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ABSTRACT

This paper highlights the issues and challengeimdalsy community-based tourism (CBT) to ensure riiial
sustainability of their project or enterprise byings Tourism Cooperative Limited (KOPEL Berhad) asase study.
Nowadays, the financial sustainability issues main consideration due to large number of CBT mtsj@re constrained
and some are severely threated by inconsistentraiquate financing. CBT has been identified asaegic approach
that encourages them to diversify revenue souncésiavelop new revenue-generating activities. Tase study provides
issues and challenges faced and factor that catittpto the financial sustainability of the entésp. For KOPEL, the
management challenge is to allocate resourceegitatly and make those resources as productiyp®ssible using new

financial and marketing model.
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INTRODUCTION

Community-based tourism (CBT) has, for over threeadles, been promoted as a means of developmergbyhe
the social, environmental and economic needs dl loommunities are met through the offering of arigm product.
CBTs appear to contribute to social and economicigal as well as to development of in marginalizzdas particularly
in developing countries. The economic potentialoafrism, especially within developing countriess teeen identified as
an important contributing factor to global tourigmowth (Honey 1999; Ashley and Roe1998; Mowfortld &hunt1998).
In developing countries tourism has often been gkvas the pivot for small-scale enterprises andl@ment, and
therefore the uplifting of standards of living (Hpn1999).

The CBT has potential to provide some unique opmities for communities by offering not only greabenefits

but also enhancing their involvement in planningd aranagement of tourism in their village as weltasimunity.

In Malaysian context, CBT (especially homestay paogme) is heavily promoted in Malaysia as a tool to
increase rural people’s income. However, the isafesability and sustainability of the project adelbious. There are
several problems associated to CBT including loswime generation and takes time to deliver bengfitsllagers, uneven
tourism income distribution, and the fluctuationiméome due to seasonal effect. Furthermore, tistnbss failure in the
CBT can be attributed to a range of barriers, idiclg; the small size or structure of enterprisask lof resources, finance
and funding issues that need to be tackled cldsethe management of the CBT to ensure the susiditpaand viability

of their enterprise.

In the concept of Community-based tourism (CBThalgh issues like community participation, empaonent,
cultural revitalisation, and natural resource mamagnt play an important role, it is must also betainto consideration

that CBT must be commercially profitable if it © lbe sustainable. Most importantly, for sustain @&, they also need
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to generate sustainable income streams to fund $beial purpose and at the same time to redude dependency on
grants and donations especially from external fumade donors. Many of the CBT projects in develgpaountries have
been supported by international organizations oON®/hich providing external financial supports ommthe early phase
for developing capacity building of local peoplerahgh training, building basic tourism facilities establishing
partnerships. In general, financial sustainabiliigs been the main issue faced by many communigebésurism
enterprises. The large number of CBTs is constdaared some are severely threatened by inconsiatehtinadequate

financing to run their commercial activities.

This paper summarizes the findings from this studised several issues, challenges and the fachats t

influencing financial sustainability of KOPEL Beithay employing an intensive strategic assessment.
LITERATURE REVIEW

Community-based tourism (CBT) arose after the ESttmmit in 1992 at Rio de Janeiro in accordancé thie
Agenda 21. There is insufficient rigour in the w$¢he concept of community-based tourism. The ephés used flexibly
(Goodwin and Santilly 2009). WWF defined commurbsed tourism as a form of tourism ‘where the l@cahmunity
has substantial control over, and involvementtgydevelopment and management, and a major propasfithe benefits
remain within the community.” WWF accepted that tdwncept of community depends on local ‘social artitutional

structures’ and accepted that it ‘must also embiragigidual initiatives within the community’ (WWHternational 2001).

Based the above definition, CBT is commonly underdtto be managed and owned by the community hfeor t
community. It is a form of ‘local’ tourism, favoung local service providers and suppliers and fotwuseinterpreting and
communicating the local culture and environmenhds been pursued and supported by communities, dgmeernment

agencies and non-government organisations (NGOS).

A Community-based tourism or enterprise should hiolewing characteristics: (Community Partneringr f

Local Development 2012).

e Community-Owned: Assets (fixed and current) must solely belonght® community and placed on the sale to

attain private financial gain.
e Community-Led: Local stakeholders take an active role in therenie.

e Community-Controlled: Organizational leadership, like the Board of Diceds represented by the local people.

