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Executive Summary

Principal, transformational, and lead gifts are critically important—without them, you cannot expect to
secure and sustain your mission. For many years, nonprofits have tracked with the 80/20 rule. That is,
an organization could expect to receive 80 percent of its funding from 20 percent of its donors. In recent
years, however, many organizations have seen this ratio shift to 95/5 or even 97/3. This dramatic change
is due to a combination of shifting wealth, a weakening economy, and the changing priorities of funders.
Today, many organizations find that their best donors have suffered losses in liquidity during the recent
recession and/or are feeling ‘tapped out’ by the nonprofits they have supported heavily in the past.
Maintaining your competitive edge by cultivating new principal gift donors will prove transformational

for your organization. It’s a commitment that has to come from the very top of the organization and be

reflected in all of your systems and processes.
On Your Mark: Set the stage

Principal giving strategies encourage those with extraordinary resources to make an extraordinary
impact. Typically, a principal gift is one that far exceeds an organization’s entry point for major giving
and is designed to distinguish the extraordinary donors from the significant donors. It’s a distinction that
varies from organization to organization. Principal giving can start at $100,000, $1 million, $5 million,

or even $10 million. There’s no clear rule; if your organization considers $1,000 to be a major gift, your
organization may define principal gifts starting at the $100,000 level, whereas an organization whose

major giving level starts at $100,000 may consider $5 million to be a principal gift.

But, it’s not the dollar value that matters. It's the commitment you, as an organization, make to
differentiating your approach to working with principal gift prospects. While it's well accepted that major
giving prospects require higher-touch cultivation and relationship building than typical annual fund and

lower dollar donors, with principal gift prospects relationship building is paramount.
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As organizations continue to up the ante with more and more aggressive campaign goals, they have increasingly

high expectations to meet. Consider that when the 80/20 rule held true, the one billion dollar campaign was
virtually non-existent. Now, campaigns this size and larger are becoming commonplace at premier institutions.
And as organizations become more aggressive in their fundraising goals, they will find fewer prospects able and

willing to support the apex of their fundraising campaigns. For example, one large research university expects

11 donors to fund 80 percent of the campaign they are about to launch. To be successful, the expectation is that

this will all have to be in the form of principal gifts that require organization-wide focus.

According to a study by The Spectrem Group, there are 8.6 million households in the U.S. with a net
worth (excluding primary residence) of at least $1 million.” The number of households with at least

$5 million in assets reduces this to just 1 million, and, at the $25 million level, the U.S. has 107,000
households. This may seem like a lot of households but compared with charitable needs and translated
to charitable dollars, you'll see that you’re looking at a very small group of individuals who are capable of

making an extraordinary principal gift.

This point is reinforced by a 2010 study, High Net Worth Philanthropy, sponsored by Bank of America
Merrill Lynch and written by The Center on Philanthropy at Indiana University.? It surveyed high-net
worth individuals who either have an annual household income of $200,000 or more or have a net worth
(excluding primary residence) of at least $1 million. Researchers found that among these groups, the
biggest motivator for charitable giving was being “moved at how [their] gift can make a difference.”
They also found that although almost every respondent made charitable contributions, most gifts were
relatively low. In 2009, only 10.5 percent of the study’s respondents gave a total of $100,000 or more
to nonprofits — and that was total giving, not to one specific organization. Couple this with the fact that
$100,000 is the lowest level generally seen for principal giving to an organization and you see how few

principal gift prospects truly exist.

So, what can be learned from the research? First, principal giving cannot simply be about finding wealthy
people in an organization’s database — it takes a more sophisticated look at donors and focuses on

finding the right combination of factors including the:

Right donor

Right purpose

Right amount

Right solicitor

Right time
A 2011 study by Dini Partners® of donors who contributed $100,000 to $1 million found that the single
most important factor influencing giving is alignment with an organization’s mission. And, when choosing

new programs to support, more than 50 percent of donors surveyed cited a personal relationship to an

organization or cause as the most important factor in choosing to support it.
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Wise philanthropists reinforce this concept time and time again by affirming, "It’s about fundraising, To identify the right

friend-raising and matchmaking.” It’s about: “giving a person an opportunity to support a good cause.” prospects for your

It's about: “matching the right person to the right projects.” In formal studies and casual conversation organization, you have

philanthropists are clear: “It's about building relationships, not about the money.” to understand your
organization’s needs, your

Get Set: Identify the right prospects Case for Support.

To effectively find this right combination in a donor, start at the beginning with proper prospect
identification. This occurs long before cultivation and relationship building come into play.

