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Executive Summary 

 

A number of social entrepreneurs have managed to create fairly large social enterprises over the past 
thirty years, such as Aravind Eye Care System or the Grameen Bank. They are financially sustainable 
and viable, and tend to redistribute a large part of their profits through subsidized pricing to poorer 
client segments who cannot otherwise afford the goods or services. This has led social entrepreneurs 
to take steps to further scale and replicate such initiatives. Properly fostered, many social enterprises 
can generate sufficient cash flow to support debt financing at manageable levels of risk and, 
depending on their business model and legal form, also equity and mezzanine financing. 

While the social sector is large and growing, however, it continues to be highly fragmented; for social 
entrepreneurs and more classical non-profits alike. This holds back investment by raising costs and 
complexity. Fragmentation serves the non-reinforcing purpose of lowering the entry barriers for 
innovation and imposing higher transaction costs that renders expansion more difficult. The 
uncoordinated nature of the field has also made it difficult for talent to get involved. Put simply, 
additional channels are needed for enabling innovators to get started with their social enterprises. A 
promising solution, Impact Starter, the new Switzerland-focused online platform that builds off of the 
research explored here, was created to meet this need: it will provide new social entrepreneurs with 
access to relevant information including concerning the legal issues that they need to master in the 
start-up phase, as well as providing budding social entrepreneurs a mechanism to network with each 
other via its LinkedIn connectivity. This is one heartening sign that the field is moving away from 
endless diagnosis of the issues facing the development of social enterprises and towards generating 
actual solutions. But there are other signs as well. 

Non-profit, philanthropic, and investment leaders across a broad front have made promising progress 
in expanding the ways in which social enterprises can be financed. Four different types of social 
enterprises are discussed in this report as examples for different types of models and corresponding 
financing needs—namely streetfootballworld, the World Toilet Organization, Healthy City Group, and 
Husk Power Systems. They have each attempted to build the scale of their operations by utilizing a 
combination of philanthropic and commercial capital (i.e., hybrid financing). The key lesson that 
emerges from these examples is that successful social enterprises often use diachronic hybrid 
financing, either opportunistically or in a pre-planned, strategic fashion. Grants remain the best way 
to seed fund a social enterprise, but if the venture achieves initial success, grants tend to become 
insufficient in providing the capital required for the venture to scale at some point. Whether 
synchronic hybrid financing (or tiered capital structures) then makes sense or not depends on the 
specific problem the social entrepreneur is trying to solve and whether further growth funding has to 
be de-risked for investors to come on board, as well as the ability to distinguish and delimit the 
different elements of the organization’s value chain and state of development.  

Globalization, long-term demographic trends, changing consumer preferences, and the state of public 
finances are collectively driving the emergence of an integrated social capital market for the first time 
in human history that targets both financial return and social impact—and social enterprises are 
uniquely positioned to become the primary recipient of the resulting attention, knowledge, and 
resources. As a result, social entrepreneurs are well advised to derive the appropriate financing 
strategies for the expansion of their ventures from the first principles inherent in their business 
models rather than market enthusiasm. Understanding the true potential of hybrid financing 
strategies plays an important role in accelerating the paradigm shift underway, and building and 
financing the social enterprises of the future. 

 

The full report is available on the Impact Economy website:  

http://www.impacteconomy.com/en/wp6.php   

http://www.impacteconomy.com/en/wp6.php


Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page iv  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page v  
 

Table of Contents 

Executive Summary ................................................................................................................................. iii 

Preface to the Impact Starter Edition ..................................................................................................... ix 

1. Introduction: Grasping the Full Potential ............................................................................................. 1 

2. Navigating Hybrid Financing and Impact Investing .............................................................................. 3 

3. Classifying Social Entrepreneurs’ Financing Needs: Public vs. Private Good Providers ....................... 6 

4. Microfinance, Scale and the Dangers of Capital Markets .................................................................... 9 

5. Using Hybrid Funding Instruments to Drive Growth .......................................................................... 12 

6. Growth Funding Strategies in Sports for Development: streetfootballworld .................................... 15 

7. Financing Solutions in Sanitation: the World Toilet Organization ..................................................... 22 

8. Funding the Development of SME Activity: Healthy City Group ........................................................ 28 

9. Hybrid Funding for SME Expansion: The Case of Husk Power Systems ............................................. 34 

10. Conclusion: Building and Financing the Social Enterprises of the Future ........................................ 39 

11. Getting Started: Useful Resources ................................................................................................... 43 

12. Suggestions for Further Reading ...................................................................................................... 44 

13. Acknowledgements, Author Information, Edition Partners ............................................................. 46 

14. Endnotes ........................................................................................................................................... 51 

 

  



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page vi  
 

Solution Spotlights 

Spotlight 1: The Limited Availability of Affordable Legal Resources is a Sector Growth Constraint ....... 2 

Spotlight 2: Impact Investing—Scam or Golden Opportunity? ................................................................ 3 

Spotlight 3: SKS—Profit and Impact: Who Wins, Who Loses? ............................................................... 10 

 

Key Concepts 

Key Concept 1: Distinction Between Public and Private Good Social Entrepreneurs .............................. 7 

Key Concept 2: Tiered Capital Structures—Synchronic vs Diachronic Hybrid Financing ....................... 13 

Key Concept 3: Grants and Debt Capital ................................................................................................ 19 

Key Concept 4: Equity Capital ................................................................................................................ 32 

Key Concept 5: Mezzanine Capital (Convertible Debt) .......................................................................... 38 

 
Tables  

Table 1: Key Dimensions in Classifying Social Entrepreneurs .................................................................. 8 

Table 2: Eye Fund I, Tiered Capital Structures........................................................................................ 14 

Table 3: SFW Income Statement 2011-2013 .......................................................................................... 18 

Table 4: Building Blocks of HCG Hybrid Financing Strategy ................................................................... 33 

 

Figures  

Figure 1: Four Social Enterprises on the Public Good-Private Good Continuum ................................... 12 

Figure 2: The SFW Delivery Model ......................................................................................................... 17 

Figure 3: Global Estimated Potential for Development via the Football-For-Development Approach . 18 

Figure 4: SFW, Consolidated Income Growth in k EUR, 2006-2013 ....................................................... 19 

Figure 5: The SaniShop Partner Ecosystem ............................................................................................ 25 

Figure 6: The HCG Input-Output-Outcome Model ................................................................................. 30 

Figure 7: The HPS Business Model ......................................................................................................... 36 

 



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page vii  
 

Abbreviations  

Bn Billions 

BoP Base of the Pyramid 

CapEx Capital Expenditure 

CER Certified Emission Reductions 

CHF  Swiss Franc 

CIC Community Interest Company 

CO Cabinet Office 

CO2 Carbon Dioxide 

CSR Corporate Social Responsibility 

DG Diesel Generating 

DIB Development Impact Bond 

DNA  Deoxyribonucleic acid 

DRE De-Centralized Rural Energy 

ECORED La Red Nacional de Apoyo Empresarial a la Protección Ambiental 

ESOPS Employee Stock Options 

EU European Union 

EUR Euro 

FIFA The Fédération Internationale de Football Association 

FMCG Fast Moving Consumer Goods 

G7 The Group of Seven (Canada, France, Germany, Italy, Japan, United Kingdom, 
United States, and also represented: European Union) 

G8 The Group of Eight (Canada, France, Germany, Italy, Japan, Russia, United 
Kingdom, United States, and also represented: European Union) 

HCG Healthy City Group (Grupo Ciudad Saludable) 

HCI Healthy Cities Initiative 

HIV/AIDS Human Immunodeficiency Virus / Acquired Immunodeficiency Syndrome  

HPS Husk Power Systems 

i.e.  id est 

ibid. Ibidem 

IFC  International Finance Corporation 

IIX Impact Investing Exchange 

INR Indian Rupee 

IOC International Olympic Committee  

IPO  Initial Public Offering 

IT Information Technology 

kVA Kilovolt-amps 

kW Kilowatt 

L3C Low-Profit Limited Liability Company 

LGTVP LGT Venture Philanthropy 

MDG United Nations Millennium Development Goal 



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page viii  
 

MFI Microfinance Institution  

MIX Microfinance Information Exchange  

NBFC Non-banking Finance Company  

NGO Non-governmental Organization 

OECD  The Organisation for Economic Co-operation and Development 

OpEx Operational Expenditure 

OPIC The Overseas Private Investment Corporation 

PRI Program Related Investment 

Pte Ltd Private Limited 

PWI Peru Waste International 

Q1  Quarter 1 

Q2 Quarter 2 

Q3 Quarter 3 

Q4 Quarter 4 

R&D Research and Development 

RHC Rice Husk Char 

ROA Return on Assets 

ROE Return on Equity 

ROI Return on Investment 

SE Social Entrepreneur 

SEM Stock Exchange of Mauritius 

SEIF Social Entrepreneurship Initiative and Foundation  

SELLP Social Enterprise Limited Liability Partnership 

SFW streetfootballworld 

SIB Social Impact Bond 

SKS  SKS Microfinance Limited  

SME Small and Medium Enterprise 

SSE Social Stock Exchange 

ToP Top of the Pyramid 

UEFA The Union of European Football Associations 

UK United Kingdom 

UN United Nations 

UNESCO United Nations Educational, Scientific and Cultural Organization 

USD United States Dollar 

vs. Versus 

WSFF World Sanitation Financing Facility 

WTO World Toilet Organization 

  



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page ix  
 

Preface to the Impact Starter Edition 

 

While often perceived as incredibly unique, the generation of the social entrepreneur is similar to its 
predecessors in one important way: every generation seeks to define its place in history. In doing so, 
each era builds upon the work that came before, and responds to prevailing challenges and 
opportunities, all within the paradigms at hand. 

Generation Y (also known as the Millennial Generation, or people born between the 1980s and early 
2000s) is currently engaged in this exercise at a particularly interesting juncture in our shared history. 
Market- and enterprise- thinking have penetrated most of the spheres of influence around the world. 
The benefits of incentives and markets are routinely discussed, and being an “entrepreneur” is no 
longer the dirty word it once was for many at the height of Cold War, when people often related to 
each other through the prism of social class.  

Even so, the promised convergence between most developing countries and the advanced economies 
has nevertheless not materialized: around one billion people go to bed hungry every night and over 
two billion do not even have access to something as basic as a toilet. We are also hitting the limits of 
our open-loop economy, which is using up resources beyond the planet’s carrying capacity, a point 
illustrated by intensifying levels of CO2 emissions. The complexity of the situation cannot be 
understated, particularly with the evolving politics of the Middle East following the implosion of 
entire countries in the aftermath of the Arab Spring, the recent fallout between the West and Russia, 
and the advent of an era of cheap energy made possible by the large-scale adoption of fracking in the 
United States. Even the most hard-nosed skeptic would agree that we are in for interesting times as 
Generation Y gradually ascends to positions of authority. 

Fresh ideas are needed in order for us to master the many challenges we face, as are equally clever 
ways to go about implementing them. These solutions will require new frameworks: “Problems 
cannot be solved by the level of awareness that created them,” as Albert Einstein famously argued. 
Social entrepreneurship, which has gradually moved from the margin to the center over the past forty 
years, consists of the notion that entrepreneurial thinking can be applied to solving social and 
environmental issues, and that market mechanisms can produce economic and social value 
simultaneously. Entrepreneurs can be genuine forces for good, rather than agents of creative 
destruction. Less clear, though, is how entrepreneurship can be applied to issues where solutions are 
harder to come by.   

A broad spectrum of non-profit and philanthropic leaders have now incorporated the social 
entrepreneurship label into their work as the concept has been “mainstreamed” and integrated into 
global consciousness—social entrepreneurship is increasingly becoming central to sourcing the 
innovations that will render our society and welfare state future proof. A number of social 
entrepreneurs have managed to create fairly large social enterprises since the concept first made its 
appearance in the early eighties, illustrating in the process that markets can be reconciled with 
positive social outcomes, especially in developing countries. Organizations such as Aravind Eye Care 
System, a pioneer in the provision of cataract operations to the poor, or the Grameen Bank, a 
modern-day pioneer in the provision of microcredit to the unbanked, have achieved hero status in 
today’s social entrepreneurship industry, inspiring others along the way.  

But a few issues remain: first, the social sector is large and growing, but it continues to be highly 
fragmented—for social entrepreneurs and more classical non-profits alike. This raises costs and 
complexity, stymying investment. While fragmentation has the side effect of lowering the barriers to 
innovation, it also imposes higher transaction costs and renders expansion more difficult. Given the 
multitude and scale of global problems that need solving, greater alignment and coordination needs 
to occur if future generations are to look back on social entrepreneurship as a game changer for 
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solving social problems in the early twenty-first century. Put another way, we need to make it easier 
for social enterprises to attain critical mass. 

Second, entering the sector needs to be far more accessible for talent. Established pathways such as 
Ashoka, which has focused on identifying, selecting, and supporting promising social entrepreneurs 
since 1980, or spatial opt-in communities such as the Impact Hub network (founded in 2005) —where 
social entrepreneurs can collaborate with one another in co-working spaces—need to be 
complemented and strengthened. By 2014, Ashoka fellows numbered nearly 3,000, and the Impact 
Hub community included over 7,000 members around the world. These and other organizations have 
made valuable contributions to building the field, but their throughput is a drop in the ocean 
compared to what’s needed—additional channels are needed for enabling innovators to get started.  

Meeting this need was the motivator behind the creation of Impact Starter, which was made possible 
by funding from the AVINA STIFTUNG, the Gebert Rüf Stiftung, and Impact Economy. Impact Starter is 
a Switzerland-focused online platform that provides new social entrepreneurs access to relevant 
information including on the legal issues that they need to master in the start-up phase, as well as 
providing budding social entrepreneurs a mechanism to network with each other via its LinkedIn 
connectivity. The goal is simple: to facilitate market entry irrespective of the entrepreneur’s pre-
existing access to networks, thereby boosting the movement of talent into the sector.  

A third remaining dimension concerns the most effective ways to fund social entrepreneurs 
efficiently. Successful private-good social enterprises are financially sustainable and profitable, and 
tend to redistribute a large part of their profits through subsidized pricing to poorer client segments 
that cannot otherwise afford the good or service. When properly run and scaled, many social 
enterprises can generate sufficient cash flow to support debt financing at manageable levels of risk, 
and equity and mezzanine financing depending on their business model and legal form. The past 
several years have seen great enthusiasm for impact investing, as evidenced by numerous market 
entrants and estimates of impressive market growth of up to one trillion US dollars potentially 
invested for impact by 2020. Important initiatives, such as that of the G8/G7, are underway to 
mainstream impact investing. However, additional steps are needed to translate market potential 
into actual investments. This will require greater market transparency, cooperation, efficient and 
scalable subsidy allocation, plus investment funding mechanisms and regulatory change, as well as 
cutting-edge forms of evaluation such as tapping into the wisdom of the crowd—a point we are 
emphasizing with Impact Starter. 

The following report explores the issues raised earlier through a cross-cutting prism: all social 
entrepreneurs need money to build their ventures, and the forms of capital that are useful to them 
vary according to the problems they are trying to solve and the stage of development of their 
ventures. To get a practical sense of the potential of hybrid financing strategies as social 
entrepreneurs build impact businesses, the study develops an evidence-based framework that is 
based on the empirical analysis of the financing approach of a number of widely recognized social 
entrepreneurs. The potential of social entrepreneurship is significant, but varies according to the 
subset of social entrepreneurs examined. Moreover, social entrepreneurs in general are well advised 
to derive the appropriate financing strategies for the expansion of their ventures from the first 
principles inherent in their business models, rather than from market enthusiasm. Aside from the 
great expectations raised in the impact investing community, close attention needs to be paid to the 
proper calibration of financing tools.  

At a time when the business of social entrepreneurship is booming, and the world is in need of smart 
solutions now more than ever before, I am especially pleased to release this Impact Starter edition of 
“Building Impact Businesses through Hybrid Financing,” which updates and expands the work 
released in 2011 under the title “Understanding the True Potential for Hybrid Financing Strategies for 
Social Entrepreneurs.” This report is meant as a companion edition to the Impact Starter platform. 
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Members of Generation Y are more technologically savvy than the Generation Xers or Baby Boomers 
that are preceding them. They also appear more detached from institutions, as well as more 
networked with friends than previous generations around the world, regardless of their location and 
ethnicity. Time will tell whether their contribution to history will be mainly civic, helping to build the 
strong communities at both the local and global levels now needed, or whether they will be 
remembered as Generation Me, characterized by narcissism and a sense of entitlement, navigating 
the Titanic closer to the iceberg. The goal of this edition of the research is to inform and encourage 
new Generation Y social entrepreneurs in Switzerland (and around the world) who want to build high-
performing ventures to consider how to best translate their socially entrepreneurial ideas into actual 
impact businesses that systematically align making profit with the creation of positive social and 
environmental impact. Einstein also remarked, “If I had only one hour to save the world, I would 
spend fifty-five minutes defining the problem, and only five minutes finding the solution.” This report, 
together with the Impact Starter platform, aims to cut down on your definition time by putting the 
relevant information at your fingertips so you actually have more time to get the job done.  

