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Foreword

In the past few decades, countless NGOs and nonprofit organizations have been
established — based on the charity concept of America’s post-World War Il CARE
packages. This relief work began with the U.N. and NGOs redistributing superfluous
items and surplus agricultural products — the overstock of an affluent society. How-
ever, in the meantime NGOs have added social and environmental components to
their work. All of these activities are commensurate with the responsible commit-
ment and values of an informed and civilized society.

NGOs have become a key stakeholder in a system that often cannot really cope with
the immense tasks of an increasingly networked world — afflicted by complex con-
flicts, rapid climate change, and galloping urbanization. On top of this, 3 billion people
currently live below or at poverty level; 1.2 billion are without access to energy, and
more and more people even in affluent societies are unemployed or even homeless.

The question is whether current organizations and structures that are called to solve
these gigantic tasks are truly equipped to do so, or whether it might be necessary to
restructure them. Why is this vitally important?

B In charitable organizations, “business models” based on donations are often no
longer competitive and are thus no longer viable.

B Inrecent years, while many organizations have rapidly grown and have often mul-
tiplied their “business volume,” their capacity has not kept pace, nor have they
been able to keep up with the trends of digitalization and networking.

B Internal / external reporting and evaluation systems designed to meet the requi-
rements of financial institutions have ballooned into administrational “monsters”
— with many organizations now expending more energy on producing reports than
on fulfilling their mission statements and thus impacting the world around them.

Successfully transforming NGOs to meet the needs of the 21st century means devel-
oping up-to-date and cooperative networks, adopting the Internet-of-things (loT) as
a concept, enabling decentralized and direct collaboration with units of competence,
and developing synergies with partners. There is no reason that NGOs and social
agencies cannot develop and implement new management structures, technologies,
and innovative financial structures. However, charitable organizations need to realize
this and have the courage and willpower to embrace new paradigms and invest in
the future.

Daniel Emmrich Kilian Kleinschmidt
Dr. Wieselhuber & Partner GmbH IPA | switxboard
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Management Summary

The external parameters for NGOs are changing as never before. Yet if an NGO is
viewed and developed correctly, changing parameters can yield enormous opportun-
ities. On the other hand, ignoring these shifting parameters and clinging to the past
will open the NGO up to fundamental risks that can threaten its very existence. This
publication takes a close look at three key dimensions of the fundamentally different
parameters affecting charitable organizations today:

B Donors and the holistic social environment of the NGO. We will discuss the
changes within this social environment, how this affects how donors communica-
te, and in what way this impacts their need for information.

B We will also discuss the increase in “formal” requirements for the organization,
especially regarding transparency and compliance, and will consider today’s need
for proof regarding how the NGO deals with money, and the respective decisions
resulting therefrom.

| Finally, we will consider how international organizations these days are thinking
about development policies in a brand-new way and what they are doing to
prevent the negative aspects of global developments from increasing.

The extent to which NGOs will be affected by these three trends will, of course, vary.
This depends on the purpose, region, degree of organization and, finally, also the age
and thus maturity of the NGO. In order to make the trends for necessary changes
transparent, in this publication we identify various types of organizations, which en-
ables us to allocate NGOs to a certain schema, and also to possibly identify causes
and to formulate specific goals for each type of NGO.

The twin opportunities of digital communication and mobility are triggering these
trends and changing parameters — and thus globalizing the issues at hand. As such,
mechanisms that had been tried and true for decades — especially tools for providing
relief for refugees and the victims of natural disasters — are now losing their punch.
As a result, disaster relief now has to be deployed for longer periods of time and
more intensely, which is making it increasingly cost prohibitive.

As such, in 2015 the United Nations drew up its Agenda 2030 for sustainable devel-
opmental aid, which fundamentally rejects tenets that until recently had been stand-
ard. This yields two consequences for NGOs: agencies can now implement more
local activities, in contrast to the former method of simply distributing “alms”. At the
same time, NGOs now have to deal with privately owned businesses. As such, or-
ganizations will have to tolerate being compared with the corporate world regarding
their degree of organization, processes, and efficiency.

We DEsiGN Success

Digitalization and globalization
are changing the parameters of
NGOs

NGOs and the corporate sector
need better collaboration



These days, social media

and ad-hoc posts are replacing
celebrity figureheads and
sponsors

For a long time, liability risks
have been underestimated;
today they are on everyone’s
radar

NGOs IN THE 2157 CENTURY

At the same time, Agenda 2030 is also changing the setting for third-party donors —
by expanding the parameters for making donations, increasing the complexity of the
tender process, and requiring greater transparency for the results and efficiency of
the tools used in the donation process.

Also, private donors are less trusting than they used to be. Individual social media
posts are increasingly replacing sponsors, patrons, and other celebrity figureheads
who once acted “drive belts of trust” or “symbols of trust.” In addition, today people
want to know — online and even in real-time — how their donations are being utilized.

The third dimension of increasingly formal requirements and standards of trans-
parency for compliance and financial controlling is directly correlated to the first two
dimensions. Questions regarding the reliability of information and the accuracy of
numbers and statements will undoubtedly lead to closer scrutiny of respective decis-
ions by executives and committees — even to the scope of their responsibility and
the extent of their commitment. These days, “honest,” that is, “atypical” persons
will have to consent to formal scrutiny of themselves and their actions. Sadly, today
even doing the right things the wrong way can lead to liability issues or accusations
of criminal behavior.

If they wish to prepare for the future, NGOs will have to take these shifting para-
meters into account and take the following actions:

B Improve efficiency by making their internal workflow more professional. Clearly
defining the necessary processes and their documentation will reduce the work-
load of staff and minimize redundancies.

B Impose rigorous standards of performance by optimizing the executive and
organizational structure. Define the workflow, and restructure the executive and
organizational structure regarding their competencies and process responsibili-
ties.

B Improve compliance by reducing liability risks for executives. Not only will thor-
oughly reworking all compliance relevant aspects make the liability risk more
manageable, it will also ensure the viability of the organization.

B Create transparency by implementing flexible systems. To optimally commun-
icate the improved efficiency of their internal work processes and of their new
rigorous standards of organizational performance, NGOs will have to model these
improvements in their IT systems as well.

NGOs that transform themselves by using these four methods will enhance their pro-
fessionalism without surrendering their values and ideals. The NGO's classic values
will simply be transferred into a corporate-like structure and into the digital and global
age — while staying intact. Expanding the scope of their values and visions will thus
make the NGOs' mission more robust and viable.

Dr. WiEseLHUBER & PARTNER GMBH UNTERNEHMENSBERATUNG
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This publication makes clear that NGOs cannot avoid the impact of these sea chang-
es all around them. In particular, formal requirements to adhere to compliance and
enforce guidelines will lead to personal liability risks, and can threaten the very exis-
tence of the NGO, as donation scandals in the past have demonstrated. At the same
time, we will demonstrate that there is no need to toss the NGO's cherished visions
and values overboard. Rather, NGOs need to preserve them. However, this needs to
be communicated and explained in a way that is relevant to today's world. By lever-
aging these new parameters, NGOs can become better and more successful than
in the past.

A typical transformation process will analyze the initial situation by analyzing compo-
nents (including donors and third-party donations, executive liability, and compliance).
Mining this information, the next step is to create a holistic concept tailored to that
particular organization. Next, detailed corrective actions for concrete operational im-
plementation are drawn up (see Chapter 5).

We believe that the time has never been better to prepare NGOs for the future.
However, we also know from experience that it is important to prepare and walk
alongside the people within the NGO and its entire surroundings. If some employees’
concerns — that the NGO might lose its values and that unknown changes might oc-
cur — are not taken seriously, the new concepts will not have any impact and these
people will not truly appreciate the improvements that have been achieved.

We DEsiGN Success
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Globalization and Digitalization —
Creating New Parameters

Globalization and digitalization are part and parcel of everyday life, impacting the way
we act and changing what we expect from third parties.

Today people can access any news item and piece of information — everywhere and
anytime, even in real time; online access to information is front and center in every-
day life. Social media are becoming increasingly crucial as well, serving as informa-
tion sources that at times even supplant professional news portals — and they are po-
larizing society, too. Conversely, traditional information channels such as newspapers
and news broadcasts have become less significant. These factors are even impacting
the corporate world, as when occasional negative social media posts cause large
corporations’ stock market values to take a nosedive.

Providing information beyond traditional and new information channels, almost global
access to the internet on mobile end devices now allows people to communicate
across the globe. Instant messaging enhances the flow of instant information, with
people able to send live reports from all over the world.

As a spin-off of globalization, the polarization mentioned above is triggering fear and
skepticism in society, causing people to turn away from a more international point of
view in favor of regional and more radical points of view or actions.

1

Permanent availability
changes expectations
regarding information flow
and its availability
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Fig. 1: Survey regarding the trustworthiness of NGOs, 2016-2017

We DEsiGN Success

<4 50%



12

Fig. 2: Number of NGOs with a consultative
status in the ECOSOC (United Nations Econo-
mic and Social Council) from 1948 to 2014

Traditional aid to developing
countries combats symptoms,
not causes

Fig. 3: Percentage of official development
aid (ODA) compared to gross national income
(GNI), 2015
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Not only are these global developments impacting politics and the corporate sector,
they also play a key role for NGOs:

Traditionally, private donors are the most important source of income for classic
NGOs. At the same time, this segment of donors is also affected by the fear of glo-
balization. More and more, this concern is leading to an explicit distrust of NGOs that
operate internationally — a factor exacerbated by the scandals of recent years.

