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The Declining Value of the Dollar: 

Tips for Israeli Non Profit Organizations Dealing with the New Reality

March 2008

There is no longer a doubt in anyone's mind that the continuing devaluation of the dollar in relation to the shekel is having a profound impact on many fields and industries in the Israeli economy. As is often the case with the economy, some benefit from the present reality while others suffer. Those who signed dollar-based contracts are now spending fewer shekels every month than they had expected. Those who are living off of U.S. based salaries or retirement funds are feeling the crunch of the falling dollar. Importers of products from the United States are benefiting, while exporters to the U.S. might be experiencing a drop in sales. 

In the non-profit sector, where dollar donations account for a large percentage of organizations' annual income, NGOs are finding it increasingly challenging to maintain their previous level of activity under these new economic circumstances. Many of these organizations based their budget on a projected exchange rate of $1 = 4.5 NIS. Over the past two years, the dollar has dropped against the shekel by about 25 % (and 13% of that in the past six months). As the dollar slides, organizations need to raise more money to reach their expected shekel expenses for the year.  This has had serious ramifications for non-profit organizations that largely rely on donations in dollars. American Jewish philanthropists are concerned as they witness their current investments in Israel being less effective today than a year ago.

Economic analysts seem to indicate that the devaluation of the dollar is not temporary, and nobody knows where it will level off; with some predicting an even sharper turndown in the near future
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There are no shortcuts to dealing with this challenge, and, to some extent, it is a matter of returning to the basics of financial management during difficult times – a strategic combination of raising more funds and cutting expenses, while continually diversifying your funding sources. 

The following are some tips to help organizations adopt a more systematic and future-oriented approach towards the dollar's devaluation.

Stop Speculating. There is really no way of knowing whether the dollar is on its way up or down, or stable at the present rate. But it is a mistake for organizations to hold onto dollar contributions thinking that they will be able to get a better exchange rate if they just wait another month or two. It could just as easily go in the other direction.  
· Sign shekel contracts

· Build budgets in shekels

· Transfer dollar contributions immediately - don't delay, hoping that the dollar will increase in a few months.

· If your organization is going to be spending in dollars in the coming year (for instance a staff member will be travelling for the organization or a purchase in dollars), then there is justification for keeping the estimated expenses in dollars.

Be Conservative in Your Estimates. 

When building your budget, rely on a conservative dollar – shekel exchange rate. The exchange rate is 3.4 today. Organizations should be budgeting based on this rate or even a lower one. 

Renegotiate with your U.S. donors. At this point, most funders working in the international arena are very aware of the challenges facing organizations as a result of the fall in the dollar value. All the same, in submitting your proposal to your donor you promised to complete Y work if you were granted X number of dollars. At the point where you made this promise, you assumed that X number of dollars was going to translate into a lot more shekels than they do today. The implications of this change are that you will be able to achieve less work with the same number of dollars. It is therefore a good idea to present your donors with a revised workplan describing what can be accomplished realistically with their grant at today's dollar rate. Part of the discussion can also include a request for additional funding to share in the difference.    

Include a Line Item for Inflation and Exchange Rate Fluctuations.

If your budget is NIS 340,000 for 2008, and you are estimating that the exchange rate will be 3.4, then you will need to raise $100,000. In reality the exchange rate might be lower, let's say 3.2 and then you would actually need to raise $106,250 to meet your budget for 2008. One possibility is that the difference between these two scenarios, $6,250, should be included as a line item on your budget "Inflation and Exchange Rate Changes". It might be helpful for the donor and NGO community to have a frank and open discussion on this strategy. This might include an agreement on what organizations will do if the exchange rate remains static at 3.4, or even increases. In such a case, the two sides should come to an agreement over where the difference is invested (increased activity, a reserve fund, or some other option). 

Monitor the Budget Closely. 

Build a cash flow budget for the next 12 months based on actual secured income, and monitor it monthly comparing actuals with budgeted. Don't wait until a year of inaccurate estimates to realize that the organization needs to make drastic budget cuts. The earlier your organization begins to make spending adjustments, the less drastic the changes will have to be. 

Negotiate with your Bank.
Negotiate beneficial conditions with your bank regarding exchanging dollars to shekels. This includes the fees that they are charging you, the exchange rate that they are setting and the conditions of changing the funds. Some organizations have been able to get their banks to agree to transfer dollar checks into shekels even before they have cleared. This is especially crucial if the check is large and the dollar is falling. 
Consider Hedging and Call Options. 
This is a way for organizations to take out an "insurance policy" and secure a fixed exchange rate in advance either via a bank or an investment company. This is relatively expensive insurance and organizations need to think about whether it constitutes a good use of their funds. Some of the larger organizations are beginning to use this option in some capacity. You can ask your bank or investment company for the updated cost list, which are fixed across board. You have some leeway to negotiate the fees. 

Develop a Survival-focused Resource Development Plan. Consider how you can diversify your funding and replace any lost funds. For example, your plan might identify ways to:

 Seek new foundations, businesses and other institutional funders based on your revised program priorities.

 Raise funds in Israel through individual donor solicitations, including community-based and member-focused fundraising.

 Raise money in other regions and countries (e.g., Europe, Australia, England, etc.)

 Initiate or expand income-producing activities.

 Charge fees, if clients or beneficiaries can afford them.

 Develop special events, and consider partnering with other organizations on such events.

Define Your Core Business. Ask yourself What is my organization really about? And which programs/activities are at our core? And be sure to stick to those during challenging financial times. This process may also help to sharpen your organization's activities and be sure that they are aligned with its vision.
Identify Ways to Cut Costs and Continue High-priority Activities. There are many ways of doing this besides cutting programs. 
 Find volunteers to do some work previously done by consultants.
 Identify in-kind sources for supplies, services, and equipment.
 Delay purchases or other expenses that can be deferred, from technology upgrades to new furniture.
 If your lease is ending, find less costly space or move in with another organization that has a compatible mission. 
 Investigate merging with another organization or running programs jointly for a specified period to reduce administrative costs.
Continue with Your Money Making Initiatives. Run a fiscal analysis to see which programs are "money makers" (e.g., those “fee for service” activities that actually end in a surplus, or those programs that traditionally have secured donations, etc.) and maintain and bolster them, even if they are not part of your core activities. 

Prepare a Realistic Minimal Operating Budget. In addition to a fundraising budget, organizations need to look into preparing a minimal operating budget. Start living within the confines of the minimal operating budget. It is easier to make budget adjustments in March and spread the cut over the remaining nine months, than it is to wait until October and to make those same cuts over three months. Be sure to budget the fundraising pieces incrementally, but only after you have secured enough to cover the base activities. 
Written by Liora Asa, Shatil Financial Management Consultant

with input from Mosaica: the Center for Non Profit Development and Pluralism,

and Mr. Mati Monk of Bank Yerushalayim
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