 

Dr. Maximilian Martin 

 

Lausanne, May 28, 2014 

 

  



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page xii  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page 1 of 56 
 

1. Introduction: Grasping the Full Potential 

 
Social entrepreneurship is becoming an important driver of global change and of the transformation 
of capital markets. If defined as combining existing resources in novel ways that yield added social 
value, social entrepreneurship is a perennial phenomenon: throughout human history, there have 
always been individuals who have found innovative ways to fulfill social needs. As understood today, 
however, social entrepreneurs typically use market mechanisms to (a) deliver a good or a service in a 
highly effective fashion to a marginalized or poor population that otherwise would not have the same 
level of access to the good or service, or (b) provide access to opportunities and income to a 
disadvantaged community. The notion of social value is key to this concept: rather than seeking to 
maximize profit, a social entrepreneur aims to optimize social impact. Their ideas are now present in 
many areas, including companies that look beyond marketable corporate social responsibility and 
actually seek real engagement with communities and business innovation; philanthropists who aim to 
be catalytic with their limited resources; and governments that promote social entrepreneurship to 
achieve cheaper or more effective provision of public goods.1 
Beginning with the initial publication in 2011 of “Understanding the True Potential of Hybrid 
Financing Strategies for Social Entrepreneurs,” interest in better understanding the proper calibration 
of the financing tools and support that social entrepreneurs need has continued to grow. A 
subsequent study released in 2012 by the Monitor Group, titled “From Blueprint to Scale,” continued 
the examination and argued that more philanthropy, not less, is actually needed to turn many 
promising solutions being pioneered by social entrepreneurs into viable and high-growth inclusive 
businesses.2 This is consistent with our finding in the 2011 study that grants play a key role in both 
social enterprise incubation and scaling. More recently, in 2014, Monitor Inclusive Markets, took the 
exploration of the barriers to scale for market-based solutions further, and analyzed several ways 
these blockers can be overcome.3  

Paradoxically, philanthropic donations were traditionally the primary source of funding for social 
entrepreneurs, despite their promotion of market mechanisms. The sources of funding have become 
more diverse as the field has grown and matured. Social entrepreneurs increasingly access different 
types of financing over the lifecycle of their work. The progression typically begins with seed grants 
and progresses to layers of risk capital through equity and debt. In pursuing such hybrid financing 
strategies, social entrepreneurs mirror long-term trends that are reshaping our global economy and 
society. We define hybrid models of financing for social entrepreneurship as providing financing via a 
variety of financial instruments. The need for such models was echoed recently by Chris West, the 
Director of the Shell Foundation and a longtime supporter of social enterprises, when he commented, 
“one of the barriers social enterprises face in reaching scale and sustainability is the ‘valley of death’ 
that exists between securing grant funding and investment capital. To bridge this gap, we see the 
need for innovative tiered capital structures that blend both “patient capital” with debt and equity.”4 
Patient or long-term capital is needed, and so is grant funding, provided social entrepreneurs use 
market mechanisms and entrepreneurial methods to provide goods and services to the poor or to 
otherwise disadvantaged communities. 

Between the initial Impact Economy report, and the new Impact Starter Edition presented here, as 
well as the two Monitor papers and additional studies by others, the issues facing social 
entrepreneurs as they attempt to scale would seem to have been diagnosed at length. So instead of 
focusing exclusively on more diagnosis of the issues, this update aims to (a) bring the state of 
knowledge as current as possible and (b) begin the process of actually implementing many of the 
needed keys to success identified over the past few years. In terms of the latter, and more practical, 
consideration, this paper is also meant to accompany the launch of Impact Starter, a new support 
platform for social entrepreneurs in Switzerland (and soon beyond).  
Building off of primary research, and an extensive feasibility study that identified the lack of 
availability of legal resources as one of the critical constraints to the acceleration of social 
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entrepreneurs and their enterprises (see Spotlight 1), Impact Starter is a first of its kind industry 
utility that aims to provide easy access to relevant information, including on legal issues that social 
entrepreneurs encounter during the start-up phase of their enterprises. In the process, Impact Starter 
will help to enable simpler and more effective ways for social entrepreneurs to gain entry into 
targeted markets in order to start and scale their innovations. 
To that end, five key concepts are unpacked throughout this report, including the power of 
information technology to facilitate market entry; the distinction between public- and private-good 
social entrepreneurs; the different uses of grants and debt capital; the purpose and dimensions of 
equity capital; and the purpose and dimensions of mezzanine capital (i.e., convertible debt). Each 
concept contains a whole host of peculiar qualities that, in turn, have different implications in 
practice. As covered in the case studies on four different types of social enterprises—namely 
streetfootballworld, the World Toilet Organization, Healthy City Group, and Husk Power Systems—
these concepts play out very differently depending on how and when they are engaged in the stages 
of development of a social enterprise. The resulting framework teased from the insights and lessons 
of these and other cases has been used to inform the creation of Impact Starter. According to 
Peruvian social entrepreneur Albina Ruiz, “Impact Starter is a valuable platform that will help 
tremendously starting social entrepreneurs venturing into this evolving field that is challenging and 
still not so much understood around the world.”5 
 

Spotlight 1: The Limited Availability of Affordable Legal Resources is a Sector Growth 
Constraint 

The insight that social entrepreneurs need an industry utility that provides easy and affordable access 
to relevant information and advice emerged from the (a) initial research conducted in 2010 in support 
of the first edition of “Understanding the True Potential of Hybrid Financing Strategies for Social 
Entrepreneurs,” which focused on financing for growth, and (b) a feasibility study conducted in 2012 
that examined the availability of legal resources as another key constraint to social entrepreneurship, 
one that could be addressed relatively easily. Analyzing social entrepreneurs in Switzerland, the 
feasibility study identified a supply gap for meeting their legal challenges. An overwhelming 92 
percent of the respondents to an Impact Pledge Foundation survey reported facing at least one of a 
number of specific legal challenges, including: (a) choice of legal form, (b) tax status, (c) initial 
financing, (d) distribution to stakeholders, (e) intellectual property, and (f) company growth. These 
are issues that do not occur to the same extent with traditional startups. Roughly 96 percent of 
respondents to the survey further named at least one component of legal knowledge that was 
currently missing or insufficiently addressed by the existing support infrastructure at that time. They 
reported that the available legal information and legal advice lacked relevance, accessibility and 
affordability. Additionally, most pro-bono services and relevant support programs for social 
entrepreneurs were either limited to specific organizational criteria, tied to personal relationships, or 
only accessible through startup-competitions. We found a core need for affordable and broad access 
to high-quality and relevant legal information and legal advice by social entrepreneurs. And while 
Switzerland has served as the focus of the feasibility study, both general industry insight and 
anecdotal evidence suggest that reducing the cost of and increasing accessibility to quality legal 
advice for social entrepreneurs can contribute to talent entry and sector growth in other jurisdictions 
as well. 
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2. Navigating Hybrid Financing and Impact Investing 

 

New and established social entrepreneurs are increasingly becoming aware of the fact that the use of 
hybrid financing strategies at the level of individual social enterprises coincides with the rise of impact 
investing, affecting the ability of firms to mobilize capital. Globalization, long-term demographic 
trends, changing consumer preferences, and the state of public finances are collectively driving the 
emergence of an integrated social capital market for the first time in human history that targets both 
financial return and social impact. Unlike the mainstream capital market, a key component of the 
funding associated with this new social capital market is the combination of grant funding with a 
variety of debt and equity instruments, using the former to reduce risk and enable the use of the 
latter.6 Forecasts have been massive in terms of expected volumes allocated through this new 
investment style. In 2009, Monitor estimated that the for-profit segment of the so-called impact 
investing market could grow to USD 500 billion over the next five to ten years.7 A report published by 
JP Morgan one year later estimated a potential of up to USD 1 trillion for impact investments by 2020, 
assuming appropriate funding and scaling of existing business models targeting Base of the Pyramid 
(BOP) populations.8 The most current market estimate was published in 2014 by J.P. Morgan and 
indicates current impact investment assets of USD 46bn.9 In fact, the amount of quantitative market 
studies, not to mention meta-level discussion, on accelerating the emergence of the impact investing 
industry is staggering, and a lively discussion is underway about its ‘real’ potential (see Spotlight 2).  

Navigating the impact investing space can be a challenge for the entrepreneur that is busy building a 
social enterprise, and it is important to keep the estimates of market growth in perspective. There 
were over USD 600 trillion in financial assets globally in 2010, representing claims against a nominal 
global GDP of roughly USD 63 trillion. By 2020, we can expect roughly an estimated USD 900 trillion in 
financial assets, representing claims against about USD 90 trillion/year of global GDP.10 Taken with 
current projections, impact investing thus might grow to only 0.1 percent of all financial assets by the 
end of the decade.11  

To be useful to social entrepreneurs, this report consciously examines the fundamental building block 
of most industries, namely the efficient allocation of capital to specific entrepreneurs. In the context 
here, the analysis takes the shape of understanding the true potential of hybrid financing strategies 
(e.g., grants, equity, debt, and mezzanine) for different types of social entrepreneurs that build 
impact businesses. The report develops a comprehensive, evidence-based framework for hybrid 
financing for social entrepreneurs. Since there is no benchmarking data, let alone a shared definition 
of the boundaries of the social entrepreneurship field, we proceed on the basis of case studies, first 
principles and illustrative types.12 

 

Spotlight 2: Impact Investing—Scam or Golden Opportunity? 

Former America banker Guillermo MacLean recently asked, [is] “impact investing: one of the biggest 
scams of the century?”13 This point succinctly captures a discussion that has been underway for some 
time in the field of financing social entrepreneurs. In May 2011, the controversy arose on the website 
www.nextbillion.net. Nextbillion is an online platform for academics, business leaders, NGOs, policy 
makers and social entrepreneurs to explore the connection between development and enterprise. 
Felix Oldenburg, Director of Ashoka Europe, published a contribution entitled “The Dangerous 
Promise of Impact Investing.”14 In it, he argued, “the promise of channeling vast funds to social causes 
through impact investing actually does more damage than good […]. Great social entrepreneurs look 
for the fastest way to change the system with the cheapest form of funding available—not for the 
safest way to produce surpluses to pay back expensive loans or mezzanine capital.”15 In Oldenburg’s 
view, business models that can create profit surpluses will not become the mainstream of social 
change work. Denouncing impact investing as “hype” sparked a lot of controversial discussion in the 
social entrepreneurship and impact investing fields. Miguel Granier, the founder of a US-based impact 
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investment firm, argued in response that philanthropic funding and investment financing are fully 
complementary. According to Granier, “for-profit social enterprise and impact investing do not limit 
social impact by taking away dollars from the ‘idea’. Rather, impact investing is a new asset class with 
conservative estimates predicting USD 400 to USD 1000 billion worth of new impact investments over 
the next ten years.”16 We need to ultimately look at outcomes in order to assess the real potential of 
impact investing, and give this emergent investment style time to prove what it can do. So rather than 
assessing the merits of impact investing, the focus of this report is to uncover viable strategies for the 
underlying assets, namely the social entrepreneurs whose mission it is to create economic and social 
value. 

 
What then are the kinds of activities that social entrepreneurs conduct, and what is the mix of 
funding instruments that they require to pursue them effectively? In developing countries and 
emerging markets alike, social entrepreneurs target the economically active poor and disadvantaged 
who suffer from pent-up demand and market structures that cause, and perpetuate in some cases, 
disadvantaged access to affordable goods and services, or inhibit the productive use of the 
capabilities of poor or marginalized populations. Key factors include entry barriers, lack of 
information, imperfect competition, insufficient vesting of property rights as well as high search, 
transaction and switching costs. These variables have caused commercial markets to neglect the 
needs and potential of poor and disadvantaged populations.  
These neglected markets are often referred to as the “Base of the Pyramid” (i.e., also “Bottom of the 
Pyramid”, abbreviated as “BoP”).17 Social entrepreneurs engage in a large span of activities that 
provide access to goods and services to the BoP. These activities range from basic goods (e.g., 
agriculture, housing, water and sanitation) to services (e.g., education, energy, health, and financial 
services) that meet fundamental human needs. Grant funding and investments in this context help to 
facilitate job creation, energy efficiency, asset accumulation, as well as the inclusion of base-of-the-
pyramid or disadvantaged suppliers in global value chains. The resulting economic and social 
empowerment of the end clients means that, in principle, many of these goods and services could be 
provided at a profit, while still achieving goals related to social transformation. Moreover, new BoP 
products and services could be a source of reverse innovation and ultimately lead to new and 
compelling products and services in wealthy countries as well. 
Investors increasingly see the BoP as a significant debt and equity investment opportunity as a result, 
one that combines considerable social impact with positive financial returns. Whether this is a general 
phenomenon or an exception has yet to be determined. Because of their double (or triple) bottom 
lines (people-planet-profit), social enterprises represent a more complex business model than 
ordinary commercial businesses. Their lead times for reaching the capital stage—which is when they 
achieve sufficient scale to cover their costs, grow to full scale and become replicable—are generally 
longer.18 Profitability tends to kick-in only once strong volume growth has been achieved because unit 
margins on products destined for the BoP are generally lower. Moreover, the widespread expectation 
of lower social enterprise profitability compared to commercial enterprises calls into question the 
classical venture capital model. If we cannot expect a few highly profitable exits to cross-subsidize the 
risk-taking inherent in funding a portfolio of ventures (many of which will never take off and will not 
return risk capital to shareholders), we need to find new investment models and methods for taking 
the cost out of the due diligence process without undercutting its predictive power. 
The constraint-opportunity space is structured differently in the industrialized world. For a social 
entrepreneur active in fields that used to be the exclusive domain of governments, the prospect of 
mobilizing private capital for public good provision with greater effectiveness is particularly relevant. 
The worrying trends in public debt are intensifying the need for creative private initiatives to 
supplement traditional government programs in a variety of social services, which is creating room for 
hybrid funding models for social entrepreneurs. These creative initiatives include impact business 
models where the provision of social goods and services generates an income from their sale on 
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market terms. Examples of this type are found in health and education, and in services to facilitate 
the integration of disadvantaged individuals into the labor market. Moreover, private service 
providers receive payment for the delivery of these social services by government agencies. In most 
cases, fees are based on input volumes (i.e., the number of participants enrolled in an education 
program).  
A recent phenomenon—the so-called “Social Impact Bonds” (i.e., SIBs, also referred to as “Pay for 
Success Bonds” or “Social Benefit Bonds”)—makes the provision of payment face an efficacy test.19 
SIBs are financial instruments that tie social service payments by government agencies to the 
achievement of pre-defined performance targets by a social agent in select social areas. In other 
words, SIBs are based on a contingent-returns model whereby achievement of pre-determined social 
outcomes unlocks a financial return. The “bonds” issued to pre-fund the build-up and growth of social 
programs pay a return to investors based on the size of performance payments that the relevant 
government agency makes to the social service provider. These services, if successful, then create 
both an important social value and cost savings for the public sector, while investors receive a 
financial return determined as an agreed upon percentage of these same savings. After the start of 
the first Social Impact Bond pilot in the UK, which focuses on reducing recidivism rates among former 
inmates associated with a particular English prison, the idea of SIBs caught on. There are currently 
more than 100 pilots underway around the world. Attempts are now also being made to apply the 
contingent return idea to social issues in developing countries, resulting in a series of so-called 
“Development Impact Bond” pilots or “DIBs”.20 SIBs can help to increase the efficacy of social 
programs and allow governments to do more with less because they offload risk to private investors, 
provide incentives for continuous improvement, and create greater transparency about the link 
between inputs and outcomes. This structure creates win-win situations for state agencies seeking to 
reduce costs, and private investors wanting to invest with impact. Provided the first batch of pilot 
implementations is successful, designing bespoke financial instruments that value externalities and 
innovation has the potential to significantly change how social programs are funded and carried out.  
With the assumption that finance is a means to resource a specific approach to social problem solving 
rather than an end in and of itself, let us now analyze the classification of social entrepreneurs. 
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3. Classifying Social Entrepreneurs’ Financing Needs: Public vs. Private Good Providers 

 

Budding social entrepreneurs need clarity about their funding needs in order to harness the forms of 
capital best suited to help their ventures prosper. This is not easy given the conceptual lack of clarity 
regarding the concept of social entrepreneurship, which has implications for understanding financing 
strategies for the individuals leading these efforts. While “social enterprise” and “social 
entrepreneur” serve as umbrella terms, a valuable step is to segment them further according to the 
fundamental viability of their business models into “public good” and “private good” social 
entrepreneurs, as explained in this section.  

Financing (or “funding”, used here interchangeably) in the context of this report is meant as a means 
to an end, rather than the actual end. Accordingly, understanding the kinds of problems a social 
entrepreneur is trying to solve is critically important to assessing the proper financial instruments to 
use. With knowledge about the baseline issue, it becomes possible to gain clarity about the inherent 
sustainability of the underlying solution delivery model and infer how best to draw on and sequence 
different forms of capital to resource the endeavor. 

The boundaries and definition of the unit of analysis are the first challenge. Social entrepreneurship is 
a dynamic phenomenon. Since the relatively recent emergence of the social entrepreneurship field in 
the 1980s, most commentators and analysts have adopted an essentialist view—“once a social 
entrepreneur, always a social entrepreneur.” This may be true for the founding individuals who set up 
social enterprises out of a personal motivation, but it is almost certainly false with respect to the 
social enterprises that are being set up as independent legal vehicles. Just as ventures typically enter 
the social entrepreneurship space coming from classical grant-based project funding, highly successful 
social enterprises can, at some point in their business development, exit the social enterprise space 
by becoming de facto large-scale commercial enterprises. This most often occurs following an initial 
public offering. An event like this creates a commercial straightjacket unless mitigated through special 
measures that encode the social mission into the DNA of the enterprise like, for example, through a 
shareholding pattern where a non-profit actor owns a significant portion of the company.  