In addition, current geopolitical events indicate that traditional development aid in
regions affected by crises only reduces symptoms but does not address the core
issues. This realization increases the political pressure on the NGOs active in these
areas.
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Fig. 4: Select negative headlines in recent years

Recognizing these geopolitical developments, the United Nations has drastically
changed the parameters for international development aid with its “2030 Agenda for
Sustainable Development.” As such, distancing itself from its decades-old quest for
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UN leads the way:
Only organizations that
change will survive

“subsidies” for developing countries, the UN is now focusing on “help for self help.”

Overall, NGOs are facing the challenge of regaining the trust of donors and insti-
tutions, now that polarization and various developments in society have prompted

direct competition among organizations.

In light of this competitive environment, it is absolutely essential for organizations to
adapt to the current challenges and requirements, since traditional fundraising tools
are no longer sufficient. In fact, NGOs that do not evaluate their structures and ini-
tiate the necessary changes will cease to exist in the short or medium term.
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2030 Agenda — the Impact

on International NGOs

In 2015, the United Nations adopted the “2030 Agenda for Sustainable Develop-

ment.”

This Agenda represents a sea change for current development aid and takes the

current political and societal developments into account.

The UN is challenging
every segment of society
to fulfill the 2030 Agenda

It includes a total of 17 sustainable and integrated development goals that are indivis-
ible. Addressing economic, social, and environmental issues, the Agenda has three

equal dimensions.

Building on and complementing the Millennium Development Goals of the United
Nations, these goals aim to bring the world onto a sustainable and resilient path.

Adopted by all 193 member states, the 2030 Agenda calls
for adjustments not only in threshold countries and devel-
oping countries but also in industrial nations. The signers
agree irreversibly that all three respective dimensions are
integrated with one another and thus need to be changed
together.

Implementing the 2030 Agenda is a global challenge that
requires a contribution from all UN member states. Imple-
menting these changes is a national challenge for each
country and must not be limited to individual political sub-
groups.

Providing suggestions as to how to implement these
changes, the UN stresses a partnership approach. Imple-
mentation should thus not be carried out at only a political
level but should encompass every segment of society.

Since the Agenda is not limited to developing countries
but is characterized by a holistic approach, every institu-
tion, organization, and part of society in every country is
called to contribute.

Since 2015, member states of the United Nations have de-
veloped plans to implement the Agenda and address the
defined goals. Supporting organizations must implement
plans to:

We DEsiGN Success

1. No poverty

2. Zero hunger

3. Good health and well-being

4. Quality education

5. Gender equality

6. Clean water and sanitation

7. Affordable and clean energy

8. Decent work and economic growth

9. Industry, innovation and infrastructure
10. Reduced inequalities
11. Sustainable cities and communities
12. Responsible consumption and production
13. Climate action
14. Life below water
15. Life on land
16. Peace, justice and strong institutions

17. Partnerships for the goals

Fig 5: The 17 sustainable development goals (SDG) of the UN. The UN is calling on
every part of society to fulfill the 2030 Agenda.
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are available
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In this context, Austrian NGOs in particular have served as good role models by
proactively contributing to the development of an Austrian implementation plan.

In order to implement the 17 development goals, the member states adopted an
implementation plan and financial budget to take action in these particular areas.

Because the UN's development goals no longer include providing indirect develop-
ment aid — especially international development aid — there is now a strong focus on
local, on-site implementation.

As such, NGOs wishing to contribute to the 2030 Agenda on an international scale
will need much more on-site implementation than has been the case up to now.
Third-party funds for this purpose are available. At the same time, NGOs also have
to develop the necessary structures in order to implement the development goals.

Furthermore, international NGOs are not the only organizations being challenged
here — national and regional NGOs are as well. In light of the UN's holistic and global
approach, its sustainability goals call for improvements in every country in the world.

In accordance with the UN’s SDGs, every organization is entitled to financial support,
which must be applied for with the United Nations and used in accordance with the
2030 Agenda. Therefore, the United Nations demands a formal request for financial
support in a call for tenders, which concludes with a detailed report on the progress
of the project. In order for the funds to be allocated, organizations must ensure that
both formal hurdles have been completed.

According to the 2030 Agenda, every segment of the population is responsible for
supporting these goals and working towards them. This will lead to greater com-
petition for the various financial resources. In addition to the NGOs, also for-profit
organizations, investors, and institutions are called to act in accordance with the 2030
Agenda. Not only does this increase competition for the subsidies, it also opens up
opportunities for sustainable partnerships between the nonprofit and for-profit sec-
tors. In addition, since the United Nations explicitly demands and supports partner-
ships in its sustainability goals, the opportunity to forge partnerships will meet a key
central requirement of the 2030 Agenda.

Thus, while the 2030 Agenda poses NGOs with the challenge of formal requirements
and of increasing competition across sectors, it also offers the opportunity for long-
term and sustainable partnerships. It is now up to NGOs and the corporate sector
to overcome these challenges and to take advantage of these opportunities in a
focused manner.

Dr. WiEseLHUBER & PARTNER GMBH UNTERNEHMENSBERATUNG
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SUMMARY:

The 2030 Agenda poses the following opportunities
and challenges for NGOs:

1. Member states are offering new subsidies for targeted activities and pro-
jects.

2. Individual organizations have the opportunity to actively participate in the
implementation of these activities and projects.

3. By focusing on implementing tasks on-site, either on-site presence or
close partnerships are now at the core of international development aid.

4. The 2030 Agenda offers opportunities to open up the NGO sector for
further long-term partnerships — beyond traditional NGO networks. In this
context, business partnerships are becoming increasingly important.

We DEsiGN Success
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What People Expect of NGOs

in Today’s World

19

3

Based on the UN's 2030 Agenda and in light of the changes triggered by globalization

and digitalization, what people expect of NGOs has changed drastically.

Since NGOs cover a wide and varied range, it makes sense to categorize and sort
them. There are various dimensions of charitable organizations. The first way to cate-
gorize them is according to their degree of organization and internationalization. We
can view their degree of organization in the following developmental stages:

Individual persons and visionaries: Stage 1 of an NGO's de-
velopment is based on one or several individuals who develop a
vision and follow it. At this point, the NGO does not yet have any
staff and consists only of the visionaries.

Mutual support groups: Moving on from Stage 1, the visionar-
ies attract persons who share the vision and its values. Their staff
is characterized by a high degree of volunteerism and intrinsic
motivation.

Organization: Attracting funds and garnering success in their
operations, these mutual support groups evolve into organiza-
tions that develop organizational structures and substantially
change regulatory parameters.

The path from an individual to an organization documents a dimen-
sion of an NGO'’s maturity. As the organization matures, the need to
develop professional work processes and structures is often under-
estimated.

An NGO's degree of internationalization can be categorized as follows:

Degree of internationalization

international global

regional

Regional NGOs focus on implementation in their home region or country.

individual/ mutual organization
visionary support group

Degree of organization

Fig. 6: Stage 1 of an NGO typology

International NGOs operate mainly in another country or outside of their home

region, financing their activities mainly with funds from their country of origin.

Global NGOs use their funds in various countries outside of their home region,
usually financing their activities with funds from a variety of countries.

WE DEsiGN SuccEss
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While Stage 1 of the typology allows for clear delimitations, there is a fluid transition

in

Stage 2 of the typology. This is because Stage 2 addresses the donation structure

and also the degree of implementation of the NGOs. In this context, the donor struc-
ture delimits two key areas of funding:

Degree of implementation

Private donors: Financed primarily by private donors and corporate cooperation,
the NGO focuses on traditional fundraising and takes a great interest in targeted
public relations.

Public funding: The NGO is primarily supported by public funds; private donors
play only a minor role. The NGO focuses on keeping close relations to third parties
in politics and society, which are the main source of its funding.

implementing

financing

Fig. 7: Stage 2 of the NGO typology

privat donors public funding

Donor structure

The second dimension of the degree of implementation distinguishes between the
following:

Financing NGO: This type of NGO focuses on raising its own funds. Funds raised
are passed on to another NGO to finance the implementation of specific activities.

Self-implementing NGO: This NGO collects funds and uses them to implement
specific activities. It has a large staff in the various target regions and covers the
entire value chain from receipt of funding to final utilization of funds.

Based on this typology, we will now discuss in detail what private donors and third-
party donors (public funding) expect of NGOs. Finally, we will elaborate the paradigm
shift in development aid, which is opening up new opportunities for today's NGOs.

Dr. WiESELHUBER & PARTNER GMBH UNTERNEHMENSBERATUNG
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3.1 Private Donors — Real-Time Information Is the Standard

Traditionally, private donors provide the lion’s share of the annual donations of an
NGO. Especially in German-speaking countries, over the decades private individuals
have traditionally been active in funding charitable projects. They tend to support
social services and organizations, which finance social projects all around the world
on behalf of the donors.

However, as noted above, private donors are becoming increasingly skeptical of glo-
balization, which has led to a decrease in donations — especially for NGOs operating
internationally and globally. Similarly, we are noticing a trend toward regionalization
among private donors, a move exacerbated by scandals in large NGOs, as reported
by the media. Rather, private donors are now focusing on the “tried and true” and in
increasing measure are turning away from international development aid. Questions
such as, “Will my money really reach the poor?” or “How much of my money will
disappear on its way to the target country?” are typical of the skepticism of traditional
private donors.

