

An organisation that sells its publications produced a book on budgeting. The organisation’s
experience in the field showed it that, while there was a demand for such a book, its client
group would not be able to afford it if it cost more than £7.50 per book. How many books at
£7.50 each would have to be sold in order for the organisation to break even?

The Director calculated that the variable costs for each book were £2.20 for printing costs,
marketing and distribution. The contribution to fixed costs, at a price of £7.50, was, therefore
£5.30. The book had cost the organisation £10, 000 to develop (research, writing and
layout costs, plus administration and management). So, the fixed costs were £10 000. In
order to cover all the fixed costs, plus the variable costs for that number, at a price of £7.50,
the organisation had to sell 1,887 copies of the book. Using Method 1:

£ 10 000 = 1,887 copies
£5.30

The organisation knew from its research that it could sell at least 3 000 copies over a two
year period. It’s profit in the two year period would, therefore, be £ 5 898.90. For the first 1
887 units, £ 5.30 would be a contribution to fixed costs. For the remaining 1 113 copies, the
£ 5.30 contribution would go to profit.
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Tenders

A tender is a document put out by the government, or Government Agency (at any level) or
the private sector, inviting proposals to do work for which the successful applicant will be
paid. Tenders are competitive — the institution is looking for a cost effective service provider.
Sometimes (particularly in the case of government) it may also be attempting to address
other social issues. So, for example, it might give preference to BME run businesses or
voluntary & community organisations, or it might give preference to small businesses or
organisations in an attempt to develop this sector.

Tenders are usually advertised in the media. Some governments have a special tender
bulletin. If your organisation is interested in this form of income generation, then it needs to
be monitoring the media for tenders. When a suitable tender is advertised, the organisation
must contact the appropriate person to get more details and the full tender document.
Sometimes institutions hold a special briefing session for those who are interested in
tendering eg ESF Co-financing organisations.

Each tender document will state specifically what a proposal should include. In general,
tendering involves putting in a proposal that describes how you would go about doing the
work, why you are qualified to do the work, and how much it would cost the client for you to
do the work. (To help you with costing of your time and services, look at the sections on fees
and sales.) Be very careful not to under-budget in your efforts to win a tender. Your costing
must cover what you consider necessary to do a good job. It does not help you to subsidise
the institution putting out the tender, nor to do an inferior job. Your reputation is at stake.

Sometimes a tender may seem too big for your organisation, or you may not have all the
skills to do the whole job. You might then think about being part of a consortium or
partnership of voluntary & community organisations that tender for the job. This can work
very well, but it takes co-ordination and management. Someone has to be prepared to do
this. The cost will need to include paying someone (it could be one of the organisations) to
take on this responsibility.

Tendering can be very frustrating. Often you put in a lot of work and, in the end, someone

else is awarded the tender. However, it is a way to generate income by doing the work you
would want to do any way.
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MEMBERSHIP FEES

Membership fees are a way of raising money through dues from members or constituents of
the organisation in exchange for some kind of product or service or other benefit. So, for
example, members of a trade union pay fees in return for the union representing them in
disputes and negotiations. A bird watching society might produce a newsletter or magazine
on bird-watching and information about birding events, a neighbourhood watch group might
co-ordinate security, and so on.

It is possible to raise large amounts of money through membership fees if:

= you are able to recruit large numbers of members;

= you are able to recruit smaller numbers of members who can afford to pay high
dues;

= you offer a unique service;

= you offer a quality service.

Examples of voluntary & community organisations that raise large amounts of money
through membership are trade unions and professional associations.

As with all other income generating activities, membership organisations need to cost their
services to make sure that the membership fee at least covers costs. If, for example, a
membership organisation offers a magazine to each members on a monthly basis, then it is
important to cost the magazine fully (including postage and packing) and make sure that the
membership fee covers it. (For more on costing, look at the section on sales.)
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THE GENERAL PUBLIC

The general public is people like you and me who get requests constantly to give to some
charity or development organisation. Not all organisational missions lend themselves to this
kind of income generation. A hospice for children dying of AIDS is more likely to get money
this way than an organisation that is fighting for legal reform in the Transport Act. There is a
well-known saying that people involved in this kind of fundraising often use: people give to
people.