Given the considerable heterogeneity of their business models, classifying social entrepreneurs 
proves more complex than a first glance would suggest. Building on my previous work, some 
classification is nonetheless possible.21 A grantor or investor can divide potential funding targets into 
two broad categories (see Key Concept 1): 

 

 Social entrepreneurs who provide public goods. These are typically mission-driven not-for-
profit organizations that create mainly social or economic benefits that cannot be monetized 
in markets for goods and services. In their core activity, these entrepreneurs depend on grant 
funding. Dependency on grants may, however, decline in the medium term to the extent that 
economic benefits such as government expenditures become monetized through payments 
linked to performance that feed into monetary returns via contingent returns models, such as 
Social Impact Bonds or Development Impact Bonds.  

 Social entrepreneurs who provide private goods. These are typically mission-driven for-profit 
or not-for-profit organizations that create both social and economic benefits, but whose 
business models are financially sustainable or even profitable. They typically begin with grant 
funding and can transition to other forms of funding once they reach critical mass, sourcing 
forms of capital that require repayment and/or a financial return.  

 

Private good social entrepreneurs are generally more prone to benefit from receiving hybrid 
funding than their public good counterparts. There are two interesting sub-categories on this 
commercial border of the public-private good social entrepreneurship continuum, including: 
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 Microfinance institutions. Microfinance institutions (MFIs) are the most advanced and 
controversial subfield of social enterprise. Operating in the financial sector, they create both 
economic and social value. MFIs range from very small non-profit associations that are 
classified as social enterprises, to large commercial banks that cannot automatically be 
referred to as social enterprises. In their genesis, they share a mission to serve the poor by 
extending very small loans and other products to either the unemployed, poor entrepreneurs, 
or to others living in poverty that are deemed unbankable. MFIs can be incorporated under a 
variety of different legal statuses, including foundations, cooperatives, credit unions, non-
bank financial institutions or fully-fledged banks. In the discussion, we treat MFIs as a distinct 
sector because of its sheer scope and scale. Methodologically, however, MFIs are one 
component of the aforementioned group of social enterprises that provide private 
goods/services. 

 Small and medium enterprises (SMEs) with a demonstrated social impact. SMEs are another 
group of ventures on the margins of private good social entrepreneurship. SMEs are typically 
for-profit companies that create both social and economic benefits.22 For example, they may 
offer jobs in particularly depressed areas, or produce goods and services that carry positive 
externalities. Whether SMEs are in fact social enterprises or mainstream commercial SMEs 
depends on their choices in handling eventual tradeoffs between the creation of social value 
and economic value. An additional criterion is the degree to which profits are reinvested in 
the venture to enlarge its circle of clients. Clients may become small-scale entrepreneurs 
rather than employees, creating economic empowerment and a growing pool of capabilities 
for further innovation and replication. 

 

Key Concept 1: Distinction Between Public and Private Good Social Entrepreneurs 

The public good/private good taxonomy suggests that grants are the most effective form of financing 
for social entrepreneurs who conduct activities that cannot be reasonably expected to ever become 
financially sustainable, because they provide social benefits rather than economic benefits. Applying 
economic theory, we can refer to them as public good social entrepreneurs. By contrast, some small 
and medium enterprises, microfinance institutions and small-scale social entrepreneurs provide 
“private goods.” They create a substantive economic benefit for their constituents. These 
organizations should be able to monetize a part of the benefits created in order to cover costs once 
they reach critical mass. This is the original idea behind for-profit microfinance, which is now being 
applied to goods and services across the BoP. Indeed, some microfinance institutions have returns on 
equity that are equivalent to or higher than some of the most successful large banks; moreover, many 
small and medium enterprises provide jobs, although this does not automatically make them a social 
enterprise. In each specific case, one needs to assess the extent to which an enterprise can be 
classified as a “social” enterprise. MFIs or SMEs may have started out as social enterprises, but 
become commercial ventures over time—and vice versa, depending on the venture’s focus on social 
value creation.  

Experience shows that hybrid funding models—meant to include a mix of capacity-building grants and 
for profit investments—are the most effective way to support and scale private good social 
entrepreneurs. 

 

For a summary of key dimensions of the “ideal type” of private good and public good social 
entrepreneurs (SE), consider Table 1. 
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Dimension Public Good SE  Private Good SE 

Typical legal form Non-profit Non-profit or for-profit 

Social mission Embedded Embedded 

Social impact Transformational Transformational 

Client group BoP or ToP23 BoP or ToP 

Client benefits Not monetizable Monetizable 

Business model Unsustainable Sustainable at scale 

Key revenues Subsidies Goods/services sold 

OpEx (operational 
expenditure) Mainly subsidy-funded Earned income 

CapEx (capital expenditure) Subsidy-funded Partially subsidy-funded 

Scale strategy Replication & cooperation Growth or franchising 

Funding instruments Grants & loans All 

Illustrative sector Human rights Microfinance 

“Next big thing” Contingent return funding 
models24 

Specialized “social” stock 
exchanges 

 

Table 1: Key Dimensions in Classifying Social Entrepreneurs 

 

The final dimension that plays into a hybrid funding model is time. Hybrid funding models can be 
synchronic, combining grant and non-grant sources of capital simultaneously to fund the joint 
expansion of profitable and unprofitable elements of the value chain. This results in tiered capital 
structures. Or they can be diachronic, with hybrid funding unfolding over time, typically beginning 
with grant funding and then “graduating” to equity and debt funding as the venture achieves critical 
mass. This is the typical transition path for most private good social entrepreneurs in microfinance, 
base of the pyramid social enterprises, and beyond. 
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4. Microfinance, Scale and the Dangers of Capital Markets 

 

The experience of microfinance is for many the blueprint for the sophisticated use of financial 
instruments in social enterprise. In microfinance, some institutions have historically provided their 
early promoters and shareholders with investment yields comparable to, or better than, commercial 
businesses of a similar risk profile. The sector’s impressive potential to be profitable, at least in select 
cases, has led investment funds such as the Mexico-based Ignia Fund to declare its commitment to 
achieving financial returns at least as high as those of mainstream businesses of the same risk class.25 
However, when looking for blueprint financing models for social entrepreneurship, it is also important 
to be aware that microfinance has been responsible for one of the most high-profile impact disasters 
in recent years.  

Founded by Indian-American social entrepreneur Vikram Akula, SKS Microfinance Limited (SKSM: Natl 
India; hereinafter “SKS”) was the first microfinance institution listed on a stock exchange in Asia (see 
Spotlight 3). SKS initially inspired admiration for its ability to rapidly scale its microfinance offering. 
Subsequently, though, the enterprise generated a high level of criticism surrounding its role in the 
recent Indian microfinance crisis that followed the firm’s initial public offering (IPO) on India’s 
National Stock Exchange, which had fueled SKS’s rapid growth. 17 of SKS’s clients committed suicide 
in 2010, tragic incidents that were attributed to these clients believing that suicide was the only way 
out of their own over-indebtedness given aggressive loan collection practices. This led to large-scale 
condemnation by the media, reflected in one of the headlines at the time: “30 Suicides in India Linked 
to Uber-Aggressive Microfinance Organizations.”26 In 2010, the Andhra Pradesh law was instituted to 
protect borrowers by banning doorstep collections, altering loan recollection time periods and 
requiring MFIs to receive government approval to give additional loans to a borrower.27 The state law 
forced the firm to exit the state, which made up close to 30 percent of its business at the time, 
leading to a 72 percent slump on its loan book.28 

The fallout has also been a disaster from the perspective of social impact. Andhra Pradesh was once 
the focus of microfinance in India, but delinquent loans and unemployment have grown as 35,000 
people in the microfinance industry lost their jobs between 2010 and 2013 when MFIs responded to 
new regulation and scaled back their activities in the state.29 Unfortunately, unscrupulous informal 
moneylenders who charge between 160-250 percent interest per annum have filled the vacancy of 
MFIs in Andhra Pradesh, which has partially been due to the Andhra Pradesh law.30 The experience 
points to the importance of critically assessing the relationship between MFIs and the rural poor, and 
the constructive use of capital markets and consumer protection legislation. Social entrepreneurs 
who are now building or scaling their businesses are well advised to think through the implications of 
overexpansion and withdrawal for their clients.  

The crisis has also taken a toll on SKS itself. Between 2010 and 2013, SKS market capitalization 
plummeted by 91 percent, amid rampant criticism of criminal loan collection practices.31 However, by 
Q1 2014, SKS had reported five consecutive quarters of profits, after seven quarters of losses.32 SKS is 
an instructive case with respect to the prospects of hybrid funding strategies because SKS got started 
with grant funding and later moved into other forms of financing before it became publicly listed. As 
of March 2014, SKS had an estimated market capitalization of INR 21.86 billion (USD 365 million).   

While initially viewing itself as an agent of change, SKS has since reconsidered the consequences of 
the company’s for-profit motive. A 2013 interview with M.R. Rao, the CEO and managing director of 
SKS, and S. Dilli Raj, the CFO of SKS, is instructive for anyone who starts out as a social entrepreneur 
and aims to use mainstream capital markets to fund business growth. While acknowledging the 
benefits of operating SKS as a for-profit model whose primary goals are to achieve scalability and 
operational sustainability, Rao and Raj note that SKS must tone down its message of “empowering the 
poor” and the “eradication of poverty,” among others:33  
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“The first mistake was all of us started as non-profit organizations and we embraced a for-
profit model for good reasons—to achieve scalability and sustainability. What is the point in 
doing some good for some people if you can do more good for more people? But we should 
have discarded the larger-than-life claims and mission statements like empowering the poor 
and eradication of poverty when we embraced the for-profit model. The for-profit model 
doesn’t go with this. When we had our initial public offering, people looked at our numbers, 
portfolio size and, most importantly, the individual incentive system like the ESOPS (employee 
stock options) and the salary levels. They were all relevant for a mainstream for-profit 
operation but the claim of eradicating poverty did not gel with that.”  

 

Spotlight 3: SKS—Profit and Impact: Who Wins, Who Loses? 

SKS was originally formed as a NGO in 1997 to deliver microfinance products to poor women in India 
via a group-lending model. The enterprise transitioned to a for-profit model in 2005. Three strategic 
choices helped to rapidly build scale, including SKS developed a for-profit model to be able to access 
commercial capital; to scale up, SKS modeled its processes upon best practices from the business 
world to displace capacity constraints; and SKS relied heavily on technology to achieve process 
automation and lower costs. SKS was incorporated as a non-banking finance company (NBFC) that 
was converted to a public limited company in May 2009. It launched an initial public offering on July 
28, 2010 on the Indian stock exchange. The IPO raised USD 358 million and valued the company at 
USD 1.5 billion; SKS is regulated by the Reserve Bank of India. According to 2014 data from the 
Microfinance Information Exchange (MIX), which serves as the microfinance industry’s information 
clearinghouse, SKS reported total assets of USD 414.2 million and a gross loan portfolio of USD 434.6 
billion. By March 2014, SKS had 21,154 employees, 4.3 million clients, and was operating over 1,200 
offices in 341 districts in India, with USD 7.4 billion in disbursed loans.34 In Q3 of fiscal year 2014, SKS 
achieved a return on assets (ROA) of 2.9 percent and a return on equity (ROE) of 20.3 percent, 
overturning a sequence of disappointing quarterly results.35  

SKS is an interesting case for the development path of social enterprises for three reasons: (a) the 
initial recognition of the founder as a social entrepreneur, (b) the company’s scale, and (c) the 
company’s steep decline in profitability and operational conduct. First, setting up SKS as a mission-
oriented social enterprise, its founder won the Echoing Green Public Service Entrepreneur Fellowship 
(1998-2002), the Social Entrepreneur of the Year award in India (2006), and the World Economic 
Forum’s Young Global Leader award (2008). This focus on the individual is a representative example 
of the social entrepreneurship field that typically celebrates pioneers and leaders. Second, 
controversy arose as it was not immediately clear how the upside that accrued to grant-funded 
organizations that had taken an equity stake in SKS would be used once SKS went public. As we saw 
earlier, social entrepreneurs almost always start out with grant funding—and this raises questions as 
to how upside should be distributed if it ever materializes. In the SKS case, the spotlight focused on 
two charitable microfinance groups who had helped SKS in an earlier development stage, namely five 
Indian trusts that held the assets of the original non-profit version of SKS, as well as Seattle-based 
Unitus, which held a stake in SKS worth millions post-IPO. The response by Unitus to the IPO was to 
lay off the organization’s forty staff and exit microfinance activities. This surprised donors of Unitus 
that had funded the organization for a decade specifically to support microfinance. Around the same 
time, Muhammad Yunus, the founder of the Grameen Bank, argued, “If Unitus is closing down, that 
shows what is the real result of this I.P.O. […]. You are now encouraging the profit-maximizing part, 
and the non-profits are closing down.” Interestingly, the unwinding of Unitus contrasted with the 
strategy adopted by Acción, another non-profit microfinance field-building organization, which used a 
USD 140 million windfall from the 2007 public offering of the Mexican micro lender Compartamos to 
expand its microfinance operations; one difference with the Acción example is that executives and 
directors had no investments in Compartamos.  
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Perhaps even more fascinating than the questions surrounding the personality of the social 
entrepreneur, or the implications in terms of profit-making from an IPO exit of an originally grant-
funded operation, is the question related to how to safeguard the social enterprise DNA of a large 
company that is listed on a public market. SKS originally aspired “to serve 50 million households 
across India and other parts of the world and also to create a commercial microfinance model that 
delivers high value to [its] customers,” using standardized processes for delivering and recovering 
loans to be able to effectively reach out to customers at the BoP.36 Whether this is possible on a 
public market in the long run, or whether a public listing essentially squeezes a venture out of the 
social entrepreneurship space is still an unresolved question. At the time of writing of the first edition 
of this report In 2011, the field of social entrepreneurship had merely started to conceptualize the 
conditions under which a social entrepreneur would lose its status, and attempts to establish 
specialized “social” stock exchanges that combine triple bottom line considerations with capital 
aggregation and liquidity typical of stock markets were still in their infancy. Three years later, 
progress has been made in some locations. The London-based Social Stock Exchange (SSE) had 12 
member companies in May 2014; another project is spearheaded by the firm Impact Investment 
Exchange (Asia) Pte Ltd headquartered in Singapore (IIX). It is not an exchange but works with the 
Stock Exchange of Mauritius (SEM), a leading African stock exchange, to create an “organized, fair and 
regulated market that will bring Impact Issuers and Impact Investors together from across the 
globe.”37 In both cases, the scope and scale of activity is still limited, albeit growing. Private good 
social entrepreneurs are well-advised to keep an eye on the development of specialized exchanges as 
potential avenue to raise capital for their impact businesses.  
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5. Using Hybrid Funding Instruments to Drive Growth 

 

In the previous section, we used a continuum to classify social entrepreneurs that ranged from public 
good provision to private good provision. Let us now turn to the spectrum of hybrid financing 
possibilities.  

A variety of financial instruments exist with different levels of risk, liquidity, time horizon, cost and 
ease of deployment. In pursuing external financing strategies, social entrepreneurs can in principle 
combine the following financing instruments and create tiered capital structures: grants, debt capital, 
equity capital and mezzanine capital. The mix of instruments that are applicable at any given time 
depends on the social enterprise’s legal form, business model, and state of maturity. 

Capital is an essential ingredient for enabling a social entrepreneur to execute on his or her vision. 
Whenever social entrepreneurs generate earned income, they can finance some of the capital needs 
through internal sources (e.g., operating cash flows stemming from fee-for-service from the target 
clients, third-party beneficiaries or the public sector). However, internal financing is often insufficient 
to fund long-term business development and long-term investments such as buildings, equipment or 
other infrastructure. If available cash flows are too small to sustain such investments, the resulting 
negative operating cash flows therefore need to be funded through external financing. 

To provide practical guidance for social entrepreneurs who are now starting or building their 
businesses, the following analysis focuses on funding models that are based on four examples of 
accomplished social entrepreneurs that are representative of specific points in the public 
good/private good social entrepreneurship continuum (see Figure 1), and whose experiences also 
provide a window on important social issues in need of innovative solutions:  

 

 streetfootballworld, focusing on soccer as a means to drive youth development; 

 the World Toilet Organization, working on sanitation for the poor; 

 Ciudad Saludable and its for-profit consulting arm Peru Waste Innovation, empowering 
informal waste pickers active in solid waste management; and 

 Husk Power Systems, providing alternative energy at the Base of the Pyramid. 

 

 

 
 

Figure 1: Four Social Enterprises on the Public Good-Private Good Continuum 

 

The next section looks at the contributions and prospects of hybrid funding strategies with each of 
the four organizations. 
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In pursuing a diachronic or synchronic (tiered capital) hybrid external funding strategy, social 
entrepreneurs can combine several financing instruments, which are the building blocks of any 
external financing mix, including: grants, debt capital, equity capital, and mezzanine capital (see Key 
Concept 2). Each entails specific advantages and disadvantages. The instruments are introduced 
below in the context of specific examples. Note that in addition to a hybrid combination of these 
instruments, the different instruments themselves can have a hybrid character based on jointly 
agreed contingencies. For example, loans can become forgivable if pre-agreed success conditions are 
met and investors wish to reward success by forgiving the loan. Similarly, if success is not reached, 
recoverable grants would then be converted into a grant.  

 

Key Concept 2: Tiered Capital Structures—Synchronic vs Diachronic Hybrid Financing 

Grasping the basics of finance, as well as the general trend of where financial innovation is headed, is 
important for any aspiring social entrepreneur. Both social entrepreneurship as a value-creating 
activity and impact investing as an investment style tailored to supporting double-bottom line value 
creation have gained impressive legitimacy over the past years. This progress culminated in the first-
ever G8 summit dedicated to (social) impact investing in 2013, and a variety of work streams at the 
European Union level, including the recent introduction of regulation on social entrepreneurship 
funds.38 The logical next step is to enable the widespread adoption of social entrepreneurship and 
impact investing by creating market structures that are well-suited to conducting and financing social 
enterprise, and tiered capital structures that are compatible with the different financing needs of the 
impact businesses.  