This leadership is held liable to the community.

* Income-Generating: The income generated is re-invested or surpluslistributed for the benefit of the

community.

» Socially and Environmentally Responsible:As a social enterprise, it is not driven by theddéo maximize

profits but primarily to help the community as aoMhwithout neglecting the environment.

» Financially Self-Sustaining: The CBT is able to sustain its operations, evatiiout the aid of external funding.

Otherwise, the CBT should be on its way to beirfysestaining.

There are some limitations in establishing a conitytbased enterprise including the following:

(Japan International Cooperation Agency 2012)

* Long preparation period, with too many interestug®
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» Presence of opposing parties due to vested interest

« Difficulty of getting support from other membersafmmunity, other way remains apathetic or non-etpe.
* May increase the number of staff required to renehterprise because of community members request.

» Existence of pressures to extend the scope ofpiger hence, increases project costs.

» Limited technical capacity of local people, thugdenassive input in capability building.

» Limited capital from the community itself, solicig funding assistance (such as loans) may reqoaiéateral”.
* May not always be accessible due to limited serfacdities.

Tourism is increasingly seen as a key community, tadith the recognition of its economic contribution
bolstering stagnating economies and its abilityinify local community residents (Fennel 2003). Atrenunity levels,
tourism offered opportunities for direct, indire@nd induced employment and income, spurring regiamd local
economic development (Aref 2010; Coccossis 2004munity-based tourism (CBT) and community develeptrare
inherently interlinked. Since the income generdteth CBT is at the complete disposal of the comryuthe community

is free to use the funds according to their owrettgyment priorities.

CBT, when successful, becomes a self-sustainingésss, generating income for the community freenftbe
stipulations and controls of an aid agency or gowemt body. Adopting good practice in Community &h§ ourism
contributes to each of the ‘three pillars of suwsdility’ delivering social, environmental and eoomc benefits
(a more sustainable environment, and be commeyraiable). These three pillars are based on theeauinof the triple
bottom line for sustainability (often referred t® @BL’ or ‘3BL’). The TBL is a term that was coideby John Elkington
in 1994. TBL implies that businesses can and otmftte run in a financially, socially, and envirormtely responsible
manner (Elkington1997).

All businesses need finance or funding at someesitagheir operation to start up, continue in basgand grow.
Lack of sufficient finance is a common problem fagby a community-based tourism (CBT). A CBT, |jlilst any other
business, will endeavour to become financially petedent. Sustainability is all about the attitude ability of a social
enterprise to plan for their future.

In the context of business, there are three aspedsstainability — organisational, financial agvironmental
and has two sides: (1) relates to the fact thagraarprise needs to be able to survive and enduaedially over time
(2) relates to the enterprises’ social purpose therat can endure and whether it is able to maima deepen its impact
over time. A CBT can achieve financial sustain&pithrough attracting income from other sourcest (ost grants),
making use of qualified and experienced financialffs using proper financial controls and reviewiayi financial
information properly. The financial objective ofZ8BT is not by default viability (generating sufficit income to cover all
costs). They can improve efficiency and effectien®f the organization by reducing the need foratksh funds;

providing a more reliable, diversified funding baseenhancing the quality of programs by incregsimarket discipline.

THE RESEARCH APPROACH AND STUDY CONTEXT
Methodology

This paper arose out of a preliminary investigatignexploring the strategic financial sustainapilgsues in a
community-based tourism enterprise with a speetdrence to Tourism Cooperative (KOPEL Berhad)sTaper seeks
to identify a range of factors that will contribute the viability and sustainability of the KOPETLhe findings were
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distilled from interviews with the chairman of KOPBerhad, executive manager, staffs and cooperatieenbers.
These major indicators included financial positiancome and expenses, details of co-operative tsieic staff,
management, marketing, business activities, anelt afsresponses covering a more detailed rangemtd. The data
gained from key informants’ interview then tranbed to identify the issues and problems relatedfitancial
sustainability facing by the co-operative. Ishik&av&ishbone analysis and situational analysis uSNgOT Analysis
(Strength, Weaknesses, Opportunities and Threatdysis) have been used to identify KOPEL's problagigted to