A combination of skepticism toward globalization and people now used to always
being able access the desired information — is changing what private donors expect
of NGOs. This is posing two key challenges for NGOs:

The “Transparent NGO” — a Standard of the Future

In an age when people can —even on the way to work — get on their smartphones and
check their bank statements and see whether their paycheck has been deposited,
there is an increased expectation to also track their social involvement “live”. This
means that charitable organizations more than ever will need to create maximum
transparency regarding financial transactions and their effect. In this day and age,
the average private donor wants to experience his or her charity work “live” and in
real-time.

Donors want to be able to define their “live donation experience” individually. This is
why, when communicating with their donors, NGOs need to include “soft informa-
tion,” such as images, written reports, and the technical background, as well as
“hard numbers” on the utilization of funds which can stand up to financial controlling.

To ensure that these reports for donors are audit proof, rigorous standards for organi-
zational processes and information management are necessary. As such, persons do-
nating to an international or national organization must at all times be able to ascertain
what the money they had donated is doing. Financial and material donations and also
the progress of every single activity will have to be transparent and comprehensible.

This kind of “control” can reduce skepticism in donors because the organization is
inviting them to become their “financial controllers,” as it were. These NGOs are
thus demonstrating that donations are being used the way the donors had intended.

In this way, NGOs can become a professional, digital interface between the place

where the funds have been spent — and the donor. Put another way, even interna-
tional development aid can now become a “live” experience.

We DEsiGN Success
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Donors are themselves
becoming financial controllers
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The star power of ambassadors
and visionaries is fading.

Core competencies are now

in the spotlight

SUMMARY: w

It is vitally important for NGOs to be professional

In light of what private donors are now demanding, charitable organizations
are between the proverbial rock and a hard place. On the one hand, NGOs
are extremely value oriented and organized in a very “casual” manner. This
is why — from an emotional point of view — they usually reject the kind of
organizational structures used in the corporate world. On the other hand, the
expectations of private donors make it vitally important that organizations
embrace corporate-like structures. As such, management in charitable orga-
nizations must strike a balance between maintaining traditional values and
adopting a professional approach in the digital world if they wish to ensure
the funding of their social activities in the future.

NGOs IN THE 2157 CENTURY

The Competency Profile of the Respective NGO Has Become
More Important than Ambassadors, Visionaries, and VIPs

Celebrity ambassadors, visionaries, and founders serving as figureheads of an NGO
are increasingly losing their star power. Private donors these days are interested in
a competency profile of the social projects and activities that the NGO carries out.

Thanks to the possibilities of the digital age, potential private donors are now able to
research the activities of the NGO. Conversely, they are no longer relying on the star
power of celebrity ambassadors and visionaries.

This is disrupting an old tradition in this sector: people are no longer interested in
personalities. They want to see the organization’s achievements. Whereas for years,
organizations have often used celebrities as their trademark — someone who de facto
personally vouched that donations to this organization were being utilized correctly —
in light of recent scandals this approach is no longer tenable. Now the organization’s
work is in the spotlight.

Even though terms such as “product” and “performance” are usually unpopular with
charitable organizations, we must note that today’s private donors are keenly interest-
ed in knowing how their money is being used. No one cares anymore which celebrity
is endorsing the use of the funds.

This development is also closely correlated to the communication channels of the
21st century. Traditionally, postal mailings — especially in the pre-Christmas season
— have made up the bulk of fundraising activities of organizations. However, social
networks are gaining ground and should not be ignored. Here too, the name of the
game is that donors want to get a glimpse of their organization on their own — and
in the blink of an eye. If organizations wish to provide such an experience for their
donors, they need a good presence in social media.

Dr. WiEseLHUBER & PARTNER GMBH UNTERNEHMENSBERATUNG
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3.2 Third-Party Donors — The Tender Process, Budgeting,
and Reporting as Prerequisites for Receiving Subsidies

Not only have the expectations of private donors changed, so have the expectations
and importance of institutional third-party donors.

How to Efficiently Participate in a Tender Process

Institutional third-party donors such as Germany'’s federal ministries, the World Bank,
the International Monetary Fund, or the United Nations follow very strict and bureau-
cratic procedures for their tender processes. In accordance with compliance guide-
lines, these procedures ensure that funds are used the way the donors intend them
to be utilized. On the other hand, the tender process poses a tremendous challenge
for the bidding organizations. This is due to the enormous amount of additional man-
ual effort to fulfill the formal criteria of the tender process. As such, organizational
data is usually very one-dimensional, which makes it almost impossible to prepare a
formal budget for the tender process.

In order to increase the possibility that an organization can compete in the tender
process, it is necessary to administer project-related qualitative and quantitative data
in a dynamic system. This allows the organization to fulfill the formal criteria of the
tender process efficiently and in a goal-oriented manner.

Structured Budgeting and Project Reporting that Conforms
to Standards

After an organization has successfully participated in the tender process, it must sub-
mit detailed and transparent reports regarding contents and cost of the project pro-
cess. This report must conform to the formal criteria of the third-party donor regard-
ing structure, depth of information, and reporting frequency. Although to date these
formal criteria are not uniform, every third-party donor requires its own structure
and project reporting revolves around a “budget-actual-cost comparison” structure.
Key criteria are the successful project implementation and seamless reporting that
meets the requirements. All of this determines the volume of future subsidies for the
organization and whether the organization will be entrusted with carrying out further
projects in the future.

Because the requirements of the various third-party donors differ, the divergent bud-
get and reporting requirements are major challenges for organizations — especially for
NGOs that operate internationally. The various formal criteria for budget and reporting
generate a lot extra manual work for organizations. This can also lead to NGOs limit-
ing themselves as they apply for funds and focus on the necessary structures of
select institutions, even though that NGO could also profit from other third-party
donors.
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SUMMARY: \

Rigorous standards for work processes and a dynamic data
foundation are the decisive factors in obtaining “subsidies”

If they wish to meet the expectations of third-party donors regarding the
formal criteria for a tender process and also for project implementation, or-
ganizations will be challenged to optimize their internal processes and IT
systems.

The central aspect is to provide detailed data and flexibly process or compile
their existing data: every single project within the organization must be bud-
geted and traceable based on cost type. It must be possible to correlate the
structure of the project with the existing structure of the third-party donor in
a simple manner.

At the same time, organizations must optimize the internal processes of gath-
ering information. Double data entry must be eliminated and there needs to
be a central data system. This will significantly reduce the usual additional
effort in tender processes, budget compilation, and project reporting.

Even though introducing a central bookkeeping and ERP system leads to
significant costs, as far as third-party donations are concerned, it is the key
to success.

Organizations that are able to efficiently and dynamically react to changes in
the required formal criteria will have the potential for more subsidies from a
variety of sources than before. This will enable these NGOs to substantially
increase their donations from third-party donors in times when income from
private donors is down. This will also ensure necessary flow subsidies in
difficult times.

Furthermore, the formal requirements of third-party donors can serve as a
“training ground” for the transparency requirements of private donors.
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3.3 Private Project Development — The Paradigm Shift
in Development Aid

In light of global climate change, the worldwide refugee situation, and demographic
developments around the globe, private investors are increasingly discovering devel-
opment aid. It has become apparent that the traditional method of financing is no
longer sufficient to finance refugee camps in crisis regions, since “subsidizing” crisis
regions rarely leads to sustainable improvement of the local situation.

As we can see by the tremendous popularity of populists in politics, increasing radi- NGOs do not have a monopoly
calization is causing private investors to be more open to “changing something” than on development aid - private
ever before. For instance, it is noteworthy that infrastructure projects in regions of investors are now coming

high risk are increasingly being financed by private business. on the scene

At the same time, we should take into account that investors from the corporate
sector do not view such projects as “no-profit investments.” As such, their goal
in infrastructure projects is to sustainably develop the structures in those regions,
create jobs and business environments, and generate social and also financial profit.

5

At first glance, this development would seem to contradict the ori- h

ginal or traditional concept of development aid. However, a closer

look reveals that this concept of development is the same because & Mafia/Clan Private

private investors will primarily develop a basic level of wealth in a PPl (e.g. human traffickers, project development

particular region in order to develop it into a promising economic E 2

region at a later point in time. With globalization even encompas- a

sing crisis regions, this opens up brand-new prospects for the local ".3

population. As such, the efforts of the corporate sector harmonize ':%’

with the United Nations’ Agenda 2030 for Sustainable Develop- @ |5 Traditional Traditional

ment. g emergency relief development aid
=

What does this trend mean for charitable organizations that oper- v

ate internationally and globally, and how can we make use of it? short-term long-term

NGOs Handing Over the Reins Benefit for Recipients

N _ o _ o _ Fig. 8: Positioning private project development
In traditional development aid, organizations directly or indirectly implement a de- relative to development aid

fined project. The NGO is responsible for project management and successfully im-
plementing the entire project. This means that the NGO has complete governance
over implementation and basically operates like a prime contractor.

