Understanding Full Cost Recovery
A common problem in fundraising is that the costs of delivering a project or service are not accurately calculated.  Many times fundraisers do not ask for enough money to deliver the work properly.
There are several ways in which an organisation’s work can be costed.  The headings used for costing can include direct, indirect, fixed and variable costs. There is no one model of budgeting that works in every situation.  Much is dependent upon the size of the organisation, the different types of costs that it encounters and the cost structure that is used.  

It is important to make sure that all the costs are covered when planning the budget.
Terminology of budgeting

· Direct Costs

· Indirect Costs

· Governance & Strategic Development

Direct Costs

Direct costs are the costs of those activities that constitute the activity [output] itself and are incurred in direct contact with the project’s beneficiaries.  These are likely to be geographically close to the point of delivery.  Managers of project workers are likely to be a key item here.  Without direct support activities, the final outputs would not be possible.

Indirect Costs

Indirect costs are costs of activities, which provide indirect support to the direct service/projects or outputs.  These are central functions such as payroll, finance, information technology (IT) and others such as the Chief Executive, etc.  Although these often do not have regular direct contact with staff producing the outputs, indirect costs are vital to the successful delivery of the work.  If such activities were to cease, the quality of the final outputs would rapidly deteriorate, and would ultimately become impossible.  

Therefore, although we refer to such services as indirect costs they are directly relevant to the successful operations of organisations in the voluntary and community sectors.

Governance & Strategic Development

Governance and strategic development are important activities, which account for much of the remainder of the time of centralised functions.  Governance costs cover activities that an organisation is engaged in because it has regulatory obligations.  It needs to be accountable to the general public and its employees as well as to funders, government or government bodies.  In addition, there are costs related to prospective future activities of the charity, i.e. strategic development costs. 

Governance and strategic development provide the ultimate guarantee of the quality of work of the organisation.  Without these activities the work of the organisation would suffer over time. 
Click here to get the model for FULL COST RECOVERY
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