financial sustainability of the enterprise.
Study Context

KOPEL Berhad which stands for Tourism Cooperatvghe Community Ecotourism Cooperative of the Batu
Puteh Community. It is located in the village oftB#&@uteh, Lower Kinabatangan, Sabah, Malaysia (Eid) and was
registered in July 2003 under Subsection 7(1) efNfalaysian Cooperative Act 1993. KOPEL is consideas the most
successful community-based enterprise by winningerous awards at national and international levitis. co-operative
was established in 2003 and currently made up 0fVlagers from Kampung Batu Puteh, Kampung Meisgdtampung
Perpaduan and Singgah Mata Village in Mukim BatteRUKOPEL was set up to reverse the losses, tdatiap on
ancient indigenous and traditional knowledge aniuce; to save and create economic value and aiapigt of the
mega-diverse rich rainforests of the area, anfierptrocess create a sense of hope for a sustafiodélnle for the people of

Lower Kinabatangan.

The establishment of KOPEL was first initiated by. Mlohd Hasim, Kampung Batu Puteh locally-born velteo
a volunteer of World Wildlife Fund (WWF) Malaysil.started from initial cooperation with consergatiproject under
coordination of MESCOT (Model for Ecologically Sastable Community Tourism) in 1998 which involvedrious
community-based programs funded by three non-govent organisations (NGOs), the WWF of Malaysia alwaway
and Discovery Channel Television. MESCOT projetiugethe Miso Walai Homestay Program in KampunguButeh as
the pilot project, with its main objective to desplawareness, knowledge and skills among local aamtynrelating to
conservation of natural resources, cultural andrenment for economic development. The capacityding program
involved several workshops on inventory and natrtgaburces management, development of tourism ptddubusiness,
and cultural and environment conservation. In V0, Miso Walai Homestay Program gained greatesli@ment from
community in all villages of Batu Puteh as the pobjhas convinced the community about the poteaotittie activities to
their income. The involvement of community was @aged from only 1,700 participants in the earlysphaf the program

to 3,300 participants, which also led to increnmefmumber of homestays operated, from 7 particg&mB4 participants.
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Figure 1: The Location of Kg. Batu Puteh, Kinabatamgan
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From a rural community that relies on natural reses such as logging, hunting, fishing, agricultiaresurvival
of life, they latter transformed into an environraly-conscious community that eventually becamgigts attraction and
became one of their source of incomes through stebéshment of KOPEL Berhad. Currently, KOPEL'simlausiness is
related to community-based tourism like homestayatbriding for nature sight-seeing, and conservatietivities.
KOPEL'’s main financial resources have been revofvech fund generated from government agencies sBO# as well
as income derived from various KOPEL's activitiepecially the homestay, boat service, guiding aatl fcatering as
shown in Table 1 below. The co-operative only ketgpse percent of the income for its operationgdeexliture and the

fund also provides micro credit for its membersoffgring them low interest loans.

Table 1: KOPEL’s Annual Income, 2010-2012

No. Sources of Income 2012 (RM) 2011 (RM) 2010 (RM)
1 | Miso Walai Homestay 246,817.00 193,274.30 235%r8
2 | Handicraft Products 60,922.10 42,643.30 31,595.50
3 | Cultural Dance Performance 61,252.40 75,075.90 ,988549
4 | Boat Service 300,891.34 286,842.93 251,371.67
5 | Local guides 348,477.56 238,701.18 204,323.p1
6 | Rainforest Eco Camp (TREQ) 60,756.0D 44,562.25 ,831W000
7 | Transportation services 149,963.00 128,844.15 210393
8 | Conservation fees 234,312.30 126,954.40 115,847.2
9 | Food and Beverages 263,353.92 238,899.64 258577.
10 | Retail shop 60,444.00 53,386.5( 40,307.80
11 | Others 119,980.76 108,299.25 90,295.32
Total Revenues 1,907,170.38 1,537,483.75| 1,430,881.88
Total Expenditure 1,663,559.02 1,431,307.81| 1,282,959.76
Net Income 243,611.36 | 106,175.94 | 147,922.12

RM3.00 was equal to apimately USD1.00 in 2012
Source:KOPEL Berhad (2012)
RESULTS AND DISCUSSIONS
Issues and Challenges Facing by KOPEL Berhad

It is undeniable that all types of enterprise fasmme forms of challenge throughout their operations
Nevertheless, it is often argued that smaller firmes SMESs face greater range of challenges cosdpaith larger firms,
due to its size and fragile characteristics. 18 8tudy, the main issues and challenges faced IBE{Care directly related
to its limited resources, especially access tonfieaand business management skills deficiency ellsaw issues related to
the external context like level of community invetaent, and marketing factors. These challenges imdiveenced the

development and performance of KOPEL which mighgaut its sustainability in community-based tourisisiustry.