However, in a project financed by private business, the roles are switched. Here, the Core competencies are
NGO is no longer the project manager but is responsible only for the implementation key-project management is
of a clearly defined component of the project. Overall project management or the  shifting from the NGO to
position of the prime contractor now lies with the private investors. Nevertheless, private investors

when drawing up the project, the investors will seek support from the NGO for indi-

vidual areas, even though the organization's support will be limited to an area of real

competency of that particular NGO. For this reason, an organization wishing to play

a supporting role in this environment will need to precisely define its competency

profile and advertise these skills accordingly.
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Project description:

Developing a sustainable economic region

in a rural area of a developing country

Goal:

Sustainable improvement of the standard
of living of a rural population by
securing income, education, health,
and economic initiatives

Fig: 9: Exemplary private project development
and the role of NGOs

f

Internal core questions regarding
this paradigm shift

An organization ready to take advantage
of the opportunities of this paradigm shift
should contemplate the following points
before launching the project:

How great is the culture shock for our
donating community?

Do we have “buy in” from our staff?
How can we prepare our staff accord-

ingly?
Does our organization have the
necessary skills?

Do we have the necessary manpower
and resources on-site to accept this
project?

NGOs IN THE 2157 CENTURY

Building infrastructure — roads, electricity, and water v
Building schools and infirmaries v
Building training centers v
Educating the population to improve agricultural profit v
Building factories to process agricultural products v
Training teachers (schools and training centers) v
Training medical staff v

NGOs Are Initiating Projects and Serving as Incubators
for Integrated Development

Private project developers rely on people to initiate projects and provide project ideas
that business developers will implement over the course of the project. This import-
ant role is a major opportunity for NGOs to substantially enhance traditional project
activities. Even though the activity of the NGO is only one component in the larger
project, this approach allows the organization to influence sustainability and devel-
opment in the region much more significantly and quickly than with the traditional
method of financing by donations. In addition, it allows the concept of integrated
development aid to grow deeper roots. However, NGOs need to recognize this new
opportunity and refrain from their often-skeptical attitude toward commercial and
private project development.

Since all charitable organizations are bound by legal guidelines regarding their non-
profit and "NGO status,” it is imperative to scrutinize the parameters for any dealings
of this kind. Also, since private project developers greatly support the “sustainable
development aid” concept, every country offers opportunities for projects of this
kind.

Strategic Change among NGOs

In addition to observing regulatory and organizational parameters, organizations must
also make a strategic decision to this affect. In this context, the focus of the organiza-
tion and the structure of the donors and the donating community play a decisive role.
The organization needs to be able to answer the following question: Does our current
traditional donor and donating community support interaction with private business
and its projects — or not?

In this context, public relations play a key role if the organization wishes to be suc-
cessful.
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SUMMARY:

The corporate sector and charitable organizations
are migrating towards each other.

This is leading to a substantial paradigm shift because, up to now, traditional
charitable organizations have disassociated themselves emotionally and also
regarding content from profit and marketplace-oriented sectors. However,
the trend toward a “paradigm shift in development aid” is largely removing
these opposite poles. This indicates that current geopolitical developments
— which triggered the 2030 Agenda for Sustainable Development in the first
place — are moving the various economic sectors closer together. As such, it
is necessary for all parties in these sectors to reach out to one another.

We DEsiGN Success
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The Challenges for NGOs 4

Based on the typology of NGOs, the various expectations posit a number of chal-
lenges that organizations must meet.

In order to determine which adaptations to make, the following steps are vitally im-
portant:

B Determine your NGQO's strategic position.
B Define which target position you wish to achieve.
B Determine the values of your own staff.

After determining your current position and defining which target position you wish
to achieve, you will be able to ascertain the scope and depth of the adaptation. Next,
you must prioritize the challenges.

Independent of the typology of the NGQO's position, competition among NGOs has
substantially increased — especially in the recent past. It is noteworthy that, because
of numerous variations in degree of internationality, structure of the donor, and de-
gree of implementation, even individuals and visionaries are now competing with
established, professional organizations.

In order to decide which challenges your organization is facing, defining the individual
strategic target image of the organization is key. Not only does the target typo-
logy need to be determined, so do the desired future donating groups since . .

. . . Efficiency Rigorous
they very much define the requirements of the NGO. Future target donating Internal workpro- standards

groups will also determine the direct competition of the organization. cesses must be Optimize the executive
professional and organizational
structure

Key challenges
for NGOs

Fig. 10: The four challenges of NGOs Compliance Transparency
in the 21st century Reduce executive Implement inte-
liability, optimize grated systems
the use of funds
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4.1 Efficiency — Internal Work Processes Must Be Professional
Internal work processes are the key to an efficient and professional organization.

Transitioning from a “jack of Based on their history, charitable organizations often have a “jack of all trades” struc-
all trades” to a structured ture. As such, especially long-time employees are used to working or assisting wher-
process map is the key ever necessary. What's more, over the years employees build up their own skill sets
to efficiency  — without any particular training in that area. While this is not necessarily a negative
thing, efficient organizations do need to clearly define and delineate their employees’

tasks.

The key to optimizing internal processes is to have a clear process structure. It is of
prime importance that all employees know what happens in the process step before
or after their particular task.

NGO administration deals mainly with information processing. Let's look at an ex-
ample from public relations.

Employees who are responsible for the public presence of the organization in so-
cial media focus on the latest trends in the online community. Depending on these
trends, every day they will define how many short stories or images are necessary,
and will distribute them on the respective platforms. Accordingly, these employees
will pass on a need for information to their colleagues, requesting documentation for
final processing. The colleagues responsible for documentation must know precisely
how to format and design the posts, so as to minimize the need for picture or text
editing. Efficiency in this process will also give those first employees more time to

7
Sister
organizations

1
Work of
the executive

2
Strategy

3 4
Human Staff
resources positions

5 6
Bookkeeping, Corporations
payroll

board accounting,

reporting

Administration

8 — Determining need

9 - Fundraising

10 — Administration of donations

11— Project work in target regions
a 12 — International purchasing a
13 — National purchasing
14 — Project documentation
. . 15— Project evaluation
Value chain / project work -

16 17 18 19 20 yA| 22
Public Press Reporting Project

relations controlling

Annual IT & quality Development
report control cooperation

Communication within and outside of organisation

Fig. 11: Map of core processes in an NGO
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display the organization on various online platforms, rather than having to edit the
necessary information.

Thus, understanding the “supplier-customer” concept is key for optimizing work pro-
cesses.

Specific characteristics of international and global NGOs

NGOs that operate internationally and globally have specific challenges regarding
their internal work processes. This is due to the variety of possible international and
global structures, and also due to cultural differences between the “mother country”
and the “target countries” of the organization.

In order to ensure efficient and transparent implementation of the various projects
in an international or global environment, creating local organizational structures is
vitally important.

From a legal point of view, various constructs have a major impact on the work pro-
cesses of the organization:

B A sister organization in the target region: A sister organization in a particular
target region is a legally independent organization. The sister organization has its
own executive and organizational structure as well as its own (independent) work
processes. In order to make the work processes in the organization in the “moth-
er country” efficient, necessary interfaces with the sister organization must be
clearly defined. Since the sister organization is legally independent, it is also in-
dependent from the parent organization in disciplinary matters and regarding
methods. All of this needs to be considered when optimizing and documenting
vertical work steps and their interfaces.

B A subsidiary in the target region: Subsidiaries in the respective target region
are also legally independent, although the parent organization has direct access
to the executive and organizational structure of the local organization. This makes
it possible to directly correlate internal work processes because the subsidiary
answers to the parent organization regarding disciplinary action and also regarding
methods. For this reason, as far as the process map is concerned, a subsidiary
can be completely integrated within a parent organization.

B A permanent establishment in the target region: As opposed to a sister or-
ganization or subsidiary in the target region, a permanent establishment is not
legally independent of the parent organization. There is a much closer correlation
between the home organization and the permanent establishment than between
a sister organization and a subsidiary. Regarding executive and organizational
structure, this leads to key differences. Regarding work processes and their inter-
faces, there is no difference between a permanent establishment and a subsid-
iary because disciplinary and method authority lie with the home organization.

B A partner organization in the target region: A partner organization in the target
region is characterized by complete independence and locality over against the
home organization. The only way the home organization can access work proces-
ses of a partner organization is via legal constructs, cooperation contracts, and legal
agreements. Usually, the local partner organization has no connections with the
home organization. Rather, local NGOs usually implement the respective projects
as representatives of the home organization. At the same time, because it is inde-
pendent, the local partner organization cannot be integrated into the processes of
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It is very difficult to
thoroughly apply processes
to a sister organization

A subsidiary must be comple-
tely integrated in organization-
wide processes - this makes
corporate structures necessary

Permanent establishments
must be completely integrated
as well

Due to their complete in-
dependence, partner organi-
zations can only be integrated
contractually



32

Direct project supervision
is a key component of
the process map

Take cultural differences
into account

Creating a matrix structure
will grant you control
of methods
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the home organization. Here it is most important that the necessary information
and access are laid down in a contract that will stand up in a court of law. However,
these contracts pertain only to disciplinary and methodological authority.

B Direct project supervision in the target country without local structures: Es-
pecially individuals, solidarity communities, and small organizations do not need
local structures. Rather, they support single projects that they supervise directly
on their own. The organization supervises work processes on its own because
the recipients of the support are not part of the process chain. However, direct
project supervision without local structures is not possible for mature organiza-
tions due to their size and their many project activities.

In order to optimize the work processes in an international or global organization,
other key factors besides the indicated legal constructs are for the employees in the
home organization to understand in detail and consider the culture and work process
of the local staff. This is the only way to successfully integrate the local staff, which
is decisive for a successful transformation.

Needless to say, every employee wishing to demonstrate outside of the NGO the
project work and thus the core skills of the organization must be extremely well in-
formed about the process of the project work. This can only be ensured by regular
visits to the target region. As such, staff in the home organization must be willing to
travel.