Market reform can be expected to accelerate with the G7 Social Investment Taskforce and other 
initiatives underway. But given the double-bottom line business models that comprise social 
entrepreneurship, understanding the design and process for implementing tiered capital structures 
that recognize the different capital needs and marginal returns inherent to creating and scaling a 
social enterprise is also of critical significance. Hybrid financing solutions, the focus of this report, are 
the way forward: hybrid models use some combination of up to four forms of capital, namely grants, 
debt, equity, and mezzanine or convertible capital, as well as a variety of possible financial 
instruments. The most well-known instruments used include internal credit enhancement through 
subordination or reserves, or external credit enhancement via letters of credit. The different forms of 
capital are introduced throughout this report.  

Time plays a hugely important role in these structures: they can be synchronic (or tiered), combining 
grant and non-grant sources of capital simultaneously to fund the joint expansion of profitable and 
unprofitable elements of the value chain and reduce risk. Or they can be diachronic, with hybrid 
funding unfolding over time, typically beginning with grant funding and then “graduating” to equity 
and debt funding as the venture achieves critical mass.  

For example, the Deutsche Bank Eye Fund provides a hybrid funding solution to a major global 
healthcare problem: preventable blindness.39 39 million people globally are blind and approximately 
150 million people have serious visual impairments. 90 percent live in the developing world and 1-2 
million people lose their sight each year. Cataracts are the leading cause of preventable blindness and 
an estimated 75 percent of these incidences are treatable or preventable. A social enterprise solution 
exists, and was pioneered by one of the hero-status social enterprises mentioned earlier, namely 
Aravind Eye Care System in India.40 Over time, over 120 eye care programs around the world have 
emerged that profitably offer quality services to middle class clients alongside free operations for the 
poor. Via diachronic hybrid financing, many programs have been able to graduate from pure grant 
funding, and use other financial instruments as well: they generate sufficient cash flow to support 
debt financing and can access capital markets on quasi-commercial terms.41  

But the solution needs to be scaled in order to serve pent-up demand. Tiered capital structures or 
synchronic hybrid financing can provide the funding needed. The Deutsche Bank Eye Fund I is a USD 
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14.48 million fund with a 7-year term that invests in three affordable eye care borrowers, and 
operates under financial and social metrics whereby the Fund seeks to support an annual 30,221 
sight-restoring surgeries, and a share of 38 percent of subsidized surgeries for the poor.42 While 
relatively small, The Eye Fund is a good illustration of uniting investors on a common investment 
platform even with different motivations. To de-risk the investment, the scheme had to be conceived 
with a tiered capital structure in mind: foundation investments were made in junior and equity 
tranches, development financial institution loans went into mezzanine tranches, and debt from 
fiduciary investors went into a senior tranche, carrying the lowest risk (see Table 2):43 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 2: Eye Fund I, Tiered Capital Structures  

(Source: Deutsche Bank)  

 

The focus of this report is on the use of hybrid financing strategies that help to enable social 
entrepreneurs to develop their ventures over time. Social enterprises can increasingly benefit from 
tiered capital structures as they mature that allow blending of commercial investors who seek a 
market rate of return, and philanthropically-minded investors—such as US foundations making 
program-related investments (PRI) that receive lower returns, but still achieve their mission by 
mobilizing non-grant capital for health outcomes. Synchronic hybrid financing or tiered capital 
structures such as the one described here can serve as a blueprint for other large-scale challenges 
that can be addressed through market mechanisms. By funding first-loss tranches or issuing 
guarantees, philanthropic or development-focused players can serve as catalysts for bringing 
additional private capital to the table. Synchronic hybrid financing of social enterprise solutions is 
currently still a noteworthy exception in most cases, but it will become more and more the standard 
rule as the decade unfolds. 
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6. Growth Funding Strategies in Sports for Development: streetfootballworld 

 

The 2010 FIFA World Cup in South Africa was televised in 204 countries across 245 television stations. 
Soccer has an amazing ability to engage people and focus their attention, and the 2014 World Cup in 
Brazil promises to be no different. While the World Cup will again be followed by hundreds of millions 
of people around the world, issues such as the enormous cost of preparations for the mega event are 
inciting street protests in Brazil and serving to raise questions about how to harness sports for 
achieving positive social impact.  

Known as “football-for-development,” this phenomenon leverages popular passion for football (or 
soccer as it is known in the United States) by utilizing the sport to reach out to young people to help 
prevent the intergenerational transmission of poverty, reduce socio-economic disparities and 
overcome gender discrimination. But there is a scale gap: with an estimated latent demand at 45 
million potential clients, the leading football-for-development umbrella organization would have to  
serve 60 times more clients to meet demand. This section examines how social entrepreneurs can 
close the supply gap and examines the role of hybrid financing strategies in facilitating the growth 
needed to meet latent market demand. 

 

Football is a fascinating phenomenon. 270 million people around the world, or roughly 3.75 percent 
of the global population, are actively involved in soccer (i.e., 265 million play, and 5 million serve as 
judges and functionaries). There are an estimated 3.5 billion fans around the world, ahead of cricket 
with 2.5 billion fans, field hockey with 2 billion fans, and tennis with one billion. The Italian Serie A 
first division draws an average audience of 4.5 million viewers, second only to the UK Barclays 
Premier League of 12.3 million viewers. The total value of the football ecosystem has been estimated 
at 43 percent of a worldwide sports market that is worth between USD 480 and 620 billion, with U.S. 
football coming in second place holding a 13 percent market share.44 Over recent years, the primary 
driver of the strong revenue growth of many football clubs has been derived from television 
broadcasting.45 The soccer business is booming, and salaries of top end players are exploding. Leading 
Spanish football clubs FC Barcelona and Real Madrid pay average salaries of EUR 6 million to their 
players. The UK Barclays Premier League spent GBP 916 million on player transfers in the 2013/2014 
season, or over half a billion pounds more than the club’s transfer revenues of GBP 385 million. In 
2014, stars such as FC Barcelona’s Lionel Messi had a market value of EUR 120 million, and Real 
Madrid’s Cristiano Ronaldo was worth EUR 100 million. The top 30 football clubs each now generate 
over EUR 100 million annually.46 Leading club FC Barcelona had 44 million fans, Real Madrid 41 
million, and Manchester United 37 million.47 Around the world, FIFA has 209 member associations 
with over 327,000 clubs and more than 270 million players.48 In recent years, clubs in England, Russia, 
Turkey, China and Germany have led spending on salaries and signings.49 But compared to other 
industries, the football industry seems at a relatively early stage in terms of high-impact corporate 
responsibility strategies, although some associations, such as FIFA, with a clear CSR strategy are 
relatively ambitious, and some clubs, such as FC Chelsea, engage in corporate responsibility as part of 
their brand development.50 

Given the enormous amounts of people and money involved in the industry, the question for this 
generation of social entrepreneurs concerns how football can be leveraged for social change—and to 
what extent it is actually being leveraged currently.  

To provide practical inspiration for social entrepreneurs who are now building their businesses, let us 
look at the growth financing strategies of the leading global network organization that links and 
supports grassroots organizations that use football (or soccer) to reach young people in the pursuit of 
empowerment objectives: streetfootballworld (SFW), headquartered in Berlin, Germany.51 As per the 
taxonomy introduced earlier, SFW is classified as a public good social enterprise. SFW has no 
significant revenues other than grants, but the organization has built a strong brand in its field that it 
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could potentially monetize using financial instruments other than grants. Jürgen Griesbeck, the 
organization’s founder, is a veteran social innovator who initially set up “Football for Peace” in 
Medellin, Colombia, after Colombian defender Andrés Escobar was shot in 1994 in Medellin 
(reportedly as punishment for accidently scoring on his own goal in the 1994 FIFA World Cup held in 
the United States, thus losing 1-2 against the US host team and resulting in gambling losses to local 
drug lords). Griesbeck later brought the same concept back to Germany, setting up “Football for 
Tolerance” in 2000 when Germany was facing a wave of xenophobic right-wing violence after 
reunification.52 Both Ashoka and the Schwab Foundation have recognized Griesbeck as a leading 
social entrepreneur.53  

From a funding perspective, a public good social enterprise such as SFW that relies mainly on grant 
funding must have one core financial goal to avoid an over-reliance upon any one source of income or 
on any one category of funder: long-term diversification of income sources. In addition to long-term 
organizational survival, the difficulty of scaling grants beyond a double-digit million-dollar budget 
cannot be underestimated.  

To understand the applicability of financial instruments for this purpose, let us examine the 
organization’s target group and approach. SFW’s target group (i.e., youth around the world) is one 
that can be reached especially well through the theme of football. Adolescence encompasses a 
difficult time in life when young people reach sexual maturity, face peer pressure and take on the 
responsibilities of adulthood in a short amount of time. This often includes contributing to the 
household income and caring for family members. Inequities typically become more manifest during 
adolescence. Teenagers who lack access to quality education, health care and active participation in 
society can easily find themselves without opportunities to succeed in the mainstream of society. At-
risk children and youth are more likely to develop into potentially high-risk teenagers, who may be 
less likely to continue with school and be more vulnerable to health problems, risky behavior or 
exploitation. By reaching out to young people, SFW seeks to prevent the intergenerational 
transmission of poverty, reduce socio-economic disparities and overcome gender discrimination. 
However, this group has insufficient purchasing power to cover the cost of the intervention; even so, 
positive social externalities are so significant that philanthropic funders are willing to cover the cost. 

The ambitious and far-reaching goals need to be rendered operational in practice. Drawing on 
widespread passion for football, SFW brings individuals and organizations together behind a common 
goal: empowering young people by providing informal opportunities to fill the gap in education and 
guidance in contexts where formal school systems have failed. With a mainly grant-funded budget of 
the whole network of USD 47 million in 2012, the SFW network serves as an umbrella to 101 
organizations in 61 countries that use football to tackle social challenges like HIV/AIDS, crime and 
homelessness.54 In 2013, the SFW network worked with 750,000 young persons around the world.55 

Key to SFW’s strategy has been to facilitate support to the grassroots organizations that comprise the 
network from a group of corporate and international partners, including: FIFA, UEFA, Adidas, Sony, 
Ashoka, Avina Foundation, BMW Foundation, Comic Relief, the Inter-American Development Bank, 
the Jacobs Foundation, LGT Venture Philanthropy, Open Society Foundation, the Schwab Foundation, 
and several ministries and governmental institutions as well as various pro-bono partners. 

At first sight, SFW is an unlikely candidate for hybrid financing strategies. The organization primarily 
focuses on capacity-building and aggregation for attainment of critical mass, focusing on four work 
streams (none of which are obvious earned-income generators):  

 

 Capacity development to help local grassroots organizations have a greater impact on young 
people;  

 Network development to strengthen organizations and regions, which in turn strengthen the 
football-for-development movement as a whole;  
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 Partnership development to match funding organizations with appropriate work on the 
ground and at a global level; and  

 Advocacy to legitimize football in general as an instrument for social change.  

 

Moreover, SFW makes its expertise in the football-for-development space available via paid 
consultancies. A look at the generic SFW education and delivery model quickly shows that it is hard to 
monetize the relevant but intangible benefits of the activities of the network and its member 
organizations (see Figure 2). Operating in the paradigm of public good social entrepreneurship has 
implications for the ability of an organization to engage in hybrid financing strategies. 

 

 

 
 

Figure 2: The SFW Delivery Model 

(Source: SFW) 

 

Mobilizing a mostly grant funded global accumulated budget of USD 47 million is impressive. 
Notwithstanding, the remaining need for growth is massive. The SFW network currently serves 
750,000 clients, but it or its equivalents would have to grow 60-fold to meet current estimated 
demand of 45 million potential clients (see Figure 3).56 The progress has nevertheless been 
remarkable. When the first edition of this report was released in 2011, SFW would have had to grow 
113-fold to meet market demand—a sizeable portion of the gap has thus already been closed. 
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Figure 3: Global Estimated Potential for Development via the Football-For-Development Approach  

(Source: SFW)  

 

Evidence shows that raising annual grant funding beyond a certain level is extremely challenging (see 
Key Concept 3). This holds true even for organizations with an excellent value proposition, brand, and 
loyal donors and partners such as SFW. How can the latent demand then be funded in the public good 
social entrepreneurship model, and how is SFW currently funded? In 2013, SFW had several long-
term contracts with partners that provided core operations to the network and allowed for a 
preliminary operational budget of EUR 4.135 million (for a breakdown of funding sources, see Table 3; 
for an evolution of the budget from 2006-2013, see Figure 4). 

 

PROFIT AND LOSS STATEMENT 
streetfootballworld gGmbH 

2011 2012 2013 

(in thousand €) 

Sport/football confederations 2,450 1,591 2,343 

Governments 662 939 876 

Corporations/foundations 557 1,134 746 

Income 3,953 4,037 4,135 

 
Table 3: SFW Income Statement 2011-2013  

(Source: SFW) 
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Figure 4: SFW, Consolidated Income Growth in k EUR, 2006-2013 
(Source: SFW) 

 

In its 2013 budget, a vast majority of SFW funding was program-restricted, not allowing for 
discretionary funding of areas of strategic importance. The vast majority of funding was in grants; 
debt was negligible (see Key Concept 3). As a non-profit, SFW did not receive equity or mezzanine 
capital investments. Roughly 57 percent of income was derived from sport federations, 21 percent 
from government, 18 percent from corporations and 4 percent from various foundations.57 

 

Key Concept 3: Grants and Debt Capital 

Grants are defined as funds disbursed by one party to another party without any expectation of 
repayment. Grantmakers are typically government agencies, charitable foundations and trusts, or 
private sector entities. Recipients are often non-profit entities and educational institutions, but can 
also be individuals and businesses. Next to grants in cash, there can be in-kind contributions via 
volunteering or goods donated. Some kind of grant application or grant proposal is typically required 
in order to obtain a grant. Most grants are made to fund a specific activity or project, requiring some 
level of reporting to the funder. If the grant seeker has a charitable or tax-exempt status, the funder 
may be able to deduct the grant or a portion of it from his tax obligations. Today, grants remain the 
most widely practiced model of financing social entrepreneurs. In spite of the advantage of providing 
capital at zero cost, there are important limitations to grant funding. First, grants are typically project 
specific. They exclude overhead and business development costs, and do not provide full internal 
allocation flexibility. Second, grants typically face a limited 3-5 year time horizon, are costly to raise—
estimates range from 22-43 percent of the amount raised—and project specific.58 They are very 
valuable to get started, but cannot typically accompany the rising capital needs a social entrepreneur 
faces as the enterprise goes to scale. 

Debt capital is defined as capital that is raised by taking out a loan. The loan is made to the social 
enterprise, with the expectation to be repaid at some future date. The repayment schedule may be 
structured depending on repayment ability. For example, a balloon payment loan does not fully 
amortize over the term of the loan, and leaves a large final payment, the so-called balloon payment. 
Unlike in the case of equity capital, subscribers to debt capital do not become part owners of the 
social enterprise, but remain creditors; debt capital is therefore an especially important source of 
external financing when social enterprises are structured as non-profits. Suppliers of debt capital 
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usually receive a contractually fixed annual, or in some cases floating, percentage-return on their 
loan. They provide capital on a temporary basis, with repayment due after a few years. The interest 
on debt capital must be repaid in full before any dividends are paid to any suppliers of equity. From a 
business development perspective, debt capital is an attractive option whenever (a) long-term 
investments with stable and predictable cash flows need to be funded, (b) if the social enterprise is 
fundamentally creditworthy and (c) able to make an annual interest payment. Considering that risk 
capital is typically required to take on debt and provide layers of risk, non-profits who cannot take on 
equity may need to raise grants that perform the layered risk function of equity. Moreover, in the 
event of bankruptcy, debt capital providers may have far-reaching rights on the assets of an 
organization. 

 

Long-term diversification of grant income sources helps to ensure baseline financial sustainability and 
avoidance of an over-reliance upon any one source or category of funder. But grants also create a 
glass ceiling in terms of organizational growth. There are thus two fundamental strategies for closing 
the funding gap and addressing massive latent demand in the case of public good social 
entrepreneurship: bottom-up or top-down (or a combination of both).  

A bottom-up strategy aims to create new income streams by directly engaging consumers who have a 
legitimate interest in the issues or populations the social entrepreneur seeks to tackle, sub-segments 
of the world’s 270 million people active in football in this case. 

SFW tested a variant of such a strategy following 2010 with the development of a new donation 
platform. This platform would allow fans to donate directly to organizations working in the field of 
football-for-development, thus creating a new income channel by linking fans directly to members of 
the SFW network in the field.59 However, similar to other industries, consumer-led industry 
transformation has turned out to be challenging in practice.  

Pursuing a top-down industry transformation strategy provides a different path and seeks to realign 
industry assets rather than realizing all of the growth needed to address the problem in scale 
internally. A quick back-of-the envelope calculation points to a way forward with this strategy. 60 
times the current budget of the SFW network would be required to serve latent demand for football-
for-development, based on the current cost of serving demand at linear costs. An opportunity exists 
for channeling a percentage of industry revenues (i.e., nearly USD 30 billion) to social change, which 
would be an approach analogous to the funding commitments associated with government 
development aid as a percentage of GDP.60 If we assume economies of scale rather than linear cost 
growth, funding of total demand would perhaps not have to cost USD 2,820 million a year. If one can 
realize scale efficiencies and contain annual funding at 20 percent of that, or as low as USD 564 
million, this would be equal to 1.88 percent of the global football industry’s annual revenue.61 A 
variety of voluntary or compulsory funding mechanisms are conceivable in principle to make these 
resources available. 