Sometimes people give because they feel responsible, they feel it is important to be part of
the solution rather than part of the problem. Mostly people give because they think they
might get something in return — that is why the National Lottery, with the chance for people
to win millions, is so popular. And some people just don’t give at all.

As with all other fundraising and income generation, you need to have a clear vision and
mission and a high profile to succeed in this kind of fundraising. To do it properly, you
probably need someone who is fully responsible for fundraising and has staff support. Some
organisations use volunteers for this, but a staff member will still probably need to take
overall responsibility.

There is a range of methods that can be used in appealing to the general public. These
include:

direct-mail appeals;
special events;

capital campaigns;
street and tin collections.

People who are involved in this kind of fundraising talk about the funder pyramid.

| Bequests |
/ \
Maior Funders

| Reaular Funders |

| First-time Funders |

Prospects

Potential Prospects
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About eighty-percent of gifts will come from the 20% of people in the top three sections of
the pyramid and about 80% of your fundraising costs will be spent on getting the bottom
20% of people to give something. Once they begin to give, you have an opportunity to get
them to give more and to move higher up the pyramid.
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Direct mail appeals
Direct mail appeals are useful for:

» Bringing in new prospects (people who might become regular Funders);
= Attracting first-time Funders;
» Encouraging repeat givers and renewals.

Direct mailing can be expensive. You have to cover the cost of buying or renting a list,
printing the appeal letter, producing an outer envelope and a return envelope, plus bulk
postage. It is important to test your direct mailing by sending first to about 10% to 20% of
your list and seeing what kind of response you get. If you decide it is worthwhile, then go

ahead with the whole list. “Worthwhile” does not necessarily mean that you will get in more
money than the mailing costs. In a “cold” appeal — where you have had no previous contact

with the people on the list — you will be lucky to get a 1% response. It does mean that you

should be able to add a fair number of new Funders to your “regular” list. Acknowledge your
Funders and then service them in some way — through a newsletter and/or an annual report.

Some tips for direct mail:

= Make the envelope tempting to open — you don’t want it to end up in the

wastepaper basket, unopened. The more personal the envelope looks, the more

likely it is to be opened.

= Make your appeal personal — people give to people. The printed appeal should

look as much like a personal letter as possible.

Write about real people.

Make sure the opening line of the appeal grabs the reader’s attention.
The opening paragraph should develop the interest.

Lead the reader to make a decision.

enable a child to go on an Adventure Holiday”.
= Encourage the reader to take action — make it easy for him or her to do

something.

= Enclose a response piece — an easy to fill in form that goes into the return
envelope.

= Do your mailing towards the end of the month when people are more likely to
have money.

= Be sure to thank people for a donation, no matter how small. See it for what it
often is — a personal sacrifice.

Ask for a specific amount and say clearly what it will cover — “your gift of £10 will
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Special events

Special events have a double purpose: they help raise money but they also shine a spotlight
on the organisation. They are public relations events as well as fundraising events.
Examples of special events include:

Auctions Where donations are auctioned off.

Annual dinners Smart, once a year events with high-
priced tickets.

Music nights or variety concerts Some perform, others pay to attend.

Opening nights Of movies or shows, with high-priced
tickets.

Sponsored runs or walks Participants get sponsored for times or
distances.

Sports events Participants pay to participate,

spectators pay to watch. It helps to
attract people if there is a celebrity on
hand.

Charity shops More an ongoing activity — in some
places they can be big money makers
(as with the Oxfam shops in Britain).

Raffles Donated prizes are raffled. Check the
gambling laws so that you dont
contravene them.

Fétes All sorts of sales and activities.

Cookbooks People contribute recipes, advertising
pays for printing and the cookbook is
sold to make money.

Jumble sales/car-boot sales Making money from things people no
longer want.
Cake sales Donated cakes, income all profit.

Some tips for special events:

Set a fundraising target — know how much you want to raise from an event

Match the event to the time you have for organising it and the resources you have in
terms of money, contacts, volunteers.

Set a date — check that the venue is available when you need it. Make sure the
venue is suitable. Put someone in charge of the venue. It is his or her job (or it could
be a committee) to check that there are toilet facilities, that there is a public address
system, check with the Local Authority and Police on any restrictions or permissions
you need, and so on.

Decide on what extras to offer — should you serve refreshments? will you offer baby-
sitting or child-minding? Put someone in charge of any extras you do offer.