In the case of subsidiaries, local permanent establishments, and local partner com-
panies with cooperation contracts, staff in the home organization must keep in mind
that they are in a position of leadership over the local staff — at least as far as the
methodology goes.

This is especially true for the financial department of the home organization, since in-
ternational or global structures sometimes have a tremendous impact on accounting.

How International Structures Impact Accounting

Organizations with subsidiaries or permanent establishments must consider the fol-
lowing for their accounting: According to international and also national accounting
regulations, these organizations are required to consolidate their annual financial
statements.

Furthermore, local organizational units must adhere to local accounting regulations
in the target country, in that the organization must take into account different annual
financial statements.

However, if the organizational structure is not set up properly, this can lead to much
more effort for employees and can even cause managers to find themselves in a
legal gray area. This is why, especially in financial matters, international or global
process chains are indispensable.

It is therefore important to clearly define the areas of responsibility and the data to
be compiled — with posting the receipts of funds and project expenses being a minor
issue. Rather, depending on the target country, scrutinizing and recording the legal
transfer of property from the home organization to the local organizational unit in
accordance with local regulations and international accounting rules is the greater
challenge.
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As such, staff in the two finance departments must work closely together in order to
ensure proper bookkeeping.

Furthermore, correctly posting all business transactions, including balancing fluid as-
sets and fixed assets, is the backbone for the transparency required of an NGO. As
such, the director of financing in the home organization is responsible for bookkeep-
ing in the entire organization, including in all subsidiaries and permanent establish-
ments.

In this aspect, NGOs operating internationally and globally — with a subsidiary or per-
manent establishment in the target region — have the greatest potential for improving
their efficiency. In order to sustainably realize these potentials, they need uniform
accounting structures across the organization. For instance, this means that organ-
izations need a central account plan to correctly and efficiently consolidate their ac-
counts. Organizational units must also be accounted for in the respective bookkee-
ping system. Fortunately, in light of the enhanced technology all over the world,
having a uniform accounting system is no longer utopian. In fact, it is a basic require-
ment for creating sustainable transparency in financing.
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Key issues in global accounting

B Who posts financial transfers to
the organizational unit?

Who posts project expenses?

B Who posts materials that were
purchased internationally as
supplies?

B When are the supplies recognized
as assets of the local organizational
unit?

B Who records warehouse additions
and withdrawals and how are these
recorded in accounting?

B How are buildings, vehicles, and ma-
chines in the target region evaluated
and written off for tax purposes?

B Who is responsible for the correct
recording of assets?

B When should annual financial state-
ments be submitted?

B How are the annual financial state-
ments (local and global) structured?

SUMMARY:

of transparency

Easing staff workload and creating a foundation

Enabling staff to understand the process within the organization lays the
foundation for future transparency. This significantly eases staff workload,
so employees can concentrate on their respective core competencies. How-
ever, in contrast to a business, when an NGO optimizes its processes, the
main focus is not to “optimize staff” in the sense of reducing HR costs.
Rather, in an NGO the point is to efficiently use active employees within pro-
cesses in order to create latitude for more growth in the organization.

An organization that is able to optimize internal processes — even in light of
international and global specifics — will have a competitive advantage in the
marketplace and also benefit from motivated staff that is not overburdened.
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Representation vs. liability -
strictly distinguishing between
committees and executives

Fig. 12: Exemplary illustration of the
corporate structure of an NGO

The compliance point
of view requires a clear line of
separation between the tasks
of the regulatory body and of

the executive body
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4.2 Rigorous Standards — Optimizing the Executive
and Organizational Structure

The management structure of an NGO is primarily characterized by two key compo-
nents. One component usually consists of committees representing the NGO to the
outside world. In the other one, every NGO has executives that fulfill various tasks —
from oversight to operational responsibility. The basic difference between these two
components is their institutional liability, which only applies to the legal executives
of the organization.

Regulatory body

B Maintains the vision of the founder

M Issues the rules of procedures

M Determines annual financial statement
W Approves the actions of the executives

B Appoints executives

M Approves the annual budget

M Approves in the case of budget variances/
changes

Executive body

M Consists of legal representatives

M Conducts operational management of business transactions
M s responsible for strategy and measures

M Oversees compliance wit policy & governance

2 |
-1}
=
2
= Operations | Support & administration Operations Il
g Public relations Assistants Political lobbying
o
5 )
Donor administration Y "
Development collaboration
IT/technology

Donor development

and communication Project mngmt. and purchasing

Permanent establishment

Even though NGOs can take on different legal forms, they all have a regulatory body
and an executive body — comparable to a board of directors and the executive board
of a publicly held company.

Financial controlling

Major donor support HR

Especially large organizations that have grown historically are characterized by having
these two central bodies that are not clearly separated from one another. Especially
from a liability point of view, this can lead to difficult situations.

The regulatory body — governing by means of competence
and dynamics

The distinct task of the regulatory body of a charitable organization is to govern day-
to-day business by means of their competence, that is, maintaining the strategy and

the direction of the organization.

As such, the regulatory body must ensure the skills necessary for assessing the day-
to-day business of the organization.
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Furthermore, members of the regulatory body must also adapt to the latest exter-
nal parameters and ensure that the latest trends are considered in the corporation’s
strategy. This requires the regulatory body to be quite dynamic as it identifies and
evaluates developments in society, politics, and technology.

Unfortunately, in reality NGOs usually operate quite differently: former operational
managers transition directly from day-to-day operations into the regulatory body. In
this way, the regulatory body does less governing and becomes more like a board of
elders consisting of well-deserved former managers.

Quite often these regulatory bodies are characterized by unique attributes such as
“co-option.” Since by definition this means that existing members vote for new
members, co-option will eventually lead to a closed, autonomous, and privileged
community. New members in the regulatory body are selected as to how well they
fit in with existing members, regardless of their competencies. Under these circum-
stances it is very doubtful whether the regulatory body would ever be able to or
prepared to change.

The executive body — responsible for operational business

Operational management in a charitable organization is responsible for day-to-day
business. The executives are personally responsible and as a body are also liable for
the organization.

In particular, organizations often ignore the fact that their executives are respon-
sible for complying with liability law. In order to fulfill this responsibility, executives in
charitable organizations must therefore at all times stay well informed of the current
status of operational business. This is where optimized work processes intersect
with the management structure and — based on the work processes — clear internal
reporting and financial controlling of the structure can be set up. This enables mana-
gers to report to the internal regulatory body and also to third parties.

Organizational structure — ensuring compliance with liability law

Because the executive body is completely responsible for operational business, or-
ganizational structure is very important — especially in international and global organ-
izations. There is a wide range of possible organizational structures and they differ
regarding their legal framework.

B An umbrella organization unites various sister organizations and creates clear
organizational structures. All existing systems organizations report to the umbrel-
la organization, which is the legal parent. This model maintains existing structures
— even in legal matters — and ensures improved compliance with the strategic
focus, communication, and presence to the outside world.

B A holding organization reorganizes a combination of the permanent establish-
ment and various sister organizations, making the permanent establishment a
subsidiary of all the sister organizations. The sister organizations have corporation
agreements with one another, which defines their various responsibilities and
transfers responsibility from the permanent establishment to the sister organi-
zations and executives. According to this model, responsibility depends on the
respective stake in the holding.
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A competent regulatory body
will ensure that operational
business is in line with the
organization’s strategic focus

Co-option stymies renewal

The executive body is liable
for the organization
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Umbrella organization

M Regulatory body: every country sends one chairman and a deputy chairman
B Executive body: every country sends one chairman

Organization Organization Organization
country 1 country 2 country 3

M Regulatory body M Regulatory body M Regulatory body
M Executive body M Executive body M Executive body

Permanent establishment

M Administration
M Project development
M Project implementation

Fig. 13: Exemplary illustration of an
umbrella organization

B Corporate structures (subsidiaries): the third option is to terminate the actual
sister organization and blend it with an international organization. This results in a
classic corporate structure, with the permanent establishment becoming a classic
subsidiary of the new international organization, which in the future will support
the former sister organization. Thus, the executive body of the international organ-
ization is responsible for the entire operational business in the individual countries
and in the permanent establishment.

Organization Organization Organization
country 1 country 2 country 3
) ] . . M Regulatory body M Regulatory body M Regulatory body
Fig. 14: Exemplary ||Ius'trat!on M Executive body M Executive body W Executive body
of a holding organization
20% 60% 20%

Subsidiary company

B Administration
M Project development
M Project implementation
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A matrix organizational structure ensures International Organization
efficient work processes

M Regulatory body: two members for each country
o B Executive body: two members from each country
In order to ensure the efficiency of the work processes,

especially international or global organizations that have |
implemented one of the three organizational structures . .
should implement a matrix organizational structure. Branch office Branch office

Permanent Subsidiary

country 1 country 1 establishment country 3

This approach distinguishes between disciplinary and

methodological employee management. This is especially
necessary for all work processes that interface with other
organizational units, ensuring the desired efficiency re-
garding unity and correct implementation of the tasks.

Fig.15: Exemplary illustration of a corporate structure

SUMMARY: \

Assuming a leading role thanks to competent self-management
and rigorous standards

Rigorous standards for executive and organizational structures transparently
define the liability guidelines for executives. In addition, rigorous standards
for the organizational structure ensure implementation of optimized work
processes, especially in the international and global arena.