As social responsibility considerations advance in all industries, including football, other segments 
(beyond fans) could become a source of funding, namely: confederations, sponsors, broadcasters, 
clubs, leagues and players. This may involve creating profits from services and merchandising 
products to be channeled strategically into football-for-development approaches. To accelerate 
industry transformation, SFW is now building out its consultancy activities that serve industry players. 
SFW is also leveraging high profile opportunities, such as the first-ever International Day of Sport for 
Development and Peace on April 6, 2014, established by the United Nations and the International 
Olympic Committee. Accordingly, SFW’s call to action reads as follows:62 

 

“Financial support for development projects from the industry (which already exists in some 
cases) could become a regular fixture. This means things like mandatory investments into 
projects as a part of sponsorship deals or player transfer fees, with sponsors choosing projects 
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like they choose their most valuable players. There is a whole range of ideas for cooperation 
with the industry and we’re just getting started, but international institutions such as the UN 
and the IOC need to lead the way in this regard as well. We cannot pigeon-hole the sport-for-
development sector into something nice and fluffy going on at the fringes of business. Rather, 
we must redefine its very essence and create systems in which social change sits alongside or 
even above wealth creation, which is filtered down to the supporters that sustain the 
industry. On this first International Day of Sport for Development and Peace, we need to think 
boldly about the future of our sector and cannot be content with platitudes about the power 
of football, or sport in general, to make a difference. It is only when we tear down these 
traditional barriers to cooperation between businesses and charities that we will see the true 
value of sport create meaningful impact. It’s an exciting time to be part of the world of sport. 
Let’s push these boundaries and take the sector further.“ 

 

Via its partnerships with industry players, SFW is working on creating pilot or leading models that 
could be scaled as “state of the Industry“ type examples. Good examples include work with FIFA (i.e., 
“social legacy” has become a required element of the bid book for World Cups and the “20 centres for 
2010” project serves as a light tower for a social legacy campaign), UEFA (i.e., see the “Respect” 
campaign at the 2012 UEFA European Championship) or with the Asian Football Confederation (i.e., 
development of a ten-year strategy to include social responsibility in the core business of football).63  

The example of SFW shows that cooperation and orchestration are essential to closing the gap in 
latent demand, these in addition to running a viable core activity that creates impact and credibility. 
As concepts of branding, merchandising and large-scale commitments expand into a professionalizing 
social sector, hybrid financing strategies are likely to generally play a more important role going 
forward: funders may be willing to provide up-front risk capital in return for a share of future 
expected revenues, and financial engineering can monetize future grant commitments from 
reputable counterparts ahead of actual payment. However, given the fundamental model of public 
good social entrepreneurship, social entrepreneurs at any stage of venture development are well-
advised to remember that in the public good case, hybrid funding strategies will either relate to 
developing and redistributing some grant revenue stream, and the selling of products will only occur 
if a strong brand can be leveraged via merchandising. If the investee is a non-profit, grants and some 
debt funding can be used to catalyze the financing of income-generating activities, but taking on debt 
to fund business development can be risky and put the whole operation at risk if a strong balance 
sheet and recurring revenues from long-term grants are not present.  

The next section will look at an additional example of public good social entrepreneurship in a field 
characterized by a need for a “killer app” solution.  
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7. Financing Solutions in Sanitation: the World Toilet Organization 

 

Next to football-for-development, sanitation is another underfunded field for public good social 
entrepreneurship with huge externalities but in need of innovation and hybrid financing solutions to 
drive solutions at scale. Around one billion people around the world defecate in the open every day, 
and 2.5 billion people lack access to improved sanitation.64 According to UN Deputy Secretary-General 
Jan Eliasson, poor sanitation and water supply translate into estimated economic losses of USD 260 
billion annually.65 Sanitation projects have historically relied on donor and government driven latrine 
construction projects. But these have neither delivered toilets at the scale needed nor supplied the 
kind of affordable, simple-to-make toilets that clients actually want. As a result, the UN Millennium 
Development Goal 7.C (“Halve, by 2015, the proportion of the population without sustainable access 
to safe drinking water and basic sanitation”) was missed—unlike the MDG target for drinking water 
(though in some regions much remains to be done there as well, in particular with respect to drinking 
water for rural households and safe water supply).66 This section examines the potential benefit of a 
demand-driven, flexible, market-based approach to sanitation. The focus is on the role of hybrid 
financing strategies in facilitating the growth of the delivery capacity of the leading social 
entrepreneurship organization in the sanitation space, the World Toilet Organization (WTO). Its 
“advocacy plus product” approach, via affordable toilets, could enable massive scalability and earned-
income generation, help close the sanitation supply gap, and inspire other entrepreneurs focusing on 
affordable products to drive social and economic value. 

 

The overall picture of sanitation is bleak. Improvements in sanitation typically do not reach the poor, 
and there are enormous disparities in urban and rural sanitation coverage. Solutions and money for 
the market of 2.5 billion people who do not have a toilet are critically needed. 760,000 children under 
the age of five die every year from diarrhea caused by poor sanitation and lack of hygiene.67 
Sanitation is a “classical” social entrepreneurship topic: important for public health, but in desperate 
need of innovation to be able to provide access for all.68 Sanitation is also generally considered to be 
an embarrassing topic, which generates numerous adverse consequences. For example, a not 
uncommon situation is for adolescent girls to drop out of school once they menstruate because many 
schools in developing contexts do not have restrooms; fear of embarrassment over bleeding and lack 
of places to change sanitary pads compounds the problem. Even in the developed world, public 
toilets are far from predictable in terms of cleanliness. Diseases, dysentery and inconvenience plague 
citizens in urban spaces, home to half of the world’s population. Many governments continue to use 
archaic building codes, written before women’s liberation, which imply that women have to queue up 
to public toilets when men do not have to. Older women in many countries have often been 
socialized into learned suppression of urination: generations of women have learned to drink less 
water when going out, leading to dehydration. Architects are often not “toilet-trained” and tend to 
design solutions that are non-ergonomic and suboptimal in terms of the user experience. Finally, 
toilet janitors are typically badly paid and often not properly trained. 

Put simply, there is gigantic latent demand for affordable sanitation solutions. 2.5 billion people 
without proper sanitation implies demand for perhaps 500 million home toilets and another 500 
million toilets in schools, religious places, marketplaces, workplaces, and transport/recreational 
places. This could mean that one billion affordable toilets need to be supplied, rendering this a 
significant theatre in the overall context of getting affordable products and services to the base of the 
pyramid. 

In spite of the magnitude of demand, the sanitation market is still fragmented, and a more functional 
ecosystem that is efficient and inclusive needs to emerge. The World Toilet Organization (WTO) is a 
social entrepreneurship organization that seeks to play a role similar to that of SFW in football-for-
development. The WTO focuses on structuring and advancing the field of sanitation, viewing itself as 



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page 23 of 56 
 

responsible for all toilet issues and solutions, and leading a movement of key stakeholders.69 
Headquartered in Singapore, the WTO has become the de facto voice of sanitation for the global field 
of social entrepreneurship over the past decade. Realizing the need for a global body on the subject, 
Jack Sim, the founder of the WTO, created the organization in 2001 as a global network and service 
platform for toilet associations, academia, government, UN agencies and stakeholders. The goal is to 
learn from one another and leverage media and corporate support that in turn influence 
governments to promote sound sanitation and public health policies. The acronym “WTO” was 
initially intended as a pun to more effectively market a message that has been a longstanding taboo.  

Since its inception, the WTO has organized ten World Toilet Summits and two World Toilet Expos and 
Forums in Bangkok, Beijing, Belfast, Hainan, Macau, Moscow, New Delhi, Philadelphia, Seoul, 
Shanghai, Singapore and Taipei. Using media has been a key part of the strategy to address the 
enormous scale of the problem since the inception of the organization. The WTO declared its 
founding day—November 19, 2001—as “World Toilet Day,” a day that is now celebrated annually 
around the world to promote sanitation and was made an official UN day.70 The WTO has been asked 
to make its expertise available in Asia and more recently Africa, in Mozambique and South Africa, to 
help countries transition to affordable comprehensive sanitation solutions that reduce healthcare 
costs, improve productivity, and boost educational attainment especially among girls.71 

In 2014, the core WTO operation at the center of the network had 12 full-time employees and a fully 
grant-funded budget of approximately USD 850,000. The WTO has received numerous recognitions 
and Jack Sim has been named a Time Magazine Hero of the Environment, a Clinton Global Initiative 
Fellow, a Social Entrepreneur of the Year by the Schwab Foundation, and an Ashoka Global Fellow.72  
The short-film, “Meet Mr. Toilet,” featuring Jack Sim has been screened at both the Cannes and 
Sundance film festivals, and the WTO message has been estimated to have reached a cumulative 3.3 
billion persons globally.   

Driving attention is a necessary step for solving the problem, but given massive unmet demand, so 
too are promising business models that can deliver solutions at scale; determining the role of hybrid 
financing strategies in scaling up the WTO and sanitation solution provision more generally is also of 
great consequence. Where SFW had first attempted to develop a revenue-generating online platform 
for football fans and is now working actively on template solutions for football industry 
transformation with major players, the WTO is focusing on a specific “killer app” product and delivery 
solution. With the support of Index Award, the Rockefeller Foundation and the Singapore Economic 
Development Board, the WTO has created the SaniShop franchise model, which is intended to enable 
the poor to produce and sell small affordable sanitation systems at a cost that ranges between USD 
50 and USD 80 per family.73 Clients can also become franchisees or SaniShop entrepreneurs as 
commission-based sales agents with a flexible payment mechanism, and they are supported with 
simple yet effective marketing tools.  

The model was designed to be scalable, and was planned to be profitable and sustainable and to 
create jobs while delivering public health and dignity by selling quality affordable toilets. The role of 
hybrid financing in this situation is conceptually straightforward. Baseline funding for the WTO, a 
nonprofit, has to be grant-based, but the WTO is really a convener and enabler of other activities that 
could be funded in a variety of ways. The hope is that market mechanisms will ultimately show 
success. Thus far, the humanitarian aid community focuses to a great extent on water. There is a 
funding gap in sanitation, and the prevailing donor model cannot be expected to mobilize enough 
resources. The product solution is an affordable toilet, delivered via a franchisee model. This SaniShop 
market-based solution requires technical assistance grants, but is expected to ultimately become self-
sustaining. An additional expectation is that SaniShop profits will eventually cover WTO expenses, 
which are now funded by grants, so as to ensure WTO’s long-term viability through earned fees (see 
Figure 5). When interviewed in 2011 for the first edition of this report, Jack Sim estimated this phase 
of development to take another 5-8 years to reach sufficient economies of scale for self-sustainability.  
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Funding rollout of the model is one key challenge, another is execution in the field. Between 2010 and 
2012, SaniShop sold 10,830 toilets in Cambodia under CLSA Chairman Trust sponsorship. Unlike in the 
case of SFW’s inclusion programs in the field, the poor have sufficient purchasing power to cover the 
cost of affordable toilets, assuming this population is convinced that the product makes sense and the 
capital expenditure can be spaced out via microfinance. In Cambodia alone, 600 sales agents were 
trained and over 8,000 households were given access to proper sanitation through the SaniShop 
Program. However, even with a relatively high number of sales and market reach, the SaniShop 
Cambodia franchise model was ultimately deemed ineffective, as weak controls over SaniShop 
entrepreneurs negatively influenced profit margins and record keeping practices. In 2013, after 
revaluating the SaniShop Cambodia model, the WTO prioritized “making it work” and innovated their 
operations within a more localized context. Focus was shifted from seven Cambodian provinces 
towards only the province of Kampong Chhnang, as the WTO’s office and factory were moved into 
the region. This has reduced factory overhead costs to USD 900 per month, in comparison to nearly 
USD 3,850 in WTO regional program expenses. Production has been outsourced to former WTO 
network masons in the province, who then deliver the product to customers. Within the region, the 
WTO also uses a microfinance institution (i.e., the VisionFund) to provide flexible group loans for 
clients to purchase SaniShop toilets, with a preferred payment term of 12 months. SaniShop 
Cambodia sales average between 100 and 200 toilets and sheds per month, and over 600 toilets and 
sheds have already been sold in Q1 2014. Total gross profits in Cambodia are expected to increase 
from nearly USD 18,000 per year in 2014, to roughly USD 63,000 by 2016.   

In 2011, SaniShop also started sales in India—a country where 600 million people lack toilets—under 
various sponsorships. There is still ground to cover though to deliver on the WTO’s vision of 10 million 
toilets sold around the world by 2016, and 50 million toilets sold by 2020, including 3 million in India. 
Targeting India’s massive unmet demand for access to a toilet has already begun to show promise. 
The WTO’s goal in India is to scale to 3 million toilets in 10 years. To achieve this objective, SaniShop 
India has adapted the connections between MFI’s, field partners, mason networks, implementation 
consultants and suppliers of toilet components to suit local conditions. For example, local NGOs help 
the WTO train masons to construct toilet components and they partner with MFIs to provide loans. 
Within the country-specific value chain, SaniShop earns USD 6.5 per toilet, entrepreneurs pay masons 
and earn on average 130 per month, and clients choose the masons. SaniShop India plans to help 
local participants in the program earn over USD 9 million by appointing 5,800 SaniShop franchisee 
entrepreneurs and over 20,000 masons.  

With the lessons from Cambodia under its belt, WTO’s India operation can be considered a blueprint 
for scaling the WTO’s market-based model further. SaniShop entrepreneurs in the field are part of an 
overarching business model that comprises the following elements:74 

 

 Aspirational marketing to target populations that emphasizes benefits such as healthy 
children being able to attend school, happy wives appreciating newly found privacy, or pride 
and status associated with owning a toilet. Marketing is key, but it is a cost item that can only 
be expected to be funded out of sales once a country operation is at scale; 

 An integrated supply chain that conducts bulk purchases with Indian national brands to 
obtain discounts, and has entrepreneurs sell the toilets but lets the buyer choose the mason. 
The supply chain approach enables competitive pricing of the SaniShop solution and permits 
economies of scale due to higher bulk discounts with rising scale; 

 Creation of an enabling environment by leveraging village chiefs and self-help groups, running 
a commissions-scheme to incentivize toilet sales, and providing field support. Local 
acceptance of the product is key to driving sales; managing handholding and aftersales 
requires more manpower associated with rising scale; and  

 Running an incentive-based value chain with SaniShop entrepreneurs as franchisees, 
including a SaniShop commission on toilets sold and toilet component markups and interest 
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rate spreads on microfinance. Incentives are core to the business model. Making the local 
salesperson the entrepreneur rather than an employee is key to maximizing accountability 
with clients and minimizing issues such as cash and equipment theft. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5: The SaniShop Partner Ecosystem  

(Source: WTO) 

 

What then is the role of hybrid financing to take the SaniShop model to scale? Clearly, closing the 
enormous latent demand gap will require scaling up, cooperation and orchestration. Similar to SFW, 
running an impactful core activity lends the WTO the credibility needed to play a catalytic role in 
sector transformation. However, we cannot reasonably expect all growth to be internal. If we 
extrapolate from current sales figures and assume that the WTO’s current operation enables annual 
sales of 10,000 toilets in Cambodia and India combined for 2014, the organization’s footprint would 
have to grow 20,000-fold to meet estimated global market demand of one billion toilets (assuming a 
toilet lifespan of 5 years). Given the specificities of demand and supply at the grassroots level, the 
likeliest success strategy is to replicate the WTO model, triggering entry of other solutions providers 
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eventually, which the WTO welcomes with its open source mentality. This is good news for aspiring 
social entrepreneurs who are now building their businesses.  

After a decade of operations, the WTO still sees itself in a seed or startup phase, looking for grants. 
This highlights the enormity of challenges that social entrepreneurs face in sanitation. As its founder 
points out: 

 

“As a result of its tireless commitment to sanitation advocacy, the WTO has successfully built 
a credible brand in the sanitation space. This progress is making it easier for us to tap into our 
existing distribution networks that serve individuals at the base of the economic pyramid. 
However, we are finding it extremely challenging to go to scale on our own, given the 
limitations we face in terms of financial sustainability and human capital. We are firm 
believers in the ‘open source’ philosophy. Thus we encourage stakeholders, partners and 
entities with access to wider distribution networks to implement and start SaniShop 
franchises in order to provide sanitation solutions to the communities they serve. By bundling 
sanitation products with other supplies and services, we hope to not only build profitability at 
the franchisee level but to also generate social impact on a larger scale.”75 

 

This stance seems surprising with respect to the field of commercial business. Yet with public good 
social entrepreneurship, it is nonetheless standard. As Sim pointed out in 2011, “We’ve been 11 years 
in existence without any borrowing or equity injections. The WTO is a non-profit organization. We are 
registered as a company limited by guarantee, which allows us to do business as well as be a charity. 
[…] We see the SaniShop model as rapidly scalable.”76 What has been achieved with a very limited 
resource allocation is remarkable, and the organization’s reputation is the best guarantor of 
mobilizing funding to ensure its long-term viability. So far, cumulative grants to the WTO have 
amounted to over USD 2.2 million since inception; the WTO has never taken on debt, equity, and 
mezzanine capital. In 2014, the WTO sought outside capital to scale operations in India, based on the 
success of the Indian operation.  