With regards to issues relating to financial resesr it was found that KOPEL is heavily dependedexternal
grant funded by the government agencies, non-gavent organisations (NGOs) and several donors amiefis who play
significant role in community-based developmentonservation project. As a result, KOPEL is lesblst in its wealth
due to great reliance on external funding for dpital resources, which last just for short termifaAccess to financial
capital would be worse off to KOPEL in the long respecially if there are no more funds from exeparties, whilst at
the same time KOPEL has to pay for the costly neammce of its business although KOPEL charges rairnmice for its

products. Ultimately, KOPEL tended to experienag teturn on investment.

Another challenges faced by KOPEL in relating teorgces, is in terms of person-related capital,hiusiness
management skill of the operator. It was found K@PEL does not have proper management and acoguptocedure

throughout the enterprise. In fact, KOPEL practideformal costing rather than having formal finacrecords.
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As a result, KOPEL experienced difficulties to mtoniits gross profit and savings, which might nobyide accurate

financial performance record.

The two main issues faced by KOPEL in relating wemal influences are community involvement and
marketing factors. It was found that KOPEL facedllgnges in relating to community commitment whe #re members
or partners to KOPEL. It is believed that KOPEL htiface lack of reliable business partners in trglrun if it fails to
motivate or encourage its members. It is well neerdd in the literature that lack of personal drised motivations could
delay the involvement of a person to engage ifiasaness (McClelland 1987; Brockhaus and Horwit2G)9Apparently,
KOPEL's challenge is lack of awareness, skills kndwledge among the community about the commuratyeld tourism
business. KOPEL should encourage and motivate émmlmers to commit into its activity by facilitatimmnd guiding them
with relevant capacity building program and motivat courses including related to housekeeping, fpogparation,
customer relation, planning and management sloliting skill, etc. If this measure is not appliedkklOPEL, it might

experiences difficulty in access to business pastimethe long run.

In relating to marketing factors as KOPEL's sethativas found that from the study, KOPEL is havisgues on
the small market size, fluctuate demand and lagkr@fmotion activities. KOPEL's products are lesgedsified; its market
mostly comes from foreign tourists. The locals &ss favoured to experience the community-baseilitgclike
traditional home-stay and nature sight-seeingdutiteon, KOPEL face fluctuation in demand as tonrielated product is
a seasonal product. In terms of promotion actisjti€OPEL’s low-profit marketing approach, for exdegpto develop
awareness on nature conservation and communityfalsbased experience, have actually caused prable{OPEL to
get better sales. KOPEL's product and businessacharistic has also become the challenges to ggess. Apparently,
KOPEL'’s major challenges for being in a natureterlaourism business is its characteristic asgil&dusiness due to its
vulnerable resources, i.e. wild-life and natureusses, expose to unpredictable weather and uraleatrdeforestation. In
addition, KOPEL also faced intense competition vather available tourism products, which lead tolybem in product
imitation and as a result, KOPEL'’s product is noique anymore although KOPEL has invested so muichsustainable

and green-related products.
The Factors Influencing Financial Sustainability ofKOPEL Berhad

From the study, it was found that although KOPEtefaeveral challenges which might impede the gra#its
business activities in the long run, it can be shimt KOPEL possess several qualities which allaws survive until
today. Some of the factors that are found to bluential for KOPEL's financial sustainability inae the internal and

external factors, namely:-
e Personal Qualities and Traits of the Owner-Managers

It was found that KOPEL’'s owner-managers possegsufable personality traits which allow them to taus
even when faced with obstacles, such as strategionvthinking, enthusiastic, passion and sociamed person.
All of these qualities can be referred as ‘persawee’ that involves sustained goal-directed acéind energy. Timmons
(1985) contends owner-managers who hold persigtémttheir goals and who hate to give up incre&sdr ichances to

sustain in business.