Plan your publicity — where will you advertise? In what format? When will you begin
your publicity campaign? How can you make your fundraising event a media event?
Put someone in charge of publicity.
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Put someone in charge of looking after famous or important guests.

Put someone in charge of the money. This includes organising money for change,
organising security, banking money collected, monitoring money spent and money
that comes in.

Put someone in charge of music and announcements.

Appoint a trouble-shooter for the event — someone who will deal with unforeseen
problems.

Appoint someone to be in charge of clearing up.

Have a post mortem — evaluate what went right, what went wrong and what you can
learn from the experience.
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Street and tin collections

Street and tin collections play an important role in fundraising for some voluntary &
community organisations. Organisations organise with the city or town authorities to have a
day on which they collect money in tins in the streets. This can be accompanied by a street
festival or carnival, or some special event to put the public in a giving mood. You can also
organise with shops and organisations to have a tin permanently displayed, usually near the
cash register where people will be tempted to put in their small change. Well-organised, this
can be a lucrative way of collecting money from the general public, from those who would
not normally give in response to other forms of campaigning. One disadvantage of this kind
of fundraising is that you do not form ongoing relationships with givers. However, if you do it
well, members of the public will develop a kind of loyalty to your cause and will be sure to put
something in your tins whenever they see them.

Some tips for street and tin collections:

= Put someone reliable, organised and honest in charge to co-ordinate the process.
This could be a full-time or part-time staff member or a volunteer.

= Agree as an organisation on policy about security (e.g. access to tins, opening of
tins, preventing tins from being stolen), collection points, publicity.

» Have as many collection points as possible. During street collections, keep collection
points bustling and active. At cash registers, make sure your tins are easily
identifiable. Empty these tins regularly.

= Build in systems to limit the possibility of dishonesty. This means having a central
record of where the tins are, controlling how they are emptied and keeping receipts.

= Keep up good relationships with the shopkeepers or managers, let them know how
the tin collection process is going, thank them when a tin is full, keep records of how
each collection point does. You could even have a “tin collection of the month
award”!

= Use volunteers — to shake tins on street collection days and to collect tin takings on a
regular basis. Give the volunteers a sense of ownership — give them a cluster of
shops to service and encourage.

= Before a street collection, organise some advance publicity.

= Have some attractive and interesting posters that draw attention to your tins. Here
pictures and logos can play an important role.

= When you have raised a substantial amount through a street collection or collection
points, get publicity to announce it. Nothing encourages people more than being part
of a success story.
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CAREFUL SPENDING

In summary, this option means simply: reduce costs, follow the imperative to do more with
less. This is a good principle in all development work. It requires voluntary & community
organisations to be cost efficient as well as cost effective. It enables them to survive
financial crises while still fulfilling their missions.

How can you begin improving your cost efficiency?
Some ideas:

= Ask your staff for ideas on how the organisation can eliminate waste and increase
efficiency.

= Set up systems to track spending on vehicles, telephones, stationery, photocopying
and other items that “eat the budget”.

» Look for items that seem to be consistently higher than you had hoped for. Look at
how you can save in these areas.

» Set some achievable goals for cost reduction. When you achieve them, make sure
you acknowledge the effort that has gone into making the reductions.

» Sometimes organisations get together to buy in bulk as a way of saving money.

Keeping costs as low as possible, without sacrificing the quality or quantity of the work,
makes it much easier to implement an effective funding strategy. Not only is less money
needed, but Funders can see that their money is not wasted, and the general efficiency in
your organisations is likely to improve.
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Strategy document
Page 38

Why it is needed?

What to put in it?

How to use it?

The Strategy Document
What is the strategy document?

It is the document in which you record your strategy, where you explain why a strategy is
necessary, what your strategy is, and why you have chosen that particular strategy.

In this section, we look at the following aspects of the financial strategy document:
= Why itis needed

= Whatto putinit
= How to use it.
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WHY IS IT NEEDED?

Why is it necessary to have a special document that details the funding strategy of
the organisation?

The strategy document serves both an internal and an external purpose.

Internally:

It helps to consolidate the strategy and to show how the different aspects of the
strategy complement one another.

» |t provides a reference point for people in the organisation.

» |t shows up any contradictions there may be in the strategy.

= It provides a guideline for implementation.