Identifying Need

To identify the right prospects for your organization, you have to understand your organization’s needs,
your Case for Support. This is a crucial step when you embark on the task of identifying new prospects,
especially for principal giving. Typically, nonprofits tend to focus only on past giving and perceived wealth,
but to be successful it’s worth employing a more sophisticated and educated approach. Ask yourself the

following questions:
What are your organization’s top funding initiatives?
Why are they the most important?
When will funding for these initiatives be needed?
How much funding is needed for each one?
What additional initiatives are coming down the road?
How do these initiatives help your organization fulfill its mission?
Why are these initiatives compelling and unique to your organization?
Is your “organizational house” in order?
If you can’t answer these questions, step back from identifying prospects and do your homework first. If

you’re confident in your answers, it’s time to begin identifying the appropriate principal gift prospects for

your organization.
Identifying Capacity and Inclination

Who in your database has both the wealth (capacity) to fund your initiatives and the inclination (likelihood,
desire, affinity) to do so? This is called the “sweet spot,” because it requires your potential donors to
show both capacity and inclination. The reality is, your biggest champions may not have the wealth to
fund your initiatives at the principal gift level, and the wealthiest potential donors may have no interest in

your initiatives.

A good way to find the sweet spot of capacity and inclination is to use predictive modeling—the process
by which a model, or profile, of those who have already done what you’re measuring is created, enabling
you to find others who look like the model.

Continued on following page
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Today, by pooling principal-level donors together and examining millions of distinct datasets and giving
patterns, it’s possible to develop a “profile model” of the ideal principal gift prospect. The profile includes
information specific to both a prospect’s relationship to your organization and more generally to the

prospect’s capacity, wealth, and philanthropic interest so you know you’re hitting that sweet spot.
So what makes a principal gift prospect?

One thing you should look for in a principal gift prospect is general philanthropic propensity. Our research
shows that donors who show loyalty to an organization through consistent giving provide the base of
prospects with potential for increased commitment. This is supported by traditional fundraising theory,
which states that those who have given to an organization in the past are more likely to give to the
organization in the future. Or, in industry lingo, retention is more successful than acquisition. For example,
one client shared that their year-over-year retention rate is about 80 percent while their new donor
acquisition rate is one percent. Similarly, in benchmarking ten large nonprofits, we found a correlation
between raising more dollars through the organization’s major giving program and the average length of

time a donor was affiliated with the organization prior to making their first major gift.

However, there is much more to the picture than simply being philanthropic to your organization. Principal
gift prospects typically have high incomes, are well educated and enjoy a comfortable lifestyle, belonging to
affluent demographic groups and living in expensive homes situated in communities with a high quality of
life. In addition to their income, their community, and the value of their primary residence, their other assets

are higher than the norm as well.
Capacity

Remember, just because donors have the inclination to support your mission, they cannot be principal gift
prospects if they don’t have the capacity to do so. And, while our research indicates that having a certain
threshold of high income is one factor in being indicative of principal giving, there are many high income
earners that are overextended or not interested in making principal gifts. So, a deeper dive into a donor’s
actual circumstances is necessary to fully vet potential capacity. Whether or not you're using a predictive
model, you should use a combination of an electronic wealth screening and a research review. Screenings
will help lead you in the right direction, but a screening’s limited view of publically-searchable databases
typically only—cleanly and easily—uncovers 20 to 40 percent of a person’s wealth. This is why research

is needed: it allows you to get “into the weeds” and dive deeper, to better understand the data through

more comprehensive analysis and investigation.

Having said that, true capacity may not be determined until a personal relationship with the prospect is
cultivated. Through personal relationships, you'll not only be able to uncover additional wealth (Is that a real
Monet hanging in the hallway?), but you'll also be able to better understand potential liabilities (So, all five children
are currently attending a pricey private school?). Significant wealth will not enable a principal gift if encumbrances

are equally high. And, behind-the-desk research alone will not unearth all pertinent information.

Continued on following page
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Inclination Principal giving is a
mindset, a paradigm
shift, a different way
of approaching

Inclination to give can be a bit more difficult to determine. Typically, you can start to make an assessment

of an individual’s inclination by answering these questions:

What is the prospect’s relationship with your organization? This includes past giving, advocacy, deVElOpment work.

event participation, constituency, and anything else that connects them to you.
Where else has the prospect given, and at what level?

Does the prospect sit on any philanthropic or foundation boards?

What is the prospect’s motivation for giving?

Are there personal circumstances that may mitigate or strengthen their perceived interest in

your organization?