Regarding hybrid funding strategies, Sim points out that the WTO has never strategically mixed 
elements of grants, debt and equity to attain organizational funding and development objectives. 
According to Sim, “Never before. We’d need very good hand-holding to do that.”77 Notwithstanding, 
hybrid funding will at some point become necessary to build a large-scale market for sanitation 
products and services. To help achieve this, the WTO has become a member of the World Sanitation 
Financing Facility (WSFF). The WSFF is a convener and agenda-setter that focuses on the finance 
dimension of sanitation, bringing together key actors to realize the opportunities of the sanitation 
market, develop infrastructure and provide access to finance for entrepreneurs and customers in 
need.78 To render insights actionable and fundable, WSFF has defined three work streams:  

 

 First, it provides a platform for participants to brainstorm and pool expertise to generate 
practical solutions for financing sanitation at scale; 

 Second, it identifies the sanitation market and various business lines and models for 
commercial investment. This work stream seeks to uncover and understand the best ideas 
across geographies and market segments so that financial products can be designed to 
support these businesses, both locally and at scale; and  

 Finally, the WSFF aims to assist in financial innovation and in the creation of a streamlined 
capital flow from public funders or banks and corporations to entrepreneurs and 2.5 billion 
potential customers.  
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As of March 2014, approximately 20 organizations were represented, each committed to the WSFF’s 
objectives. All recognized that new thinking was required to achieve universal sanitation coverage. 
The WSFF estimates that the total sanitation market will grow to over USD 80 billion over 10 years, 
unlocking an additional USD 556 billion of positive externalities such as additional earned income due 
to fewer days of sanitation-related illness.79 These are big figures. Social entrepreneurs active in the 
sanitation space are well advised to take note that once a sufficient number of “killer app” solutions 
have been developed and their rollout mastered, an intelligent combination of grant, debt and equity 
funding will be essential to deliver on the potential, as well as a sufficient number of talents actually 
taking on the job. While grant funding is crucial for the first phase of solution development and the 
initial rollout, sooner or later more scalable forms of risk capital are bound to come on stream.  
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8. Funding the Development of SME Activity: Healthy City Group 

 

The advent of industrialization in England 250 years ago led to urbanization, population growth and 
the proliferation of the artifacts of manufacturing. This made waste buildup a major problem for the 
first time in human history. As the modern industrial economy turned the seemingly never-ending 
supply of resources into products, landfills, incineration and recycling became common methods for 
disposing of waste. After all, waste needed to be managed. The world has since grown to 7.2 billion 
inhabitants, with much of it having become industrialized. Production in a variety of industries is now 
gradually shifting to a circular model in response to growing resource constraints: from cradle to 
cradle instead of cradle to grave. This means that waste has a value and is systematically used to close 
the gaps in the resource loop. Recycling rates are already fairly high for some common materials in 
the major economies, whereas they are low for others. For example, in the European Union (EU) and 
China, 90 to 95 percent of aluminum used in the building and transport sectors is already being 
recycled; but recycling accounts for only 24 percent of plastic waste in the EU (compared to 22 
percent of plastics in China). By 2015, 15 percent of total manufactured fibers are expected to be 
recycled in China, and one quarter in the EU.80  

Waste is a problem everywhere, but the situation is often deeply disturbing in developing countries: a 
municipality can easily spend 20-50 percent of its budget on solid waste management. Even so, less 
than half the population is typically served, and only 40-70 percent of all the urban solid waste in 
developing countries is collected; open dumping and open burning of waste continue to be the norm 
rather than the exception.81 In addition to being a health hazard, waste has value and provides 
livelihoods to entire populations of informal waste pickers in developing countries, who frequently 
live on dumps. In Peru alone, there are 108,000 informal waste-picking families.82   

Just like football-for-development and market-based solutions for sanitation discussed earlier, solid 
waste management is an important arena for social progress where fresh ideas are needed to drive 
impact in scale. Grants and investment capital are needed to translate these ideas into action. The 
disposal of solid waste is an important public management and health challenge for global society. 
Inadequacy of public-sector solid waste disposal services results in accumulation of masses of garbage 
and other forms of refuse in urban areas. This poses serious public health threats. In a shared value 
chain with public and private good elements, social entrepreneurs can help to address the challenge 
by building inclusive market places for waste pickers and community-centric waste infrastructures. 
This section works through an example from the field of solid waste management, and offers a look 
into how social enterprise development can be funded in the case of private good social 
entrepreneurship: the SME components of their value chain offer significant equity and debt 
financing potential. This section examines the scaling and funding experience of Grupo Ciudad 
Saludable (“Healthy City Group”), a leading social enterprise based in Latin America. 

 

The previous examples looked at hybrid funding strategies for (a) football-for-development (i.e., 
streetfootballworld (SFW)), with a latent demand of 45 million youth around the world, and (b) 
sanitation (i.e., the World Toilet Organization (WTO)), with a latent demand for one billion toilets for 
the 2.5 billion people without access in 2014. We concluded in both cases that hybrid financing will 
ultimately play a role to mobilize the resources required to go to scale. However, also clear from the 
analysis is that key elements of the related value chains will have to continue to be funded by subsidy, 
either from private sources (philanthropy) or via public funding. Moreover, the leading umbrella 
organizations in these fields still have little experience with hybrid financing strategies. The case of 
the WTO suggests that hybrid funding makes sense whenever there are products that can be 
monetized. The logical hybrid funding approach consists of grants in the seed phase and debt and 
equity instruments in the venture and capital phase. Overall market-building, however, can be 
expected to continue to be a subsidy-based activity. 
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Let us now move across the social entrepreneurship continuum toward private good social 
entrepreneurship and explore the role of hybrid financing strategies in solid waste management by 
examining an advanced example that includes a combination of advocacy and product solutions. 
Masses of garbage and other forms of refuse accumulate in urban areas where public-sector solid 
waste disposal services are inadequate, posing serious public health threats. Only 30 percent of the 
solid waste in Latin America and 20 percent in the world are treated in a sustainable manner. Solid 
waste programs are frequently the largest budgeted municipal items in the developing world.83 Public 
and private initiatives to address the problem are typically slow-tracked by high entry barriers (i.e., 
preparing professionals in solid waste management, including technical knowledge and social 
awareness). Inadequate waste management systems in many developing countries give rise to full-
fledged informal industries of waste pickers. But policy makers typically marginalize them rather than 
acknowledge the existence of these informal sector waste pickers and integrating them in a 
comprehensive affordable waste management system for the country. This is not just a lost 
opportunity for the greater public good, it also has direct negative public health consequences, 
impacting adversely on the health of waste pickers as well as creating significant and adverse effects 
on the environment. 

Healthy City Group (HCG, or “Grupo Ciudad Saludable” in Spanish) is a leading social enterprise in 
Latin America.84 HCG seeks to move from inadequate waste management systems that marginalize 
waste pickers to integrated and inclusive solid waste management systems that recognize the 
important contributions of waste pickers to the value chain and the recycling of waste. To this effect, 
HCG works alongside the public and private sectors in Latin America and South Asia to implement an 
inclusive model of integrated solid waste management. It incorporates informal waste collectors into 
municipal waste management systems. This model significantly improves the livelihood of waste 
collectors and living conditions in their communities, and can be applied in principle in many contexts 
around the globe.  

Albina Ruiz, HCG’s founder, has been working on collecting and processing garbage since the 1980s. 
When she moved from the interior to Lima to study industrial engineering, she also started focusing 
on the health and environmental problems that were caused by garbage in Peru. After her thesis, she 
developed a community-managed system of waste collection for urban and rural communities. Over 
the course of 15 years, she promoted and refined her model while working as a consultant to cities, 
industrial firms and various international development projects, and set up the non-profit 
organization Healthy City Group in 2002 in Peru with the objective of implementing integrated solid 
waste management systems with the inclusion of informal waste pickers. The HCG is headquartered 
in Lima, Peru, employed over 25 full-time employees in 2012, and had an operating budget of USD 1.1 
million in 2013 and assets of USD 1.02 million, 82 percent of which came from both donations and 
revenue from fee-based projects. The major costs of the organization are human resources and 
expenses derived from projects, which together constitute 75 percent of total costs.  

The Healthy City Group has organized over 11,500 waste collectors since 2002, fostering employment 
and improving health and living conditions with the creation of 41 recyclers’ associations. HCG’s 
projects cover over 200 municipalities across Peru, impacting 9 million residents in the process. 
Moreover, HCG has implemented a Master’s program in Peru to educate professionals who can apply 
the community-based waste collection model. More than 5.6 million people in Peru are benefiting 
from a new waste management and collection model driven by the HCG approach. In addition to 
HCG’s direct work with waste pickers and education, whereby more than 6,025 teachers have been 
trained, the organization also engages in policy advocacy and agenda setting, seeking to replicate the 
model to other countries. In 2011, Albina Ruiz worked with over 100 professionals on a national solid 
waste management plan for Peru, while also replicating the HCG waste management model in Bolivia, 
Brazil, Chile, Ecuador and India, and in the Dominican Republic most recently.  

The HCG operates a mixed business model in order to implement an inclusive model of integrated 
solid waste management that incorporates informal waste collectors into municipal waste 
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management systems in Latin America and South Asia. The organization fosters local enterprises that 
are run by waste pickers that collect and process garbage. The business model consists of charging 
affordable fees, reducing waste volume in municipal landfills and generating greater income by 
separating recyclables; spinning off additional microenterprises to produce compost and other 
marketable by-products. The HCG business model is itself hybrid, with elements of public good and 
private good social entrepreneurship, and it focuses on three key areas, including: (a) organizing and 
formalizing recyclers and promoting their inclusion in municipal waste plans, (b) influencing public 
policy, and (c) engaging public and private entities in waste management to obtain scalability of the 
model. The HCG input-output-outcome model is summarized in Figure 6. 

 

 

 
 

Figure 6: The HCG Input-Output-Outcome Model  

(Source: HCG) 

 

To achieve its mission of pervasive, inclusive and world class solid waste management, HCG 
comprised the following three organizations in 2014:  

 

 Healthy City, a non-profit organization that organizes waste collectors;  

 Peru Waste Innovation (PWI), a for-profit social business that provides consulting services in 
solid waste management with a multi-stakeholder perspective, and promotes technological 
and expert know-how to governments and companies alike; and  

 Healthy City International (HCI), a foundation that is in charge of replicating Ciudad 
Saludable’s model around the world.  

 

Operating a hybrid model that combines both the non-profit and the for-profit approach has proved 
to be successful in enabling growth. Since 2010, Healthy City Group has focused on strategic 
development through two main channels: (a) diversification of sources of income generation by 
working with a variety of partners, and (b) replicating the widely-acclaimed model internationally.  
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The Peruvian for-profit entity PWI makes an impact on 8,000 Peruvian waste pickers every year (a 
total of 32,000 from 2010 to 2014). Via 36 consulting contracts, PWI has been able to make its know-
how available to 21 communities, reaching approximately 20,000 people on average per community. 
Yet similar to the previous examples, the key challenge is determining how hybrid-funding strategies 
could help HCG to scale its work. Over the past few years, HCG’s growth strategy has centered on 
consolidating the model and expanding it to other countries and regions, working also on income 
sources, partner diversification, and strengthening operations. 

Growth and consolidation during the first 10 years of Healthy City Group’s existence were exclusively 
a function of philanthropic funding. The donors that supported the organization were mostly 
foundations such as the Peru Opportunity Fund and the Avina Foundation. Diversification of funding 
was important for Healthy City’s development. Maintaining current relationships, HCG started to look 
for new funders from the corporate world that could not only provide cash, but also strategic know-
how. International recognitions from  Ashoka, the Schwab Foundation and the Skoll Foundation—in 
the industry often informally referred to as the “grand slam” of social entrepreneurship—helped 
drive visibility and access to funders and partners. HCG landed a partnership with Coca-Cola in 2012. 
Siemens and PepsiCo and other well-known Peruvian companies also became corporate funders. A 
relationship with LGT Venture Philanthropy opened up some equity investment, as well as access to 
the firm’s iCATS fellowship program where professionals are dispatched to a social enterprise such as 
HCG on a pro bono basis to help improve different aspects of its operations. Over the past four years, 
HCG received such advice from 9 experts in various areas such as marketing, finance or strategy, 
which helped to strengthen HCG’s operations and business development.  

Next to the successful creation of PWI, HCG also managed to replicate its model internationally. Since 
2010, HCG has successfully transferred its model abroad to two non-profits, one in Bangalore, India 
(in 2011), and the other in the Dominican Republic (in 2013). Though fraught with cultural and 
strategic challenges in the early stages of implementation, both have ultimately adopted HCG’s model 
successfully, reaching a much greater scale than before. For example, in the case of Waste Wise Trust 
in Bangalore, once the organization gave up its resistance against working with local government—a 
feature integral to the HCG model—the organization went from servicing a few apartment buildings 
and small businesses to having four complete recycling centers and working with various important 
companies and municipalities. In the case of ECORED in the Dominican Republic, getting the 
replication off the ground proved to be smoother, as the non-profit already had all relevant 
stakeholders from the private and public sectors organized in other domains of its work, and simply 
lacked expertise to start to become active in solid waste management. Replicating the HCG model 
proved to be the solution. More recently, Healthy City Group (through PWI) is even rolling out its 
expertise in the sector of Solid Waste Management Integrated Systems regionally for the first time. 
Throughout 2013 and 2014, PWI has been working on a comparative study together with the Inter-
American Development Bank and the Regional Recycling Initiative. The study, funded by both the 
private sector and the Inter-American Development Bank, is scheduled to analyze the current status 
of informal waste pickers in five Latin-American countries: Brazil, Colombia, Bolivia, Chile and 
Ecuador. The hope is that this study will help to determine the current situation of informal waste 
pickers and the ways in which challenges can be addressed. The findings, to be presented at a 
conference in Peru in late 2014, are expected to provide insights into a subject that has not been 
adequately addressed, helping to further consolidate HCG’s positioning as a leader in the sector.  

In 2010, the core of HCG’s funding was grants, which comprised 77 percent of HCG’s operating 
budget (USD 1 million in 2008; USD 1.6 million in 2009; USD 1.1 million in 2010; and USD 1.0 million in 
2012). By 2014, the operating budget had expanded to USD 1.8 million. 

From a growth funding perspective, HCG shows that equity investments can work, such as in this case 
of the for-profit Peru Waste Innovation company (See Key Concept 4, equity capital). PWI is a leading 
solid waste management consulting company in Peru, and has managed to attract USD 600,000 in 
equity from Liechtenstein-based LGT Venture Philanthropy as risk capital to fund its entry into the 
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waste consulting business.85 Now, after 4 years of operating, the structure has undergone a change 
with the exit of LGT and with Healthy City buying back LGT’s parts in May 2014. Moreover, as 
mentioned earlier, HCG’s income source diversification strategy has led it to seek sources outside the 
foundation world, which can provide know-how as well as monetary funds to help advance strategic 
business development. While PWI turned only a small operating profit in 2010, by fiscal year 2014 it 
had posted a very respectable profit.  

 

Key Concept 4: Equity Capital 

Shareholder equity, also referred to as risk capital, is the residual claim or interest of the most junior 
class of investors in assets, after payment of all liabilities. This means that if valuations on assets 
exceed liabilities, equity is positive. Equity capital is an attractive external financing option for social 
enterprises structured as for-profit entities (thus able to accommodate shareholders) to fund 
activities that are necessary to scale the venture, but have an uncertain payoff or income generation 
schedule. Unlike in the case of debt, equity does not have to be repaid. Shareholders bear the full risk 
of the operation, in exchange for certain control rights. In the event of bankruptcy of the social 
enterprise, all secured creditors are first paid against proceeds from assets. Subsequently, creditors 
ranked in priority sequence can exercise the next claim on the residual proceeds. Shareholder equity 
is then the residual claim against assets, which is paid only after the demands of all other creditors 
have been satisfied. Access to such risk capital is essential to scale most social enterprises. In 
exchange for a certain share of the company, the investor receives a share of the future profits 
generated by the social enterprise, rather than regular annual payments. Given the inherent riskiness 
of equity, investors also receive certain control and voting rights. The rights depend upon the share 
held in the social enterprise and the legal framework in the country where it is registered. This means 
that social entrepreneurs need to carefully consider whether the “DNA” of an equity investor is 
compatible with the values and philosophy of the social enterprise. 

 

Given its business model and ability to earn income, a hybrid financing strategy is a key enabler for 
HCG to achieve greater scale and impact. “Our experience with impact investing has been intense and 
very valuable. It has been a  constant learning process that has shaped many core activities of Grupo 
Ciudad Saludable. As a result, our organization has grown and continues to expand its services to 
other places in Latin America and around the world,” said Ruiz.86 But grants are bound to remain part 
of the mix for the foreseeable future. HCG needs to influence public policy in the countries that it 
operates in order to create a legitimate marketplace for informal sector waste pickers. It is hard to 
see how advocacy for this model of social and economic inclusion could be resourced in ways other 
than through grants. On the other hand, some aspects of the HCG value chain are commonplace in 
any small and medium enterprise and can be profitable, such as operating waste recycling itself. 
Based on the organization’s know how, influence and reputation, the role of venture capital is an 
obvious option for funding new business segments. In fact, with the help of pro bono partners 
McKinsey & Company and Siemens In-house Consulting, HCG has already developed funding 
scenarios, anticipating the strategic interplay of debt and equity via venture capital, a strategic 
investor, as well as letters of credit and loans (see Table 4).87  
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Table 4: Building Blocks of HCG Hybrid Financing Strategy 

 

The prospects for innovative social entrepreneurial solutions in solid waste management are 
encouraging. Given the general shift toward a more circular economy that is now occurring, HCG 
seems well positioned to help drive progress in solid waste management in developing countries.  