» |t provides a basis for monitoring and evaluating the effectiveness of the strategy.
Externally:

It shows stakeholders what it is you are aiming to achieve through your funding
strategy.

It gives them a basis for seeing where they fit in your funding strategy.

It provides a “bottom line” against which they can assess your progress towards
sustainability.

It provides them with a yardstick against which to measure your approach to funding
your work, and the seriousness with which you take the need for developing a degree
of independence.
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WHAT TOPUTINIT

(See also the example under Best Practice.)

What you put into your document will depend on your actual strategy. What follows are
some ideas about the general format.

1

Introduction

This should explain why, as an organisation, you think it is necessary to have a
funding strategy.

Principles

This is a statement of the values and principles on which your funding strategy is
based.

The strategy

It is a good idea to begin your description of your strategy with an overview which
describes how you budget, and summarises your strategies for funding the work of
the organisation.

Then take each strategy and explain how you intend to implement it. In each case,
specify where responsibility for implementation will be located.

Conclude by explaining how and when the strategy will be monitored and evaluated,
and how the organisation will report to stakeholders on the effectiveness of the
strategy.

This provides a basic outline for a useful funding strategy document. You could also attach,
as an appendix, an implementation or action plan.
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HOW TO USE IT

Once you have the document, what do you do with it?

Again, you will use it differently internally and externally.

Internally:

Circulate the document as a draft and ask for comment from Board members and
staff.

When the document is finalised, develop indicators for measuring progress and
achievement from the document.

Develop an action plan from the document, detailing the implementation process.
Remember to be SMART in action planning (Specific — Measurable - Achievable —
Realistic — Timed)

Refer back to the document at least annually to identify the organisation’s strengths
and weaknesses in terms of implementation and the strategy’s strengths and
weaknesses in terms of contributing to financial sustainability.

Use the document as a basic reference point for new staff and Board members and
for old staff and Board members who are unclear about what you are trying to
achieve and how you are trying to achieve it with regard to financial sustainability and
relative independence.

Externally:

Make the document easily available to all stakeholders. If necessary, do an
accessible summary. You could make this available on your website, for example.
Include the document in the documentation that accompanies your approach to
Funders.

Provide stakeholders with reports on progress towards goals.

Use the document as a reference point in negotiations with Funders and clients.
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Making the strategy work

Once you have met the prerequisites for a successful funding strategy, critically considered
all the strategic options for funding, written up your strategy, and done your action planning,
nothing remains but to implement the strategy!

What can you do to make sure that the strategy works?

In this section of the toolkit we look at some steps you can take to give your funding strategy
the best possible chance of being successful. We look at:

= record keeping

= skills needed to make the strategy work

= dealing with staff resistance

= monitoring and evaluating your funding strategy.
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RECORD-KEEPING

A mistake that organisations sometimes make is not to keep differentiated records for each
of their income generating strategies. By keeping separate records, you should be able to
see which parts of the strategy are working and which are not. Good records also help you
to build up a clear profile of Funders, both large and small.

What records do you need?

Profile-building records

These include:

= Arecord card (cards can be “real” or “virtual” — computer data entries) for each of

your:
o Large & small Funders (Charities & Trusts)

o individual or private Funders

o clients or customers (who pay for services or products)
o members (if you are a membership organisation).

These cards are an invaluable guide to you in refining your funding strategy and in building a
personal relationship with your Funders and clients.

If you are using a computer data base, remember that you need some form of back-up. You
do not want to lose all your information because your computer “crashes”. If you are using a
paper system , with cards, then make sure you keep it in a fireproof cupboard.

The kind of data base you need here will include the following:

= Funder's name, address & title

» Date when the funder's name was added to your list.

= Date of donation/grant/start of contract, how much was given and what stimulated the
gift.

= Areference code to help track documents related to this money

» Whether the funder is a business, a group, an agency, an individual, a charity or trust
etc.

= Other contact details.

»  Who, if anyone referred the funder to you — remember to thank the referee.

=  When the donation/grant/contract is due to end

Monitoring records
These include:
= A bookkeeping system that provides you with differentiated information about each of
your funding strategies. This means that your system can provide you with

information about the income generated from each strategy, each month and over
time, and the costs incurred for each strategy, each month and over time. With this
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information, management can make informed decisions about which strategies are
worth pursuing and which are not. While these decisions are not always financial,
the financial information is necessary in order to make them.