Who else might they know at your organization (staff, board, volunteers) that could help answer these

questions, and importantly, help to build a relationship between your organization and this prospect?

The cultivation process is designed, in part, to help explore someone’s specific inclination in more detail.
But, if you cannot find positive answers to some of these questions upfront, and if you’re only looking at
someone because of their perceived capacity, it might be time to move on. Always remember, to find the

right prospect, you have to look for the sweet spot.
Go: Be operational ready

Are you ready to start identifying principal gift prospects? Not so fast! Principal giving is not just about
adding a new level to your development pyramid or understanding your organization’s needs or finding
the right prospects. In many ways, principal giving is a mindset, a paradigm shift, a different way of

approaching development work. You have to be ready to enter the race.

To assess your organizational readiness, you must already have a major gifts program and a dedicated
major gifts team in place. Principal giving is not the place to start your high-touch cultivation-based
fundraising program. It’s a top-drawer add-on—something to consider when, and only when, you already

have a good system in place and a culture of major giving firmly established.
Buy-in from the top is critical

First, your Chief Development Officer has to be onboard with shifting some of your team’s efforts
to a higher degree of fundraising. Immediate ROl may not be evident, but secured principal gifts
can help provide transformational funding for your organization. It’s similar to investing in a planned
giving program: The rewards may take a while to realize, but once they are, they can alter the future

of an organization.

Continued on following page
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Second, your Chief Development Officer has to advocate for a principal giving program to your
CEO, President, and Board. This is necessary because your principal gift prospects will frequently
(and rightly so) expect them to be involved in the process of cultivation and solicitation. In many
cases, while it may still fall to the development professional to make the actual ‘ask,’ principal giving

prospects will expect your organization’s leaders to be at the table.

Finally, all of your organization’s director-level stakeholders should also be involved (at colleges,
this is typically academic deans; at hospitals, chief medical staff; at service agencies, program
directors). These individuals know better than anyone how to best identify and articulate your Case
for Support. They are also often better able to articulate passion for your mission in a way that

comes across as more genuine than the development professional can.
Ready your development team and systems

Dedicated frontline gift officers are a must to ensure you have the appropriate resources needed to build
close relationships with principal gift prospects. If major giving is high-touch, principal giving is ultra-high
touch. Typically, principal gift prospects require more personal contacts with your organization. Someone

needs to both develop and orchestrate this relationship. Additionally you need:

A prospect management system with a staff member responsible for oversight: Given the intensity
of principal giving, a prospect management system will assure that prospects are being identified
and moved to qualification, cultivation, and solicitation stages in a timely manner. Having a person
who is not only responsible for the relationship with the prospect but also responsible for the
process itself will help assure productivity across your team. Keeping a critical eye on solicitation
plans, activity/inactivity, and Gift Officer case loads are all important aspects. In fact, in many cases,
organizations will find that Gift Officers working with principal giving typically see their portfolio size

reduced specifically so attention can be better focused on a few key prospects.

A researcher or researchers to provide the in-depth information, synthesis, and analysis needed
for understanding your principal gift prospects: Ideally, the researcher should not just be tasked
with identification, they should also partner with your Gift Officers, becoming a part of the strategy

process needed to help build a relationship with a prospect.

A strong constituent relationship management (CRM) system that allows you to track all activity
related to your prospects in one centralized place: And, this means everything — every internal
strategy decision, personalized touch-point, mailing, gift receipt, event attended - that can help
your organization get a 360-degree view of the prospect and your organization. It may seem like
overkill, or administrative hassle, but keep in mind that you’re building a relationship between an
extraordinary prospect and an organization; your team is a conduit for the relationship itself. Staff
members come and go; the hope is that your prospect’s relationship with your organization will
endure. Therefore, detailed record keeping, and the building of your organization’s institutional

memory, will be crucial in keeping your processes organized and the relationship forward-moving.

Everything ready? Move to the starting block! Continued on following page
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Conclusion

To realize a successful principal giving program, an organization has to be prepared to go the distance.
Like running a successful marathon, principal giving is epitomized by the planning and process that is
put in place, only here the goal is not to cross the finish line but to help guide extraordinary prospects
toward providing extraordinary gifts. Ultimately, “It’s about building relationships, not about the money.”
And, identifying prospective donors with the right sweet spot must be at the beginning of creating a true
partnership. It is through these partnerships that you have the potential to transform your organization

and achieve your mission.

" Affluent Market Insights 2012 report, Spectrem Group, March 21, 2012,
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http://www.philanthropy.iupui.edu/Research/docs/2010BAML HighNetWorthPhilanthropy.pdf
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