Leading companies around the world are increasingly testing four materials categories as promising 
candidates for proving the viability of circular resource flows:  
 

 ‘Golden Oldies’ or well-established, high-volume recyclates such as paper and cardboard that 
still suffer from quality loss;  

 ‘High Potentials’, defined as materials used in high volumes that currently lack systematic 
reuse solutions such as polymers;  

 ‘Rough Diamonds’, consisting of large-volume by-products of many manufacturing processes, 
such as carbon dioxide and food waste; and  

 ‘Future Blockbusters’, defined as innovative materials with breakthrough potential in terms of 
improving materials productivity such as 3D printing or pre-designed, fully restorative usage 
cycles of inputs such as bio-based materials that are returned to the biosphere.88 

 

While this may sound futuristic in the context of developing countries where municipalities often 
suffer from out-of-service collection and transport equipment that is in need of repair or 
maintenance, the time to bring social enterprise innovations in solid waste management to the base 
of the pyramid has never been better, especially when a profitable core operation provides the 
credibility to distill its learnings into advocacy and ecosystem-building efforts funded by grants.89  
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9. Hybrid Funding for SME Expansion: The Case of Husk Power Systems 

 

Social entrepreneurs often need grants to fund capital expenditures, not to mention operational 
expenditures in the case of public good social entrepreneurs. The prospect of funding business 
expansion when a product is inherently profitable is a different matter. An estimated 1.2 billion 
people around the world have no access to electricity and 85 percent of them live in rural areas. USD 
36 billion would need to be invested every year on average until 2030 for everyone to have access to 
reliable electricity. People at the base of the pyramid currently spend USD 433 billion on energy each 
year to meet their cooking, lighting, communications and income generation needs. A diversity of 
potential energy sources—which include, but are not limited to solar photovoltaic, biomass, 
hydrocarbon and geothermal—guarantee that each new year will bring notable developments with 
progress continuing to be made yearly in decreasing the energy gap between nations.90 Because the 
transition to a low-carbon economy is interlinked with nearly all industries, either directly or 
indirectly, the clean energy market can be considered the “mother of all markets” for our sustainable 
future.91 This budding transition has not been smooth, what with the first decade of the 21st Century 
being responsible for global fossil fuel consumption growth of 2.65 percent, while renewable energy 
consumption only increased by 2 percent.92 Two major challenges to realizing a sustainable energy 
future include developing the requisite energy infrastructures and training a new labor force for the 
industry.93 Luckily, there are many ways for investors to target companies that are looking to tackle 
these challenges. 

The following section examines the case of Husk Power Systems (HPS), which is a growing Indian SME 
that produces, installs, instructs personnel, and operates 25-100 kVA biomass and solar photovoltaic 
plants in rural India and the potential of scaling the venture via hybrid financing strategies.  

 

A key consideration for social entrepreneurs who seek to start or scale a venture and want to design 
the best-suited funding strategy is the importance of understanding the fundamental parameters and 
drivers of capital allocation to their venture, such as the type of underlying business model.    

The previous sections looked at three examples of social entrepreneurs working on global challenges 
in the fields of football-for-development, sanitation, and solid waste management, and their use of 
and potential for hybrid financing strategies to build out their impact businesses. Generalizing across 
the cases of SFW, WTO and HCG, an interesting point to note is that even very well-known social 
enterprises, which have achieved widespread endorsement in leading networks identifying and 
boosting social entrepreneurs such as the Ashoka, Schwab and Skoll networks, and face large-scale 
social challenges are not necessarily large. All are operating on USD 500,000 to USD 10 million annual 
budgets, and the three cases examined are all mainly grant funded. But they are each experimenting 
with hybrid financial models in order to reach a scale where they can be expected to make a 
significant impact on the issues they are tackling. 

Let us now look at a fourth example of a social enterprise, this time operating at the extreme end of 
the public good/private good social entrepreneurship continuum. Husk Power Systems (HPS) operates 
like a SME and is active in the field of access to affordable energy. This is a key theater of social 
entrepreneurship. The transition to a low-carbon economy will impact all industries either directly or 
indirectly. Investments in energy savings, energy efficiency and clean energy can be financially 
attractive and make an important contribution to CO2 emissions reduction objectives. It is estimated 
that 1.2 billion people have no access to electricity while the global rural electrification rate is only 68 
percent.94 The International Energy Agency estimates that USD 36 billion needs to be invested on 
average every year until 2030, for everyone to have access to reliable electricity.95 Considering that 
1.2 billion people still do not have access to electricity at all, and almost 3.9 billion people have no 
regular access to an electricity grid, there is also considerable scope for renewable energies to target 
both climate change and economic empowerment.96  
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Access to energy provides a direct benefit in terms of poverty reduction and improved health. For 
example, the UN Millennium Project estimates that the impact of providing electricity to a rural 
Philippine household is USD 81-150 per month because of “improved returns on education and wage 
income.”97 Access to modern, clean and safe energy is equivalent to entering a new life for the 
poorest four billion people on the planet. In 2014, energy at the BoP meant mostly batteries, 
kerosene or paraffin lamps, or cooking with firewood or waste. Urban households may have a link to 
the grid, but it is notoriously unreliable, dangerous and informal. Women and girls in particular spend 
hours collecting firewood or inhaling smoke over dirty stoves. A staggering 5 million people die every 
year due to illness that is attributable to the toxic effects of indoor air pollution from cooking fires.98  

Lack of energy may be an inconvenience in the developed world, however, it is a barrier to 
development of the most basic kind for low-income populations.99 Interestingly, there is a market 
opportunity: the poor are paying for energy, despite being poorly served or even put at risk. People at 
the base of the pyramid spend USD 433 billion on energy each year to meet their cooking, lighting, 
communications and income generation needs.100 As per the recent “Power to the People” report, 
the decentralized rural electrification market in India alone is worth USD 2.1 billion per year, while 
another report estimates that USD 4.86 billion per year is needed to meet the same goal.101 A 2008 
survey by the International Energy Agency indicated that the electrification rate in India stood at 65 
percent for the country as a whole. A more recent estimate conducted in 2014 put the number of 
people without access to power in India at nearly 300 million persons.102 The condition was worse for 
rural areas, with only a 50 percent electrification rate. Furthermore, a KPMG 2010 India Power report 
indicated that power consumption will double across India by 2020.103 Between April 2013 and April 
2014, the installed capacity for all of India grew by 10.78 percent, indicating the country may match 
or exceed the 2010 estimate.104 This suggests that the demand for power for rural needs will grow by 
over 10 percent annually. This figure is likely to be underestimated: the power usage divide between 
rural and urban areas is wide, and 18,000 off-grid villages do not have access to power at all and are 
considered to be unprofitable to serve. Estimates of the cost of electrifying India’s rural poor have 
varied from approximately USD 2.1 billion to USD 4.6 billion per year since 2009, potentially requiring 
a six-fold increase in spending by 2020.105   

All told, this means that providing adequate energy solutions makes a big difference, hence the focus 
of HPS.106,107 Founded in 2007 by Ratnesh Kumar, Gyanesh Pandey, Charles Ransler and Manoj Sinha, 
and employing 350 full-time equivalents in 2011 (revenue was USD 500,000 in 2010, USD 100,000 in 
2009, and USD 7,450 in 2008), HPS is budget-wise within the range of the case study peer group 
considered in this paper. But the growth prospects and corresponding use of hybrid financing models 
are different. HPS provides off-grid power to rural Indian villages of approximately 500 households or 
around 200 shops and other small businesses through a standardized solution. The firm produces, 
installs, and operates 25-100 kVA plants with its own mini-grid, at no fee to the villages it services. 
HPS then enters into contracts with farmers and local rice mills to procure rice husks and other 
biomass waste at fixed rates. The firm generates electricity using this feedstock and distributes power 
using a point-to-point system that connects each household and business directly to the HPS power 
station. Households pre-pay USD 2.50/month and commercial enterprises pay an additional 20 to 30 
cents more for customized packages of electricity. Additionally, HPS has devised a process to utilize 
the waste product of the gasification process (i.e., rice husk char). Approximately two tons of rice 
husk char at each plant are rolled into unscented incense sticks every month and sold to channel 
partners in the local market. It is important to note that in spite of the name “Husk Power Systems,” 
the company is actually technology-agnostic and also commercializes renewable energy from other 
sources, such as solar energy. HPS also expanded its sales model by partnering with electrical 
appliances and fast moving consumer goods (FMCG) manufacturers to channel their quality products 
directly to BoP customers in a cost effective manner, although this sales model had been dropped by 
2014. HPS sees a large opportunity to provide locally-based (decentralized), low-cost “mini-power 
plants” to electrify Indian villages. In 2011-2013, HPS planned to primarily target its “mini-power 
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plant” technology to villages in India’s “Rice Belt”, which consists of more than 25,000 rural villages 
without power.108 Only 15 percent of households in the entire region are estimated to have 
electricity.109 Though electricity consumption in India is increasing by over ten percent a year, the low 
electricity penetration rate in rural areas indicates that HPS’s growth is limited for now by its own 
scaling rate, which is a function of operational constraints such as trained personnel or the absence of 
mobile banking; this as opposed to being constrained by electricity demand. However, HPS had 
shifted its “Rice Belt” focus by 2014 to accommodate additional markets in East Africa and Nepal 
through a franchise sales model, and to control for operating risks stemming from having all its 
operations in a single country.   

The company’s total landed cost of installation (e.g., including wiring, poles, training and 
construction) is around USD 1,500 per kW. HPS has been operating for seven years, maintains power 
plant reliability of over 93 percent and has successfully implemented 90 power plants that power over 
360 villages or hamlets, impacting the lives of roughly 200,000 people.110 In 2011, HPS scaled at a rate 
of 1 power plant per week, with plans to accelerate to 2 plants per week in 2015. In the future, HPS 
expects to generate positive cash flow from operations that will further boost its expansion plans. 
While original scaling plans were aggressive, HPS had a total of 85 biomass plants in operation by 
2014, with a total of 18 franchises operating in India and East Africa. While HPS currently has the 
capacity to scale 5 to 7 plants per month using franchise business model, they average 2 to 3, due to 
financial conditions in India that limit lending and thus the ability of franchisees to mobilize the capital 
needed to initiate the creation of franchises. See Figure 7 for a schematic view of the business model. 

 

 
 

Figure 7: The HPS Business Model  

(Source: HPS) 

 

HPS generated revenue from four sources in 2011, including (a) selling power to households, farmers, 
and commercial enterprises within villages; (b) productizing by-product, rice husk char, into “incense 
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sticks” and selling to channel partners; (c) selling Certified Emission Reductions (CER); and (d) 
channeling electrical appliances and FMCG products from corporate partners to rural customers. At 
the time of publishing the previous edition of this report in 2011, CERs were being validated (for 215 
CERs per plant) and a Letter of Intent was signed with a European buyer for a blended price of EUR 5 
per CER. Each power plant becomes operationally profitable within 120-150 days of its installation 
and breaks even in 5 years (without subsidies), with an estimated life of 12 years. Previous HPS 
expansion plans identified and targeted 25,000 villages in India itself as feasible implementation sites. 
Typically, one plant serves four adjoining villages and HPS planned to expand to serve up to 
20,000,000 persons, in 10-15 countries, within a timeframe of 10 years.111  

However, HPS drastically revaluated its business model and expansion plans in early 2012, beginning 
by posing the question: “what countries have similar market structures to India but without India’s 
constraining lending and regulatory conditions?”112 After an extensive planning process that analyzed 
government regulation, access to capital, rural electrification rates and public opinion, HPS selected 
the East African countries of Uganda and Tanzania as ideal markets for entry. In addition, HPS 
adopted a franchisee model for power plants—an approach that is reminiscent in manner of the 
World Toilet Organization. HPS also added solar energy into its end-to-end renewable energy solution 
in 2013, as the company’s expertise was superior in managing many micro-grids, which can derive 
their power from multiple sources. For Husk, the significant decrease in the solar photovoltaic cost 
curve over the past few years has been a boon for business. In comparison to biomass, solar energy 
has lower operational complexity and limited supply chain issues, although capital expenditures can 
be higher, due to the required provision of batteries in solar systems. Resultantly, solar systems often 
necessitate bank finance, as entrepreneurs cannot afford relatively higher CapEx of solar plants (with 
eight hours of battery backup). In 2014, company income was comprised of the franchise model 
system at 50 percent, direct electricity sales at 40 percent, and 10 percent from selling rice char 
products.  

How did HPS become a fast-growing SME, how was its growth funded and what stumbling blocks had 
to be surmounted during the company’s development? According to Ratnesh Kumar, one of the 
founders, getting to today’s model was an iterative process, requiring initial “de facto grant funding” 
(i.e., angel funding that was basically lost experimenting to find the right business model): 

 

“I returned to Bihar to take care of family and business in 2003. While traveling through 
different parts of state, I noticed that there was an acute shortage/lack of electricity. Life 
ceases to exist after sunset, and everything would come to a standstill. About 80 percent of 
the state population was dependent upon kerosene or DG sets, which are costly, polluting, 
dangerous and unhealthy. My overwhelming thought at the time was that I should do 
something in the energy sector that would improve the situation. We initially tried to harvest 
Jatropha for bio diesel but we couldn’t find wasteland in Bihar and our 20,000 saplings that 
we had grown were wasted. We later tried other options like wind and solar before finally 
settling on biomass gasification in 2007. We already had a lot of failed projects and the money 
was coming from our pocket, so we were very cautious and tried to do everything as low-cost 
as possible. The first plant went live on the 15th of August in 2007 (India’s Independence Day) 
in a village named Tamkuha, which means ‘Fog of Darkness’.”113 

 

After angel funding from family and friends, HPS developed a low cost “killer application” in 
renewable energy solutions, and now operates under a sophisticated hybrid-financing model. HPS 
formed a strategic partnership with the Shell Foundation in 2008 and received grant funding of USD 
2.2 million, which has been primarily utilized for R&D activities, recruitment of 7 senior managers and 
formation of Husk Power University for training of operators and mechanics. Because the rural 
regions where Husk operates often lack the operators, technicians, management and entrepreneurial 
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skills necessary to adopt the franchise model, Husk University has been instrumental in building 
human capital to help scale operations. Husk Power Systems has also received a total of USD 750,000 
of subsidies from India’s Ministry of New and Renewable Energy. This grant-funded R&D and business 
building work provided the basis for other forms of funding, including mezzanine capital (see Key 
Concept 5). In January 2010, HPS raised a convertible note of USD 1.65 million from a pool of 
investors that included Acumen Fund, Bamboo Finance (Oasis Capital), Cisco, Draper Fisher Jurvetson, 
LGT Venture Philanthropy, and the International Finance Corporation (IFC). HPS also entered into a 
long-term loan agreement with OPIC for USD 750,000.  

HPS began a series of internal operational changes in 2013, shifting top and upper management 
personnel. Manoj Sinha moved to India to run the company full-time, while the former company CEO 
stepped down. A new COO and Country Director for India was onboarded, and new top marketing, 
sales and finance staff recruited. In addition, a new chairman of the board with significant experience 
in Silicon Valley was added. Amid the company restructuring, Mr. Sinha noted that no company could 
become successful without having an “A Team.”114 

HPS closed a USD 3.5 million Series A deal in October 2012, capital the firm is still running off of 
today. While HPS originally sought a USD 15 million Series B equity deal, this plan was later 
abandoned; co-founder Manoj Sinha notes that the company does not need a large Series B round for 
the next growth phase. Instead, by focusing on the successful franchise model, building solar 
photovoltaic systems, expanding the company footprint in East Africa and raising a modest round of 
growth capital to execute HPS strategies, Husk Power Systems looks toward the future with an 
optimistic eye. In May 2014, after the election of Prime Minister Narendra Modi, the Indian 
government announced an expansive recommitment to rural electrification and the provision of clean 
energy.115 The goal of the plan is to electrify the county by 2019 through solar power generation, 
providing every home enough power for one light bulb, for the 400 million people who lack electricity 
in India.  At present, it is unknown how India’s solar infrastructure will adapt and how SMEs like HPS 
will be influenced by the new plan. At the very least, India’s proposed reforms may radically 
transform its clean energy sector by targeting the country’s acute shortage of electricity. 

 

Key Concept 5: Mezzanine Capital (Convertible Debt) 

Mezzanine capital or convertible debt is a combination of debt and equity capital. It can be a useful 
alternative or complement to other funding sources, or if pure equity or debt capital cannot be 
accessed. Mezzanine instruments refer to either a subordinated debt or a preferred equity 
instrument that represents a claim on a social enterprise’s assets. This means that repayment is 
required and ownership goes undiluted. The interest payment can be linked to the profits of the 
company whereas the total amount is repaid after a certain time period. Mezzanine financing is 
senior only to common shares and can be structured as unsecured debt or preferred stock. Given its 
higher risk, mezzanine capital is typically a more expensive financing source. 

For its Series A share offering in 2011, HPS was seeking equity capital of USD 5 million and debt 
capital of USD 7 million to fund the execution of its ambitious expansion plans to meet the 2013 
target.116 Equity capital was intended to be used to recruit and train senior and mid-level managers, 
roll out a franchisee model and to support R&D activities geared towards streamlining operations. 
Debt capital was earmarked for purchasing equipment. Management originally envisioned a “Series 
B” equity round of USD 15-20 million and around USD 30 million in debt, to enable the firm to expand 
to 12,500 villages by 2016. Alternative plans included HPS pursing strategic buyers or financial 
sponsors (private equity), aiming for a liquidity event for its investors in 2015. In 2012, HPS closed a 
USD 3.5 million Series A deal. However, an additional round of equity investment had not 
materialized by early 2014, and the company leadership has shifted plans towards a more modest 
USD 5 million in Series B equity.   