For example: A charity organisation held an annual “Charity Auction” event. When the
organisation did a financial analysis of how much money this event brought in, and how
much it cost to stage each year, it found that the organisation was actually losing money.
However, the competition attracted teenagers and brought in volunteers. The
organisation decided to continue with the competition, cutting costs as much as possible
and aiming at breaking even financially while “winning” in terms of volunteers and good
will to the charity. It no longer saw the event as a purely income generating strategy but
rather as a public relations activity.

A bookkeeping system that enables you to monitor the achievements of your
strategies against the targets you have set, monthly and over time. This enables you
to take remedial action when a strategy is not doing as well as had been hoped, and
to plan your cash flow effectively.

Each funding option should be treated as a separate cost centre. Within cost centres, you
want the following information:

Fixed or overhead costs (see the sections on Fees and Sales).

Direct costs (see the sections on Fees and Sales).

Share of overhead costs to each option from administration, finance and data
processing.

Income generated.
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SKILLS NEEDED TO MAKE THE STRATEGY WORK

To make your funding strategy work, you will need to have or acquire certain skills in your
organisation. Some of these skills will depend on the strategy options for generating income
that you choose.

There are, however, certain skills that you will need whichever options you go for. Some of
them are management skills, some are financial, and some are public relations.

Management skills

Management skills are necessary to ensure that the planning, human resource management
and monitoring and evaluation necessary to successful income generation approaches are
effective. The sorts of skills you need here include:

strategic planning

action planning

staff recruitment and selection
performance management
monitoring and evaluation.

* & & o o

Financial sKkills

While the organisation will clearly need bookkeeping skills, everyone at management level
should also have a range of skills which include:

reading and interpreting financial reports

budgeting (see the toolkit on this)

costing (see also the sections on fees and sales)

funding proposal development (see also the toolkit on Writing a funding proposal).

* & o o

Public relations skills

You need will need skills around:
+ networking

profile building
communicating

writing

public speaking.

* & o o
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BASIC PRINCIPLES

Making the strategy work

DEALING WITH STAFF RESISTANCE

Not all the staff of voluntary & community organisations will automatically buy in to the idea
of a greater emphasis on income generation. In most organisations, there will be some
resistance along the lines of:

* & o o

“Money doesn’t solve problems — people do!”

“We didn’t get into this work because we wanted to make a profit.”

“It's not my problem — it's management’s problem.”

“If we spend all our time worrying about how to generate income, what will happen to the
real work of the organisation?”

No funding strategy will work without staff commitment and “buy in”. In fact, if there is an
emphasis on generating income it may lead to low staff morale and people leaving.

How do you go about getting staff “buy in”?

Some ideas:

Be transparent about the finances of the organisation — and make sure that your staff
understand the financial situation and its implications. This may mean basic training in
reading and interpreting financial reports. It may require monthly meetings to go through
figures and explain what the implications are for the staff and organisation. It will
certainly require honesty.

Be very clear about the value base of the organisation and its “ethical bottom lines”.
There should be a clear understanding in the organisation that the purpose of the
funding strategy is to support the work to which the organisational vision and mission
commit the organisation. The purpose is not survival at all costs. (See also the section
on value clarity.)

Include staff in your planning processes.

Identify and illustrate how simple cost cutting measures can free money to do the work of
the organisation. (See also the section on careful spending.)

Acknowledge efforts (even when they are not as successful as hoped for). Find ways to
show appreciation for staff when they take ownership of organisational strategies. (See
also the section on careful spending.)
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BASIC PRINCIPLES

Making the strategy work

MONITORING AND EVALUATING YOUR FUNDING STRATEGY

We have already talked about the importance of record-keeping. Without proper records
(financial and administrative) you will not be able to monitor and evaluate your funding
strategy.

Why do you need to monitor and evaluate your funding strategy?

Through monitoring and evaluation you can learn which options for funding work for you and
which do not. You can learn why certain options do or don’t work for you, and you can make
intelligent decisions about what to do and what not to do.

Some ideas for monitoring and evaluating your funding strategy:

L4
¢
L4

Know what works and what does not work for you.

Know how much each option you try costs.

Identify hidden costs and hidden benefits. So, for example, staff time might be a hidden
cost, and increased profile might be a hidden benefit.