* Good Management (Organising and Planning)

The ability of KOPEL to organise its organisatidwaugh good business plan especially in relatinggoure

resources from potential stakeholders and to emfiloge resources to villagers shows that KOPELeisgh managed
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effectively. It can be said that KOPEL's managessendemonstrated good organising skill which alldws sustain in

the business.
* Good Investment on Product Development and Marketig

KOPEL'’s ability to survive is also illustrated thugh investment that they have made into produceldgment
and marketing research in order to expand and imepits business efficiency. KOPEL always come oith wew ideas
and new products based on their current strengitiscapabilities. In addition, KOPEL is also undkittg marketing
research to have better understanding the currarkenneeds and wants and to explore new potentaket in order to

survive in the future.

» Availability of Abundance Local Resources

The availability of vast wealth of natural forestsources and own cultural heritage become the great
opportunities to KOPEL as this provides abundarfdeaal resources. This could help KOPEL to cread offer variety

of experience-related activities to tourists, whatlows KOPEL to sustain in their financial in theure.

» Ability to Network and Affiliate with External Orga nisations

Many researchers contended that SMEs could aclti@vpetitive advantage not necessarily through iatiom,
but through developing social networks for accessesources and markets (Krueger, Reilly and Cdr2a00; Lee and
Tsang 2001. In this study, KOPEL has collaboratéti ather potential external organisations andviittlials throughout
the value chain, for example having strong partriprand networking with other stakeholders, likevggmment
intermediaries (Forestry Department and Ministry @fulture, Tourism and Environment Sabah), NGOs
(WWEF, Universities) and private sectors. Figure Hbwgs various stakeholders involved in KOPEL's atidg and
programs. Strong networks provide better resourodbiliation especially in terms of flows of finaatiresource,
information and diversification of business actest which it is believed to have positive effentsurvival of KOPEL in

the future.

TOLUNTARY
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Figure 2: Stakeholders Involvement in KOPEL'’s Activties/Programmes

* Presence of Local Communities as Business Partners

The presence of local communities in the villageaaposes greater opportunities to KOPEL as a safrce
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business partners. Since year 2000, KOPEL has djgreater involvement from local community when K&bPoffered

various social and technical supports to the conitiesnto encourage and motivate them to join asness partners.
It is believed that high level of commitment of é@communities as business partners could be asthigwough KOPEL's
training program like capacity building on businassl management skills, as well as marketing anthaanication skills.
Having sufficient social supports through experezhand skilled business partners may influencedthelopment and
growth of KOPEL in the long run.

CONCLUSIONS

A community-based enterprise evaluates wealthrmgeof the benefits accruing to the broader comtyuather
than as personal profit. In this case of KOPElcai be described how community-based tourism (GBrigrges through
a complex process of personal initiatives, locabitimation and legitimization, the creation of néwstitutional platforms
and networking towards critical resources, inclgdgovernment and NGOs support to tackle the issdidsusiness

viability and financial sustainability.

The success of a community entrepreneurship as rshoyv KOPEL is highly depend on the leadership
(local champion), the uniqueness of local resoyrcesimunity and other stakeholders support andstygéenefit gain
from the business. Similar to the case of KOPEE,@BT often struggle to grow their business fromdea, to a small
model that works, to a scaled operation that empoleege numbers of people. The large majorityheft lack the skills,
experience and expertise required to succeed imdsss by ensuring their financial sustainabilityrtigallarly to the

community that lacking in term of access to knowgkedunding, infrastructure, technology and marigpti

So that, social enterprise activity should be utaken as a means to increase financial sustaityabitd tackle
most pressing problems through innovative appraachspecially by using financial and marketing dohs.
Community-based Tourism Enterprise projects, likey @ther small businesses, need to keep carefd tabtheir
performance in all aspects of a business by uratedstg and reacting to meet customer needs andgearnt of their
finances, their internal operations, their humasowveces and their relations with various externgbpsiers and
stakeholders. Financial sustainability for CBT riegs effective planning and robust financial mamaget together with
an understanding of what funding and income oppities are available and a willingness to diversifto these where
possible. It also involves building organisatioskills and capacity to ensure the best and mosttfe use of resources

by introducing innovative product and clearly idgnthe right market segments.

In conclusion, the implementation of Community-lthSeourism (CBT) at the local or community level is
challenging and demanding as there are associdatadsuch a new approach in the tourism or commubitginess by
emphasizing on financial sustainability aspect. &ftheless overcoming the constraints and challeagepossible if the
followings measures are carefully put in place tigto strong support from government, private and Ns8€ior as well as

commitment from the community itself.
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