  



Martin, M. “Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition” Impact Economy, 2014.  

© 2014 Impact Economy – ALL RIGHTS RESERVED  Page 39 of 56 
 

10. Conclusion: Building and Financing the Social Enterprises of the Future 

 

The development of the field of impact investments (or social finance, social investments, mission-
related investments depending on the reader’s preferred wording) is accelerating. A more 
performance-oriented and efficiency-minded approach to social change and social entrepreneurship 
is likely to become the norm rather than the exception in the coming years. Inspiring examples of 
transformational social entrepreneurs and social businesses can be expected to move from the 
creative frontier of the social sector to its core. This shift will also influence the for-profit and public 
sectors.  

Understanding the true potential of hybrid financing strategies to help build impact businesses plays 
an important role in accelerating this development, and building and financing the social enterprises 
of the future. The proposition is ultimately very simple: we cannot expect to build a better industry if 
we do not manage to fund the underlying ventures efficiently. Social entrepreneurs who are now 
creating or scaling their ventures are therefore well advised to assess how a hybrid of financial 
instruments can advance their funding and business development goals, and to determine the other 
discontinuities that are affecting the world of social enterprise. The cases examined here have shown 
that pent-up demand for effective solutions is massive. Overall market studies are important to 
uncover scale potential and set investor expectations. As pointed out throughout this report, it is 
important to apply the different financing instruments in the toolbox—grants, equity, debt and 
mezzanine—with great diligence and in ways that are fundamentally compatible with the underlying 
business model of the social entrepreneur in question.  

Given the small scale of many start-up, or even established, social enterprises today, we will also need 
to find new ways to harness the power of technology and the wisdom of the crowd to obtain greater 
transparency about enterprise performance and prospects, thus driving down the cost of professional 
due diligence. This concluding section highlights a few key points to help social entrepreneurs and 
investors to navigate the field of opportunity. 

 

As discussed in the case studies, social enterprises encounter multiple challenges in building the scale 
required to make a significant impact on the large-scale issues facing the world. Access to capital is 
often the binding constraint. Two primary sources of capital are conceivable in principle: commercial 
and philanthropic. However, commercial capital often avoids social enterprises, partly because of 
lower target returns and the greater difficulty of conceptualizing business models that generate both 
social and financial returns in the language of the capital markets. 

Based on the experiences covered earlier, we can conclude that successful social enterprises often 
use diachronic hybrid financing, either opportunistically or in a pre-planned, strategic fashion. Grants 
remain the best way to seed fund a social enterprise, but if the venture achieves initial success, grants 
tend to become insufficient in providing the capital required for the venture to scale at some point. 
Overdependence on grants can then effectively establish a glass ceiling for impact because social 
entrepreneurs need to focus most of their time on fundraising rather than on the development of 
their ventures. 

Whether synchronic hybrid financing makes sense or not depends on the specific problem the social 
entrepreneur is trying to solve, as well as the ability to distinguish and delimit the different elements 
of the organization’s value chain. The confidence of providers of risk capital is won more easily 
whenever some kind of “killer application” can be easily implemented in scale. Used intelligently, 
hybrid-funding models can also leverage scarce resources as, for example, first-loss tranches or 
guarantees that serve to bring additional commercial capital to the table. In the BoP and the 
industrialized world alike, the specific combinations differ depending on the type of social venture 
considered: public or private good social entrepreneurship. 
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For new social entrepreneurs in particular, the fundamentals of their businesses should lead them in 
terms of types of financing pursued. Public good social enterprises require grant and technical 
assistance funds, but typically little (to no) debt or equity for fueling core businesses. As the cases of 
SFW and the WTO illustrate, a successful public good social entrepreneur can develop “private good” 
type initiatives that justify hybrid funding. Consider raising risk capital for the funding of the 
development of a specific product, such as a low-cost toilet that meets pent-up demand for one 
billion affordable toilets around the world; or, where a specific product is not an option, consider 
raising capital to develop additional revenue gathering channels. However, not every idea works. All 
four organizations discussed in detail in the preceding sections responded flexibly and intelligently to 
new challenges and opportunities that emerged since the report’s first edition in 2011—these 
qualities are what make the people running these enterprises such great social entrepreneurs. The 
importance of taking well-considered risks should not be understated. No risk, no return—but one 
should carefully consider whether to bank the future of a venture on the success of a new initiative or 
idea. 

The report has also shown that private-good social entrepreneurs typically prosper from a 
combination of debt and equity capital, paired with technical assistance and capacity building grant 
funds, as in the case of HCG and HPS. This is most obvious where social entrepreneurship borders on 
commercial entrepreneurship, as in the case of microfinance and SMEs. Even so, the case of SKS 
shows that staying on social mission should not be regarded as automatic as a social enterprise 
grows. Small and medium enterprises make good candidates for hybrid funding, particularly for grant 
funded market studies and capacity building for expansion paired with debt and equity. This is 
particularly promising in the event of a “killer application” that needs to be rolled out, such as HPS’s 
low-cost renewable energy solution referred to earlier.  

This report focused mostly on the use of hybrid financing models to unlock the full potential of a 
social enterprise to serve the pent-up demand for its solution. But clarity about hybrid funding 
strategies in the field of social entrepreneurship is also relevant at the level of the investment vehicle. 
The experience of microfinance shows that to operate with reasonable scale and risk characteristics, 
most for-profit social investment opportunities require some kind of philanthropic capital. This can be 
in the form of technical assistance and capacity-building grants, or of first-loss commitments or loan 
guarantees that create tiered capital structures, transforming junk paper into investment grade. In 
microfinance, international financial institutions as well as private philanthropists had to provide such 
philanthropic capital for years before a commercial market for microfinance capital could emerge. 

In the industrialized world, a key question aspiring social entrepreneurs will have to resolve is how to 
engage the public sector in hybrid funding, especially since the state has had such a significant 
presence in the provision of public goods. A case is building for hybrid models that involve public 
sector funding whenever social entrepreneurs have provided proof of concept of a more efficient 
solution but where there are barriers to scale and replication, and when capital markets can be used 
to raise risk capital for scaling and replication and to monetize grant commitments. These scenarios 
include: (a) whenever addressing a problem now is cheaper than addressing it in the future when the 
grant commitment is actually paid out, allowing for financial engineering; (b) when new market places 
need to be constructed; or (c) when the most efficient solution provider is not a government agency. 
The Social Impact Bond mentioned earlier consists of a case-based combination of private risk funding 
to unlock government resources upon the achievement of a social outcome. 

Over the past decade, advances in the different theaters of social change have been impressive. But 
many challenges concerning the design of specialized financial products to finance public and private 
good social entrepreneurs remain, which need to be sorted out to enable capital provision to scale. 
These include cost-effective due diligence processes, reliable deal flow, as well as technical challenges 
regarding product design. New social entrepreneurs are especially well advised to keep an eye on 
progress in all of these theatres because they will affect the constraint-opportunity set of their own 
ventures; there are few second chances when risk and reward have been severely miscalculated.  
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Another area to watch concerns the optimal choice of legal structure to underpin the business model. 
When considering matters of incorporation, social entrepreneurs must make hard choices in the 
universe of existing legal structures. Legal innovation has, however, been underway for several years 
in some jurisdictions, with the most well-known example being the adoption of the Community 
Interest Company (CIC) designation in the UK in 2005. The CIC legislation established a legal form for a 
for-profit company with foremost social objectives whose surpluses are principally reinvested 
accordingly, and has led to more than 4,500 UK social enterprises registering as companies where the 
pursuit of both a financial and social bottom line comes hardwired. While this report focuses on 
hybrid financing matters, Impact Starter (i.e., the online support platform for social entrepreneurs 
that this edition of the report is meant to accompany) seeks to provide direct value add around 
questions of legal incorporation. 

The biggest game changer around the corner that social entrepreneurs need to watch for relates to 
the implications of digital technology for building, funding and running social enterprises. A recent 
Accenture study points to six trends that are bound to revolutionize the mainstream of business. 
These trends will no doubt also upset the apple cart for social business in due course.117 Young social 
enterprises are actually on the vanguard of these trends in some cases. After all, members of 
Generation Y are more technologically savvy than the Generation Xers or Baby Boomers that precede 
them, are more detached from institutions and also more networked. Importantly, social enterprises 
command a level of trust and goodwill that corporations do not. The six key trends are as follows:118 

 

 The real world coming online with smart objects, large and small, increasing our insight into 
and control of the physical world; 

 The spread of cloud collaboration technologies that significantly increase access to human 
resources around the world, and outside the boundaries of organizations; 

 The transition from gathering data to be warehoused to a “data supply chain” logic that 
creates data flows that are useful throughout the organization and to its partners; 

 The advent of hyperscale, as companies build the hardware needed to fully digitize their 
businesses; 

 The advent of apps for everything, as organizations strive for ever greater organizational 
agility; and  

 Information technology architecture that is designed for nonstop operation and resilience 
because today’s security and business process economics increasingly require an “always on” 
IT infrastructure. 

 

Enlisting the power of the information revolution in the service of talent entry to the social 
entrepreneurship field is of course precisely why we have launched Impact Starter, the online support 
platform for social entrepreneurs. While social entrepreneurs are increasingly making significant 
contributions to further the development of sustainability in Switzerland and elsewhere, they need 
simpler and more effective ways to gain entry into the market in order to start and scale their 
innovations. Impact Starter is a first of its kind industry utility that aims to meet this need and provide 
access to relevant information, as well as enable dynamic networking between social entrepreneurs 
and provide the setting for innovators to undertake activities jointly. In a nutshell, we want to bring 
the power of the cloud to impact business creation and scaling. 

A lot remains to be done. But we can expect the overall rising skepticism towards mainstream capital 
markets, paired with increasing government debt and a private sector increasingly looking for win-win 
social-business opportunities to give social entrepreneurs a big hand as they apply state of the art 
approaches to create both economic and social value. Hence the purpose of this report: to inform and 
encourage new Generation Y and other social entrepreneurs in Switzerland (and around the world) 
who want to translate their socially entrepreneurial ideas into actual ventures that systematically 
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align making profit with the creation of positive social and environmental impact. We hope the reader 
will also apply caution and critical thinking when considering the full spectrum of financial 
instruments to scale their ventures and assessing the fundamental compatibility of certain funding 
instruments with the business models and goals.  

Given the state of flux in fields such as finance, information technology, and social entrepreneurship, 
it is important to value first principles rather than tying oneself to solutions or ideas that may or may 
not work in practice. Each of the social enterprises discussed earlier have pragmatically adjusted to 
what works in pursuit of their mission over the past three years since the first edition of this report 
was published. A famous Swiss proverb puts it well: “When in doubt who will win, be neutral.”  

We gain greater clarity seemingly every day about the breakthrough solutions and technologies that 
will become the new standard bearers, and how to finance their scale-up. A clear implication from 
these developments is that we need to build a much bigger pipeline of innovators everywhere and 
make the process of getting started far easier for all those who want to help to build strong 
communities at local and global levels through social enterprise, rather than simply enlist in 
Generation Me.  
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11. Getting Started: Useful Resources 

 

To translate an idea into an actual social business, it is key to draw on quality information and involve 
the right people, ranging from co-conspirators and team members to funders, professionals, and of 
course testing the product or service with target clients. Convenient access to resources can cut down 
on the time needed to develop a social enterprise and boost the quality of work at every stage of a 
venture. By becoming a member of Impact Starter, members gain access to additional content as well 
as curated Forum discussions with experts. The following resources, models and templates, and many 
more, can be accessed within the Impact Starter platform.   

 

 A Business Planning Guide to Developing a Social Enterprise  

 Built to Last: A Practical Toolkit to Keep Your Project Going 

 Designing a Competitive Business Model and Building a Solid Strategic Plan 

 Due Diligence Check List 

 Effective Social Enterprise: A Menu of Legal Structures  

 Financing Workbook 1: Developing a Financing Strategy for Your Company 

 Financing Workbook 2: The Business Plan and Executive Summary 

 Financing Workbook 3: Identifying, Targeting and Engaging Potential Investors 

 Financing Workbook 4: Developing and Delivering a Winning Investor Presentation 

 GoForth’s All Inclusive Start-up Checklist 

 GoForth’s One Page Business Plan 

 Human Centered Design Toolkit 

 In Search of the Hybrid Ideal 

 McKinsey on Non-profits 

 Monk, Architect, Diplomat: Three Types of Leadership are Needed to Build a Successful 
Organization 

 Scaling Social Impact 

 Social Enterprise 101 

 Social Venture Partners Organizational Capacity Assessment Tool  

 Startup Guide 

 The Entrepreneurship Toolkit 

 The Governance of Social Enterprises 

 The Process of Social Entrepreneurship: Creating Opportunities Worthy of Serious Pursuit  

 Workbook 1: Crafting the Value Proposition  

 Writing the Social Venture Business Plan 

 

.   
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12. Suggestions for Further Reading 

 

In addition to practical tools and templates, it is also useful for the aspiring social entrepreneur 
thinking about organizational development and the applicability of hybrid financing strategies to get a 
sense where the industry is headed. While the fields of social enterprise and impact investing are 
rapidly evolving, easily accessible key must-reads are key for the reader to become acquainted with 
industry conditions, opportunities, challenges and best practices. Important organization for further 
insight include the Global Impact Investing Network, Impact Economy, Alliance Magazine, the 
Stanford Social Innovation Review, CSRwire, Monitor Inclusive Markets (now Monitor Deloitte) and a 
host of other sources. A listing of recent publications and suggested reports can be found within this 
section in order of date of publication.   
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 Koh et al., “Beyond the Pioneer: Getting Inclusive Industries to Scale,” Monitor Deloitte, 2014, 
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content/themes/monitor/Beyond-the-Pioneer-Report.pdf. 

 Martin, Maximilian, “Driving Innovation through Corporate Impact Venturing: A Primer on 
Business Transformation” Impact Economy, 2014, accessed May 20, 2014, URL:  
http://www.impacteconomy.com/en/primer3.php. 

 World Economic Forum, “Bringing Impact Investing From the Margins to the Mainstream,” 
World Economic Forum Investors Industries and Deloitte Touche Tohmatsu, 2013, accessed 
May 20, 2014, URL: 
http://www3.weforum.org/docs/WEF_II_FromMarginsMainstream_Report_2013.pdf. 

 Toniic. “E-Guide to Early-Stage Global Impact Investing,” 2013, accessed May 20, 2014,  URL: 
http://www.toniic.com/toniic-institute/early-stage-e-guide/. 

 World Economic Forum, “From Ideas to Practice, Pilots to Strategy: Practical Solutions and 
Actionable Insights on How to Do Impact Investing,” World Economic Forum Investors 
Industries, 2013, accessed May 20, 2014, URL: 
http://www3.weforum.org/docs/WEF_II_SolutionsInsights_ImpactInvesting_Report_2013.pd
f. 

 Schwab Foundation for Social Entrepreneurship, “Breaking the Binary: Policy Guide to Scaling 
Social Innovation,” 2013, accessed May 20, 2014, URL: 
http://www.pacificcommunityventures.org/uploads/reports-and-
publications/PolicyGuide_to_ScalingSocial_Innovation.pdf. 

 Martin, Maximilian, “Status of the Social Impact Investing Market: A Primer,” Impact 
Economy, 2013, accessed May 20, 2014, URL: 
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 Clark et al., “Impact Investing 2.0: The Way Forward,” InSight at Pacific Community Ventures, 
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 UKSIF, “The Future of Investment: Impact Investing,” 2013, accessed May 20, 2014, URL: 
http://uksif.org/wp-content/uploads/2013/08/The-Future-of-Investment-Impact-
Investing1.pdf. 

 Martin, Maximilian, “Making Impact Investible,” Impact Economy, 2013, accessed May 20, 
2014,  URL: http://www.impacteconomy.com/press/PR_MII_EN.pdf. 
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Impact Starter 
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the choice of legal form or protection of their intellectual property to name just a few key 
dimensions. Via its LinkedIn connectivity, Impact Starter also allows budding social entrepreneurs to 
network with each other so they can collaborate as they get started. Impact Starter’s goal is simple: 
new and up and coming social entrepreneurs have to contend with many challenges, which can slow 
down enthusiasm and market entry. Impact Starter will help to break down barriers, and facilitate 
market entry irrespective of the entrepreneur’s location and pre-existing access to networks. 

The Impact Pledge Foundation initiated the creation of Impact Starter, following the completion of a 
feasibility study conducted in 2012, and was pleased to be quickly joined by the Swiss law firm Lenz & 
Staehelin, a renowned partner that also wishes to assist Swiss social entrepreneurs achieving bigger 
impact and will be supporting Impact Starter with select pro bono services. Funding for the platform 
was provided by the Gebert Rüf Foundation, the AVINA FOUNDATION and Impact Economy.  
Members of Impact Starter will have access to legal information, recurring discussions on various 
issues, and networking opportunities with like-minded people. 
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Disclaimer  

This report is for your information only and is not intended as an offer, or a solicitation of an offer, to 
buy or sell any investment or other specific product. Although all information and opinions expressed 
in this document were obtained from sources believed to be reliable and in good faith, no 
representation or warranty, express or implied, is made as to its accuracy or completeness. Opinions 
expressed are those of the author and do not necessarily reflect those of Impact Economy or the 
author.  

This document may not be reproduced or copies circulated without prior authority of the author. The 
author will not be liable for any claims or lawsuits from any third parties arising from the use or 
distribution of this document. This document is for distribution only under such circumstances as may 
be permitted by applicable law.  
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