Furthermore, an organization that adapts its own management structures
plays a leading and competitive role regarding its credibility, internal compe-
tencies, and self-management.
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4.3 Compliance — Reducing Executive Liability and Optimizing
the Use of Funds

Regaining trust -  One of — if not the — central topic in charitable organizations is compliance. By defin-
focusing on compliance ition, compliance deals with abiding by the laws, the rules of the organization, and
respective action. As such, compliance guidelines of a charitable organization also
reflect its internal value system. The distrust toward NGOs mentioned above needs
to be reduced by introducing rigorous standards — and transparent and detailed com-
pliance. Especially in the past few years, organizations worldwide have been rocked
by numerous scandals. Regardless of the background of the scandals or whether
there is any truth to them or not, the public perception of the entire NGO sector has
suffered greatly.

What are the goals of NGO compliance guidelines?

Minimize executive liability Extend external trust o Continue to boost o Continue to boost
in the organization in the organization efficiency effectiveness
M Apply standards to all organi- M Donors and financiers evaluate W Optimize internal regulatory M Optimize use of financial
zational units the organization according to mechanisms resources by reducing undesired
M Create complete transparency compliance guidelines M Clearly delineate and create use of funds
throughout the entire process M Moral obligation of the NGO parameters for the internal process M Reduce emotional stress of staff
landscape B Ensure appropriate use of funds landscape caused by potential accusations
M Minimize financial opera_tional B Reduce “areas of vulnerability” | Reducg number of donor questions from outside the organization
damage to the organization regarding the public regarding correct use of funds M Increase the intrinsic motivation

W Create transparency for regulators of all employees

Y-

Ensure competitiveness of the organization

Fig. 16: Compliance goals for NGOs

Reducing executive liability

Executive liability In light of potential damage to an organization's image due to scandals and attacks
poses immense risks from outside the organization, the number one issue for every kind of charitable organ-
ization is executive liability. Executives responsible for operations must ensure that

the organization without question operates within legal bounds.

In order to defend the organization's ethical behavior before third parties, the re-
sponsible executives must at all times stay informed about the operational business.

This is why compliance guidelines are the foundation of internal and external re-
porting. Every activity in the organization must be assessed as to its compliance.

Not only does compliance include the internal values of an NGO, it also includes
external regulations and legal requirements. These extend from the basics of orderly
bookkeeping, to duties regarding annual financial reports, up to the requirement of
executives to address the needs of their employees.

Infractions against external regulations and laws cause scandals and lead to work

related consequences for the responsible executives. They often even lead to inves-
tigations by the district attorney, followed by prison sentences.
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This is why executives should be most
concerned about this topic in order to
minimize the personal risks that can re-
sult from it.

Optimizing the use of funds

Legal parameters, compliance guideli-
nes, and also the organization’s particular
value system impact an organization.

Especially its moral values are at the fore-
front of every organization. This varies
from how employees deal with one an-
other and even encompasses sustainable
and correct implementation of the various
activities.

Especially international and global organi-
zations are often confronted with classic
issues such as corruption, embezzlement,
fraud, and questionable use of funds. As
such, in order to develop adequate pro-
cesses, it is often necessary to forensi- 2
cally analyze work processes, plus the RN B95e
people and business partners involved. Local NGO
Such forensic analysis is rarely success-
ful without outside help, especially since
external insight has two key advantages.
For one thing, external analysts inspect
every area of the organization in an unbi- Donatee
ased manner. Secondly — independent of é
whether they work in the parent organi-
zation or in a subsidiary — employees can
assume that the analysts are indepen-
dent and are not possibly part of a “good ol" boy network”. This analysis will yield an
honest and transparent picture, which will enable the implementation of neutral and
appropriate countermeasures.

Especially in an international context, it is important to understand and take into ac-
count the cultural background of the various countries and historic structures. In par-
ticular, forensic analysis must take into account local and national values and moral
concepts, and should not be carried out, for instance, based on German concepts of
right and wrong.

Using the forensic analysis, the organization will then be able to optimize the use
of funds by minimizing any opportunities for people to use the funds in a dubious
manner. The potential for animation should be determined by country and cannot be
generalized.

On the other hand, forensic analysis can pose huge emotional challenges for an organ-
ization: employees who are not directly affected — especially in the homeland of the
organization — are often not sufficiently aware of this topic. Especially for staff with
a long tenure — regardless of whether in the homeland of the organization or abroad
— it is hard to imagine and difficult to process that their colleagues would undermine
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Fig. 17: The traditional flow of funds
within NGOs

Fighting corruption

in construction projects
Traditionally, there are many loopholes
for corruption in construction projects.
They can range from exaggerated ma-
terial and transportation costs, to kick-
back commissions, to outright bribery.

How can one reduce these problems?

B |Investigate the tender process
(open tender process vs. limited
tender process)

W Scrutinize partner companies

| Utilize transparent [T-supported
selection processes with supervision
instruments

| Collect data on the current construc-
tion projects for future benchmarking
(cost comparison and cost control)

Especially in the area of construction
projects, hiring a construction expert for
financial controlling purposes is key, since
this skill set is usually not available in
organizations.
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Executives are 100% liable

for permanent establishments -
therefore it is vitally important
to create transparency in

the organization and take
appropriate actions

SUMMARY: \

Compliance audits protect executives
and ensure continuing viability of the organization

Organizations that maintain sustainable and detailed compliance guidelines
and embed them in processes, structures, and every area of the organi-
zation, protect the executives responsible for operations by reducing liability
risks. These organizations thus provide themselves with a substantial com-
petitive advantage in a contested market environment.

If not already carried out, a compliance audit should investigate current organ-
izational structures regarding the implementation or establishment of valid
existing guidelines. Such an audit will expose any weaknesses in the organi-
zation, which should be changed in order to reduce executive liability.

NGOs IN THE 2157 CENTURY

the values and social responsibility of the organization. Even before the beginning of
the analysis, executives in an NGO should thus prepare long-time employees for the
presentation of analysis results.

In order to prevent employees and partners from circumventing or undermining com-
pliance guidelines, such guidelines must form the backbone for the entire process
landscape — as applicable, customized for each country as well — and for the reporting
structure of the organization. By establishing a detailed and transparent financial con-
trolling process for project implementation, executives can ensure that compliance
guidelines are met.
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4.4 Transparency — Implementing Integrated Systems

Efficiency, rigorous standards, and compliance are the foundations for an NGO to
create transparency. However, they cannot be achieved until flexible and especially
integrated systems are implemented.

Historically developed insular structures substantially
increase liability risks

Traditionally, many individual IT solutions in organizations have grown historically.
They are usually connected with one another by manual (Excel) interfaces. Data is
generated externally and collected in a decentralized fashion in the organization’s
various IT systems. This sometimes leads to multiple entries of the same data. In
addition, there is usually no system within the organization that contains “master
data.” This set-up substantially increases the workload for employees and results in
some tasks being carried out multiple times, which would not be the case with an
integrated system.

Furthermore, we know especially from international and global NGOs that worldwide
structures are usually not transferred to local systems and that there is often no uni-
form system landscape or networking between systems. Especially for bookkeeping
and procurement, this can lead to long delays when acquiring invoices. As such,
invoices from the various target regions often have to be “snail-mailed” to the home
organization and entered into the IT systems there.

Using the postal service leads to long delays, which increases the time until the
IT system can provide up-to-date numbers. This increases risk for the responsible
executives and the organization because they are not able to review operations in a
timely and realistic manner.

Integrated IT systems ensure necessary transparency

In integrated IT systems, data is collected only once and can then be used in various
places within the system. As such, data collection and maintenance is of supreme
importance.

Furthermore, thanks to their modular design, integrated systems take the place of
the previously isolated applications.

At a minimum, an integrated IT system will consist of a module for financial account-
ing (external accounting) and cost and performance accounting (external accounting).
NGOs will also need an ERP module, which will significantly help to manage materi-
als management, procurement, and qualitative project management.

Integrated financial accounting reduces the risks of executive liability

The financial accounting module models proper bookkeeping. The system posts all
business transactions, which at any given moment clearly indicates income and ex-
penses of the organization. The main difference with the prior accounting system is
that an integrated system is implemented across the entire organization. As such,
invoices are collected where they are created and the tedious mailing process can
be avoided.

We DEsiGN Success

Historically developed
data islands are typical of the
IT landscape of NGOs

Data islands turn into
“data atolls” — thanks to
integrated systems

Improving the organization’s
data situation and reducing the
risk of executive liability
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Financial accounting
(External accounting)

B Day book
B General ledger

W Subsidiary books of account
— Open items
— Materials accounting
— Payroll
— Assets accounting
— Bank statements
— Cash account book
— Invoicing

Annual accounts
(+ evaluations)

Fig. 18: Elements of an integrated system

Internal accounting is

the foundation for transparent
communication with third
parties

Cost and performance accounting
(internal accounting)

accounting accounting accounting

NGOs IN THE 21T CENTURY

Cost-type Cost-center Cost-unit

Evaluations Reports

Management information systems

Especially useful for international and global NGOs, integrated systems model the
various regulations and necessary invoicing, since it is possible to create various
methods of balancing. This ensures local balancing in the various countries and lets
accountants submit local figures to the home organization for consolidated balancing.
This creates a maximum of transparency of income of funds and expenses for any
regulatory agency.