Be alert for early warning signals (e.g. costs too high, returns too low).

Take corrective action when you can see something is going wrong. So, for example,
when you pilot your direct mail, check the returns before you go to scale (go much
bigger) and, if necessary, adjust your target or your literature, or even scrap the whole
thing.

Prepare monitoring reports for your management and Board.

Evaluate your efforts over a year, looking at your cost to income ratio — how much did
your strategy cost and what income did it yield? Do this overall (globally) but break it
down into the different options as well.

On a monthly basis, look at progressive targets — are you on track (likely) to achieve the
targets set? If not, what can be done about it?

Use tables and graphs to show trends. (e.g. targets against actual, monthly over a year.)
These are especially useful for people who are not very financially literate.

Use the information to arrive at conclusions and make decisions.
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BEST PRACTICE
EXAMPLE

Funding Strategy Document

Introduction

The Sky Blue Training Organisation (SBTO) is a voluntary-sector organisation, established
as a not-for-profit Company Limited by Guarantee in 2001 and is committed to promoting
training opportunities to people from the Borough of Sky-Blue particularly those who are
unemployed and out of work. We believe that through the provision of community based
training; local people will become skilled and empowered to start the process of looking for
employment opportunities. We are, therefore, committed to continuing to provide a range of
work based and personal development training courses supported by a mentoring initiative
to enable SBTO to achieve its aims.

To this end, we have devised a funding strategy to ensure that we have the resources to
sustain our work and our independence for at least the next ten years.

1. Principles

While we are committed to continuing our work, we do not believe that “survival at all costs”
is an acceptable position. We therefore premise our funding strategy on the following
principles:

¢ We will not undertake any work which compromises our independence to deliver training
which is relevant and appropriate, the quality of our work or our integrity;

+ We believe we are accountable to the wider community of people in our neighbourhood
for the responsible use of all resources which are put at our disposal,

¢ We believe that it is necessary to take on work commissioned for a special purpose, both
to sustain ourselves financially, and because such work can be directly useful in terms of
our commitment to supporting people who are unemployed or out of work. Our budgets
and our funding strategy are premised on this understanding.

2. Funding strategy

Our funding strategy is based on the following:

+ Afive year budget which is presented in three versions: minimalist (the very smallest
amount of work that must be done to justify our existence); probable (the amount of work
we believe we can expect to resource); optimal (everything we would like to do in that
period);’

and

+ A five-pronged strategy, combining donations, income generated from commissioned
work, income generated from services, and cost control.

"These budgets are attached.
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3.1 Donations

We are aware that we are operating in an environment of tightened options for donations.
However, we believe that, on the basis of revised budgets, based on a clarification of our
strategic direction and on specific targets for donations towards core funding, we should be
able to continue to raise something in the region of 30% of our proposed expenditure
(probable budget) through non-specific donations. In the past, we have called this core
funding. However, we have now taken a decision that core costs will be spread across all
our areas of income generation, including donations, but not specific to it. This is in line with
our budgeting practices and the principles of Full-Cost Recovery.

Money given as an unspecified donation will be used to finance prioritised work for which
specific funding is not available. We have drawn up a list of prioritised work for the next
three years, and every effort will be made to match this work to available funding sources.
Where the work is seen as urgent, and no such funding is available, we will use unspecified
donations to finance the work.

To ensure that this money can be raised, we are taking the following steps:

+ Consolidating relationships with existing Funders, on the basis of our strategic plan and
revised budgets;

+ Setting up a small staff committee to co-ordinate the identification and investigation of
other options;

+ Employing a staff member dedicated to providing public relations and administrative
support;

+ Developing publicity materials to support our efforts in this area; and

+ Setting up a regular reporting mechanism to track our success in this area to ensure that
targets are met.

Both the Director and the Deputy Director will play a key role in supporting these efforts, and
the Director will be tasked with driving the process.
3.2 Income generated from commissioned work

By commissioned work here is meant specific funded training work for which a client pays.
The sources of such work could be:
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requests from clients such as local businesses;
proposals “sold” to clients;

successful quoting for training contracts;

successful tendering for local government contracts.

* & o o

This work will need to cover approximately 70% of the SBTO budget for the next five years.
Targets have been set on this basis.

