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        a stock exchange for ngo’s 

Problem definition 

It is known that today all NGO’s depend on 3 kinds of money streams for their financial sources:
1) Governmental grants 

These tend to be reduced when the available budgets are reduced due to cost savings or distribution of the available money among more NGO’s.  On top of that, the NGO needs to spend a lot of time on application paperwork and inflexible controls by the subsidizing governments. 

2)     Fundraising events

NGO’s organize themselves fundraising events, spending a lot of available time originally destined for their basic mission.
3)     Gifts

A third source of potential financial sources are gifts from individuals or charity organizations respecting the NGO’s mission and the work . 

Most of all these sources are not sure and don’t depend upon the quality of the work done by the NGO.  Additionally most of the sources demand a lot of paperwork and manpower efforts in order to fulfill all the needed administrative formalities.  The time spent on these efforts cannot be spent on the real work : realizing the mission of the NGO 

Moreover the first source, subsidies from local and international governments, will shrink in future.  The second and the third source are instable and will never give any potential for growth.

Speaking with the NGO’s management they find it frustrating not being able to value their work in an objective way, meaning that these sources cannot be measured based on the achievements of their mission and objectives. The grants and money sources rarely take these criteria into account for defining how much money they will make available for this NGO.

A potential solution 

If we would consider a NGO in the same way as a normal commercial organization and we would be able to calculate the asset value this NGO is creating, for example in terms of intellectual capital, this NGO would be able to express this value in for example a “NGO bond” (concept still to be defined). These bonds could be sold to investors who would have the opportunity to keep the bonds or to sell them.  If this buying and selling of NGO bonds would be structured we could speak of a “NGO stock exchange“.

This solution would mean that a NGO who performs very well and creates a lot of added value in terms of intellectual capital is worth a lot and the value of its bonds would rise and those who invested in its bonds could trade them with profit. 

Even if the NGO would not perform well, and the value of its bonds would decreases even to zero, the investor still can have the feeling having invested in a valuable work for mankind .

Potential investors are basically charity foundations, who by using this approach wouldn’t need to bother anymore on the value of a project they want to sponsor . They could judge the value of the total NGO based on the increase of  its intellectual capital.

Other potential investors could be rich people having the opportunity to buy the NGO bonds in the same way they are used to with commercial bonds at the stock exchange .

A major advantage is the fact  that the amount of money a NGO can obtain on this NGO stock exchange depends for the first time fully on their creation of added value expressed in intellectual capital value .

The challenge 

This idea only stands if we are really able to calculate the intellectual capital of such an NGO . This is where Areopa comes into the picture.  Since 4 years Areopa is able to calculate the intellectual capital  of organizations. Areopa has specific experience in the calculation of the intellectual capital value of organizations in the social economy .

How it is done

Western economies have now shifted from an industrial base to a service and knowledge base. This movement is nearly complete, and is ireversible. Economic theories have begun to reflect this, but theory has been slow to be translated into practice. There is currently a lack of consensus about intellectual capital definitions, management practices and accounting. This spotlight focuses on the issues that must be addressed by enterprises in an uncertain world and a complex business environment enabling them to implement successfully Intellectual Capital Management (ICM) practices.

What is Intellectual Capital Management?
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We have defined it as the disciplined approach for the identification and productive employment of intellectual capital in the creation of economic value for the enterprise. It incorporates the management of intellectual assets, human capital and intellectual property (IP). 

It is related to knowledge management, but emphasizes the valuation and productive employment of intellectual capital.

Intellectual capital management gives executives a way of turning the statement "people are our best asset" from lip service into reality.

Innovation accounts for more than half of productivity growth worldwide and IC is the mother of innovation.  As a key driver of economic value for every company, IC must be identified, managed, measured and protected.

Source: Gartner Research

Positioning IC Calculation

The importance of financial assets in the determination of a company’s market value is decreasing fast and it is equally recognized that no financial (or intangible) assets are now the main drivers of performance and market value. To date however there exist little or no objective quantitative measures of intangible assets, and where they are claimed to exist (e.g. in the valuation of brands, intellectual property, patents, etc.) they are very specific and limited in scope. AREOPA has developed a model for identifying and quantifying intangibles as components of intellectual capital (IC). This model serves to evaluate a company’s return on all the capital it employs, helping to explain the difference between book and market value. It also provides guidance as to how and where management should put its attention to grow the organization’s overall IC.

AREOPA positions intellectual capital calculation as a management tool and not as a simple financial calculation of the intangible assets of the organization and thus explaining the difference between book value and market value. By giving a monetary value to the intellectual capital, management starts to understand the value and the impact of the intellectual captial of the organisation.  AREOPA’s 4-Leaf Model® identifies the sources of added value and competitive advantage in businesses particularly for virtual organizations, collaborative networks or otherwise independent economic entities, who build their business models on an internet basis using minimal financial assets.

examples of ICT and

Financial Services
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The Four IC Classes

The four basic classes are : Human, Customer, Structural and Strategic Alliance Capital. The latter reflecting the fact that partnerships, alliances and networks are increasingly important business factors in the New Economy. The strength of its alliances or its network has a significant impact on the leverage of a company in its market, and therefore affects its value. 

A second crucial observation is that, apart from Structural Capital, the basic IC classes are in fact shared capital (Stewart, 1997). For instance, Human Capital (HC) is shared with its ‘owners’: when the person leaves an organisation, he/she takes his/her skills & competences, reputation and potential along with him/her.  Similar rules apply to both Customer Capital (CC) and Strategic Alliance Capital (SAC) : when the customer takes his business elsewhere or an alliance breaks up, the customer’s revenue potential and the partnership’s leverage are lost and a “zero-sum game” relationship is restored. 

However, not all may be lost in such extreme but realistic scenarios since at least the customers’ name may remain on the companys’ reference list, and a former partner may still perform as an arm’s length supplier.  This indicates that some CC and SAC has become structural, and is therefore unaffected by the departure of a customer, respectively a strategic alliance. 

The consequence is that Intellectual Capital may flow from one region into another (neighbouring) region !  And this is where the management of IC comes into play. It is important for companies to realize where their IC is situated, and which actions need to be taken to convert the IC risking to be lost into structural IC, i.e. to structuralize their Human, Customer and Strategic Alliance Capital to the maximum possible extent.
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