Cost and performance accounting creates transparency for the donor

In addition to financial accounting, cost and performance accounting is another cen-
tral element of an integrated IT system of an NGO. This application deals only with
internal accounting and thus with internal financial controlling. However, it also cre-
ates transparency for donors and third-party donors.

Internal accounting is characterized by three basic elements: cost-type accounting,
which addresses which costs were incurred and in which amount. Next, there is
cost-center accounting, which shows in which department costs were incurred. The
last element is cost-unit accounting, which allocates incurred costs to a “cost cause.”

These three elements are able to allocate costs and profits to the respective organi-
zational units and project activities. This makes it possible to do specific reporting for
each project activity. Especially with third-party financed projects, this is the decisive
key for transparent reporting that conforms to guidelines. It applies to third-party do-
nors and also to dedicated donations, since it is possible to determine how much of
these specific donations has already been used.

Furthermore, this cost-unit structure serves to create project-related budgets, enab-
ling annual budget planning of the organization — based on individual projects. Espe-
cially for third-party donors, this significantly facilitates the tender process, since the
necessary reporting always enables a cost comparison between budget and actual
costs.

The finance department manages both modules centrally. Data collection occurs only

once but can be viewed from various perspectives, depending on the respective
requirements.
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NGOs with an integrated system need an ERP module

While both accounting modules always look at monetary values, the ERP module
analyzes and manages amounts and qualitative information, and provides reports on
them. The system revolves around materials management, including warehousing
and procurement. It collects information on warehouse levels and additions and
subtractions relative to the project (cost units), and automatically evaluates them
because it is integrated with accounting. It also allocates this information to the re-
spective cost items. Collaborating with the accounting modules, the ERP module
thus allows for seamless reconfiguration of funds and material flows.

Data collection in a system that is integrated across the organization

Categorically, when an integrated system is implemented across the organization (or
corporation), all data is collected locally. Using a centralized system, the finance de-
partment in the home organization processes the work of employees wherever they
are based. The system structures of the master data or basic must be standardized.
This is especially true for their respective accounts code and cost center or cost unit
structure. Also, in order to meet compliance guidelines, organizations should use the
“four eyes principle.” At the same time, access to administrative system work must
be limited to very few people.

Home region Target Region 1
1
Donor administration

M Donation receipts M Actions
M Donor maintenance M Dedicated D

B Mailings donations (=N

Financial accounting

Target Region 2
1

M Financial accounting M Payroll accounting
M Assetsaccounting M Portfolio management | ) [ |

M Project planning M Purchaising ﬁ
M Project W Warehouse/logistics I | | | I | | |
management B Documentation = . - .

Completeley integrated, IT-driven communication

Completeley integrated, IT-driven communication

A data pool across countries and regions guarantees smooth and fully integrated communication,

both vertically and horizontally

Fig. 19: Exemplary display of the integrated IT system of a global NGO
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SUMMARY:

NGOs IN THE 2157 CENTURY

An integrated system connects all the elements of an NGO

The modules of an integrated system address the various challenges posed
to an NGO. IT-driven correlation of the various elements enables implemen-
tation and enforcement of established compliance guidelines, thus reducing
the risks of executive liability across the board.

Furthermore, integrated systems ensure donor and third-party donor man-
agement, since expectations and entitlements regarding transparency and
efficiency are fulfilled. In addition, they make it possible to proficiently meet
a number of requirements regarding donation and project reporting.

Optimized work processes make the organization look professional. In ad-
dition, by interacting with an IT-driven system they lower the workload for
staff over the long run. This workload reduction increases motivation in em-
ployees, since it substantially reduces redundancies and the need for manual
processing.
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4.5 Summary: Maintaining Traditional Values

in a Digital and Global Age

If they wish to continue to live up to their traditional values and goals in light of
shifting parameters, most NGOs will have to implement a paradigm shift in their
organizational culture.

The name of the game is efficiency, rigorous standards, and transparency; also pro-
cesses and financial controlling / reporting. In other words, this is a foundational
transformation process for NGOs, with the goal of establishing more professional
organizations — and not about a “tough efficiency program” which would result in
cutting back staff.

NGOs often view themselves in contrast to traditional, profit-oriented companies,
which is often reflected in their almost willful “lack of organization.” In light of increas-
ing existential risks for NGOs, such a self-view will have to change.

Attacks from the media can come suddenly and unexpectedly, and in social media
seemingly harmless questions can escalate in a heartbeat. Traditional NGO struc-
tures have trouble dealing with such attacks since

B NGO employees are often “starry eyed idealists” and feel hurt and unjustly treat-
ed by such attacks that can shock the staff into inaction.

B NGO processes do not allow for a reasonable response nor are they documented,
which makes it difficult to provide evidence to the contrary.

B Existing data are usually not sufficiently transparent and complete to quickly clar-
ify the situation and to react to it.

These threats can hit NGOs via several channels — and even simultaneously. In ad-
dition, donors will want information and accusations will need to be defused. These
blows alone can sink the organization. In the meantime, donations are plummeting,
government authorities are threatening to initiate special investigations, are retract-
ing their seals of approval, or discontinuing tax write-offs for donors. Finally, the
NGO's executives are being confronted with personal liability — or even facing crimi-
nal charges.

Only bringing structures and processes up to a professional standard will acquit the

executives, secure donations even from “questioning” donors, and protect the NGO
across the board — without the organization having to give up or abandon its values.
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Designing a Successful
Transformation Process

5.1 Internal Requirements for a Successful Transformation Process

In order to keep your organization successful in the future, make sure transformation
and adaptation are transparent.

In order to maintain the respective culture and values typical for the NGO and for the
transformation to be successful, every employee that will be affected by the transi-
tion needs to know from the outset that existing values and vision will be preserved,
albeit in a fundamentally different environment.

Very often it is not the employees and committees but the regulatory bodies that
impede change since the latter frequently do not regard themselves as the guard-
ians of the original vision but rather as the organization’s result-oriented and critical
conscience. As such, they might often accuse external or “new” employees of not
sufficiently understanding the NGO culture or bringing enough NGO-specific com-
petencies to the table. Diplomacy and skillful argumentation as well as clarity and
rigorous standards are necessary. At the executive level, knowledge of executive
liability is generally helpful as well.

Once a minimum amount of receptiveness has been achieved, the next step is to
analyze the details of the new environmental conditions. This depends on the spe-
cific "type” of the NGO, which is based on its particular degree of organization, pur-
pose, goals, values, and visions.

The result is a clear statement regarding the viability of the organization and also of
the necessary changes that have to be made in order to ensure viability. The main
issue, however, will be the goals of the NGO and whether these can be achieved
with today’s structures, processes, means of commmunication, and reasoning. This
affects the donor side, the organization, and the use of donations.

Every employee may be affected by these changes, with external input and neutral
moderation being crucial. In addition, experience has shown that, without the assis-
tance of an external partner, major elements of the transformation will probably not
be implemented.
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values - never abandon them
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5.2 Structuring a Successful Transformation Project

Introducing and implementing a transformation process is complex, and requires
methodical know-how and tactfulness. When analyzing the as-is situation, evaluate
not only the strengths and weaknesses of the organization but also the willingness
of staff members to change.

In a classic project process, both of these areas should be modeled regarding future
challenges. From there, the next step is to model a realistic concept. Do not forget
to factor in the employees. Only if they “buy in” to the new processes and do not
“backslide” into their old behaviors will the transformation be successful.

Building blocks of the analysis phase Concept phase Implementation

48
Strategic
focus
Donor
[EnEEE
) . Compliance
Fig. 20: Classic
project process of a
transformation

Donor Third-party
analysis donor analysis

. Individual,
Executive Executive organization-specific
liability and organizational holistic concept, including
structure implementation

Accompany
and support operational
implementation

Core processes System analysis

Structured transformation project

Modular analysis using the
building block principle ensures
maximum customization and
client benefit

Analysis

Analyzing the as-is situation comprises the following nine modules, which can be
individually prioritized:

1. Strategic focus: Based on the “type"” of your NGO, its values, visions, goals, and
current strengths/weaknesses, together we will map out alternative target scenar-
ios. We will evaluate the potential for realization based on your organization’s core
competencies and skills but also taking risks and stumbling blocks into account.
The target scenario appropriate for your organization will determine the next pro-
ject modules and the necessary adaptation.

2. Donor analysis: Together we will analyze the current structure of your donors,
evaluate possible donor potential, and discuss fundraising tools as well as target-
group specific media and discussion requirements. We always evaluate the po-
tential in comparison with your competitors, the “fitness” of your numbers, and
your skills in dealing with projects, budgets, and dedicated donations.

3. Third-party donor structure analysis: As in Point 2, together we will analyze

the current structure of third-party donors and evaluate their potential, tools and
target-group specific media and discussion requirements.
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4. Donor management analysis: Donor management and regular interaction with
third-party donors are the “customer service” of your NGO. During the analysis
phase we will determine whether the respective requirements are being suffi-
ciently met — for each donation and support type. For instance, we will investi-
gate whether it is really possible to provide proof for how funds and donations
are being used. Here we will also review your communications with the various
donors, check how often and what they inquired of your organization, and assess
the quality of information that you provided.

5. Analysis of executive liability: The “type” of your NGO today and in the future
will determine the risk spectrum of your executives. This analysis will demon-
strate any current risks and deficits in your processes, structures, and documen-
tation. We wiill suggest corrective actions and behavior standards to minimize
risk, especially with regards to reporting and financial controlling.