The following steps have been taken to ensure that targets can be met:

¢ A senior staff member has been given specific responsibility for approaching selected
local government departments to discuss possible collaborations, for monitoring the
Tender opportunities, for following up discussions and tenders, and for reporting on
progress on a monthly basis to the management committee.

¢ The Deputy Director, together with the Communications Officer, are developing a “sales
pack” for use during a series of visits which the Deputy Director will make to potential
clients, including a range of Funders who have expressed their willingness to
commission work in the future, rather than to make unspecified donations.

¢ The Director and the Deputy Director will do all budgeting for such projects in
consultation with project managers whose responsibility it will be to manage the project,
and to bring it to fruition within budget constraints.

+ Mechanisms have been put in place to ensure that the consistently high quality of SBTO
work is maintained.

This area will be the joint responsibility of the Director and Deputy Director. The Deputy
Director will present a monthly report on this area of work to the management committee,
reflecting progress against targets. She will also report verbally to the Board at every Board
meeting.

34 Income generated from services
By services here is meant:

¢ publications;
¢ seminars;
+ conferences;

At the moment, none of these services generates any profit, and most do not even generate
any income. While it may take some time to turn this situation around, we are committed to
doing so. The following steps have been put in place:

¢ All services are in the process of being carefully costed and will, in future, be treated as
cost centres.

¢ Once this is done, a decision will be made, with reference to our strategic plan, as to
which services should be continued.

¢ Income retrieval targets and, where possible, income generation targets will be set for
each service area. The responsible staff member in each case will be asked to develop
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an income retrieval/income generation plan, with support from senior staff members,
and to report against this plan in writing on a monthly basis.

+ A marketing and presentation plan aimed at different target groups, as identified in the
strategic planning process, will be developed for subscriptions and publications.

Overall responsibility for this area will lie with the Deputy Director.
3.5 Cost control

This last area has to do with careful costing, cost control and monitoring of finances. As an
organisation, we believe that this must be taken very seriously, as it has the potential to
undermine all our efforts in other areas. In order to ensure that it supports these efforts,
rather than undermining them, we have instituted the following steps:

¢ Redesign of our chart of accounts, budget and financial reporting along cost centre lines,
with a specific senior staff member responsible for each cost centre;

+ The employment of a dedicated bookkeeping service to ensure that financial information
is timely available;

¢ Monthly meetings of all cost centre heads at which monthly financial reports are
presented and discussed, problems are identified, and steps are taken to address
problems.

The Deputy Director will be responsible for this area.

4 CONCLUSION

We believe that the above forms the basis of an organisational funding strategy which is
reasonable and achievable. A six monthly meeting of senior staff will review its
implementation and make adjustments where necessary. Overall responsibility will lie with

the Director who has full authority to take all reasonable steps to ensure the success of the
strategy.

Blue Sky Training Organisation
November 2005
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GLOSSARY OF TERMS

Administrative recovery cost An administrative recovery cost should cover
the costs of administration staff & office
expenses, depreciation and governance. While
25% of the salary cost is probably a reasonable
estimate, it may be useful, from time to time, to
do a more exact calculation in order to make
sure that the organisation is not subsidising the
clients. (See Full cost recovery)

Core costs Core costs or expenses are the overhead
expenses of an organisation which do not
usually change much, no matter if the
organisation serves 50 people or a hundred,
has one project or 10. Included in core
expenses are items such as rent, administration
costs, management costs. Some Funders are
reluctant to fund core costs, preferring to fund
programme or project work. Programme
expenses include such items as the cost of
developing and printing a manual, workshop
expenses, field trip expenses, and the salary of
a project worker. (See Full cost recovery)

Cost efficient and cost effective Cost efficient means that the least possible
money is spent to achieve a result. Cost
effective means that the money spent has the
desired result.

Cross-funding Cross-funding is the practice of using the ability
of an organisation to earn income through some
of its activities as a way of subsidising activities
that do not generate income.

Full-cost recovery This is the principle that all costs (management,
administration, governance, organisational
overheads) should be apportioned across
project funding as opposed to being a
separately funded cost. A tool kit and detailed
explanation of Full-cost recovery can be found
at www.acevo.org.uk or
www.philanthropycapital.org

SWOT Analysis A SWOT Analysis is a planning tool to help you work
out your strengths and weaknesses, as well as the
opportunities and threats facing the organisation.

52