6. Analysis of the organization’s executives: Based on the risks posed to them,
we will examine each of the organization's executives, clearly distinguishing be-
tween financial controlling executives and those responsible for operations. Other
key factors will be to analyze how tightly central processes are correlated to the
executive board, and the executives’ authority to make decisions. We will assess
your organization'’s bylaws, procedural rules, job descriptions, reporting schedule,
and budgeting schedule as well, to ensure they are in alignment with the new
focus.

7. Compliance analysis: Compliance analysis is based on the last two building
blocks, revolving around compliance guidelines and processes, their enforcement,
and on control loops to prevent irregularities.

8. Core process analysis: The operations module examines the entire process
landscape. Criteria to examine in detail are transparency, thorough application of
adjustments throughout the organization, modeling of the target scenario, fulfill-
ment of donor requirements, and efficiency. Typically, transparency requirements
are where most of the adjustments will need to be made.

9. Systems analysis: Existing systems play a central role in the modeling of pro-
cesses. System integration replaces isolated solutions and manual interfaces. We
will define the minimum requirements for the system architecture, as required by
the processes and structures. We also offer support for the implementation of
your new |T systems.

Concept phase

Together we will develop a customized concept, based on the modular analysis. Not
only will we take the specifics and values of your organization end of the staff into ac-
count, we will also consider technical parameters. Leveraging W&P’s mix of internal
and external competencies, we are convinced that together we will develop a sus-
tainable, robust, and customized concept for your organization, which will improve
and ensure its future viability.
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Only rigorous implementation
will ensure success
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Implementation

After the analysis and concept phases comes the implementation phase. In this
stage it is vitally important to walk alongside employees as they get used to the new
tasks, processes, and structures. This may require a high degree of individual consult-
ing, which begins with an up-to-date understanding of the skills of your employees,
addresses any concerns early on, shows how the transformation will benefit them
and will produce added value, and will meet their individual requirements.

Standard consulting for NGOs and charitable organizations will not meet the mark,
which is why at W&P we take traditional tools from the corporate world and trans-
form and customize them to fit the values and cultural environment of the respective
NGO.
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5.3 Dr. Wieselhuber & Partner GmbH —

Your Competent Partner for Transformation

As we implement individual project modules, Dr. Wieselhuber & Partner GmbH
(W&P) deploys experienced and specifically trained staff. Our superior competency
is based on over 30 years of experience, providing consulting for family-owned and
owner-run companies. We have decades of experience in working with individuals,
continuing the vision of lifeworks, supporting the transition from one generation to
the next, and securing values and visions — even amidst changing external parame-
ters. These are all situations that apply to NGOs. Many family-owned businesses and
entrepreneurs that are among W&P's clientele are themselves major donors to chari-
table organizations, are socially involved, and have established their own foundations.

W&P draws on years of consulting experience in the areas of process design, build-
ing sustainable financial controlling/ reporting systems, and optimizing business
structures.

With three years of experience working with an international NGO —and with our own
extensive project organization on-site — W&P has proven skills, not only in developing
NGO concepts but also in implementing them in a different cultural environment.

Deploying experts from our international network as well as from our own staff on-
site — both at headquarters and also locally — we were able to ensure that employees
across the organization embraced the project and its implementation. Our network
includes experts on legal matters, compliance, politics, security and operational pro-
ject completion. We have contacts with UN organizations, such as UNHCR, and also
with regional political decision-makers. We are thus able to support project teams
according to their individual situations.

Yet at W&P we also understand the donor side. We know how domestic NGOs are
organized and are also familiar with organizations that utilize donations in developing
countries.

At W&P we leverage our own competencies in designing
integrated IT systems. We have walked alongside compa-
nies as they have implemented their systems in various
languages and currencies — integrating them across national Preserving
boundaries and concluding projects in individual countries then;a';‘%f ‘:‘; l\iGgs
and with a consolidated financial statement. \We also draw andorer st
on years of support from partner companies in the areas of
financial accounting and ERP systems.

Compliance,
processes, accounting
& financial ontrolling

. . . W&P-
We are convinced that we can walk alongside you in a com- core compe-

petent and professional manner for any transformation that tencies
your NGO needs, helping you meet your future goals while
preserving the values of your NGO. Together we will equip
your NGO to be sustainable, robust, and viable for the fu- System competency,
ture, meeting the requirements of the 21s-century. including structuring

Change

and implementation management and

implementation
competence

Fig. 21: Core competencies of W&P for implementing transformation
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Contacts

Daniel Emmrich (author)
Restructuring — Head of NGO Expertise
(Languages: German, English, Spanish)

Phone: +49 89 28623 170
Cell: +49 160 745 18 62
E-mail:  daniel.emmrich@wieselhuber.de

Daniel Emmrich holds a Master's degree in Busi-
ness Mathematics (Diplom-Wirtschaftsmathematik;
Ludwig-Maximilians-Universitat, Munich, Germany)
and a Master's degree in Accounting & Finance
(Macquarie University Sydney, Australia). He has
one year of experience working in a Colombian family-owned business in the food
industry. Furthermore, he is an expert on cultural and political issues in South Amer-
ica. Working with Dr. Wieselhuber & Partner GmbH since mid-2013 in the area of
Restructuring and Financing, his specialty is in process optimization, analysis, optimi-
zation of business structures, and the development of integrated system landscapes.
Daniel Emmrich has over three years' experience with NGO restructuring projects in
Germany and eastern Africa.

Matthias Miiller
Restructuring - NGO Expertise
(Languages: German, English, Spanish, French)

Phone: +49 89 28623 263
Cell: +49 151 551 359 51
E-mail:  mueller.matthias@wieselhuber.de

Matthias Muller holds a Bachelor’s degree in Econ-
omics (Volkswirtschaft, Universitat Konstanz, Ger-
many) and a Master’'s degree in Finance and Infor-
mation Management (Technische Universitat Min-
chen, Germany). He has work experience at the
German embassy in Manila, Philippines, and in industry in Bolivia. Working with Dr.
Wieselhuber & Partner GmbH since early 2013 in Restructuring and Financing, Mat-
thias Mller's expertise is in financing, project management, and internal accounting.

WE DEsiGN SuccEss



54

NGOs IN THE 21T CENTURY

Our Network

Kilian Kleinschmidt

Founder IPA | switxboard

Global Networking and Humanitarian Expertise
(Languages: German, English, French)

Kilian Kleinschmidt has twenty-five years of project
experience with the United Nations and with UNH-
CR, UNDP, DPKO, DPA, and OCHA in Asia, Africa,
southeastern Europe, and the Middle East. His pro-
jects have primarily been in extreme crisis regions.
As such, Mr. Kleinschmidt has become one of the
most competent consultants on the issues of flight
and migration, developmental cooperation, crisis

management, and disaster relief. Especially during his last project with the UNHCR —
managing the Zataari refugee camp in Jordan — Mr. Kleinschmidt gained extreme ex-
perience in the areas of urban development, innovation, and technology transfer. Im-
plementing projects around the world for the past 25 years, Mr. Kleinschmidt draws
on a global, robust network in politics, high-level diplomacy, compliance, and security.

Carsten Stammeier

Freelance consultant in construction
and project implementation
(Languages: German, English)

Holding a Master's degree in Engineering (Techni-
sche Universitat Braunschweig, Germany), Carsten
Stammeier has been living and working in Ethiopia
for the past 15 years. His professional experience
includes financial controlling in large-scale building
construction projects and city planning. In addition,
he has extensive experience in the tender process,
and in awarding and administering contracts. His ex-

pertise includes supervising construction on-site, including the adaptation of building
planning and construction. In total, Carsten Stammeier has been responsible for a
total project volume of 350 million euros in projects in Eastern Africa. Working as a
freelance consultant since 2014, his clients include the University of Addis Ababa,

KfW, GIZ, and UNHCR.
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Dr. jur. Peter Flach

Managing Partner, TSB Treuhand GmbH,
Wirtschaftsprifungsgesellschaft,
Steuerberatungsgesellschaft

(auditing, tax and management consultancy)
Munich, Germany

(Languages: German, English)

Peter Flach is an attorney, auditor, and tax consult-
ant, serving German and international corporations
in any tax and corporate law related issues. Dr. Flach
assists companies in restructuring projects, and
provides assistance for corporate buy-outs and for
succession solutions. Another specialty of Peter Flach's is supporting and assisting
charitable organizations — both as a consultant and also actively as a member of a
board of executives (for instance, in the administration of foundation funds, espe-
cially real estate and stocks). Thanks to a variety of professional networks, Dr. Flach
has worldwide professional contacts.

Dr. Klaus Matzen

Partner / Attorney

Solicitor firm M&P Dr. Matzen & Partner mbB
(Languages: German, English)

Dr. Klaus Matzen is a founding partner of M&P Dr.
Matzen & Partner, a solicitor firm based in Hamburg,
Germany. For over 20 years, he has worked in Ger-
many and internationally as a corporate attorney.
His consulting expertise includes providing consult-
ing for structured project and corporate financing
and in providing legal assistance for corporate trans-
actions and restructuring. After working abroad in
Germany's embassies in Washington DC, USA, and Tokyo, Japan, Dr. Matzen initially
worked in a large international legal firm, focusing on international financing of infra-
structure projects. He then concentrated on re-organization and restructuring con-
sulting. Since 2003, he and his team of 15 attorneys have been providing assistance
for complex corporate law issues for select midsize entrepreneurs and companies.
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