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Panacea or hype? As is so often

the case, the truth about venture
philanthropy is probably somewhere
between the two. Much of the
material in the venture philanthropy
feature in this issue of Alliance
comes from North America, because
that is where the field has largely
developed, but the aim is to look

at what, if anything, the model has
to offer to the rest of the world,
especially developing countries.

I have been greatly helped with this
feature by Nicole Etchart and Lee
Davis of NESsT, who have acted as
guest editors, along with Christopher
Harris of the Ford Foundation, who
has played the valuable role of
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sceptic. | plan to make guest editors
aregular feature of Alliance from now
on, enabling us to go more deeply into
the special theme for each issue than
we otherwise could.

One final word about this issue:

with reports from Agra, Chicago,
Heidelberg and Sydney, Alliance
readers might be forgiven for feeling
| have become something of an
international conference junkie.
Unfortunately conference organizers
just don’t seem to take my publishing
schedule into account! | have just
one conference planned between
now and September.

CAROLINE HARTNELL Editor



@zlliance

Editor
Caroline Hartnell

Founding Editor
Carole Shelbourn George

Editorial Board

Bisi Adeleye-Fayemi
AFRICAN WOMEN’S
DEVELOPMENT FUND, GHANA

Olga Alexeeva
CAF RussIA

Barnett Baron
AsIA PACIFIC PHILANTHROPY
CONSORTIUM

David Bonbright
AGA KHAN FOUNDATION

Nilda Bullain
CIVILSOCIETY DEVELOPMENT
FOUNDATION, HUNGARY

Alan Fowler
SOUTH AFRICA

Christopher Harris
FORD FOUNDATION, USA

Simon Hebditch
CAF, UK

Cornelia Higginson
AMERICAN EXPRESS, USA

Eric Kemp
EUROPEAN FOUNDATION
CENTRE, BELGIUM

Andrew Kingman
ALLAVIDA, UK

Marcos Kisil
GIFE, BRAZIL

Barry Knight
CENTRIS AND COMMONWEALTH
FounDATION, UK

Timothy ) McClimon
AT&T FouNDATION, USA

Celia Moore
IBM, UK

Kumi Naidoo
ClvIicus

Elkanah Odembo
UFADHILI, KENYA

Sheela Patel
SOCIETY FOR THE PROMOTION OF
AREA RESOURCE CENTRES, INDIA

William Reuben
WoRrLD BANK, USA

Ghassan Sayah
LEBANESE NGO FORUM

Karla Simon
INTERNATIONAL JOURNAL OF
NoT-FOR-PROFIT LAW, USA

Volker Then
BERTELSMANN FOUNDATION,
GERMANY

Andrés Thompson
W K KELLOGG FOUNDATION,
ARGENTINA

Ma Gisela Velasco
SYNERGOS INSTITUTE,
PHILIPPINES

Jorge Villalobos
MExICAN CENTER FOR
PHILANTHROPY

Ford Foundation 5oth
Anniversary in India. See p45.
From left to right: Celine d’Cruz
from SPARC; Ford Foundation
President Susan Berresford;
Sushma Raman, also from
Ford; Jockin Arputham, head
of the National Slum Dwellers
Federation.

Ed ito ri al Many of those who practise or

advocate venture philanthropy
are coming down from the heady economic
expansion days of the late 1980s and early 1990s. In
discussions about venture philanthropy one hears
increasingly a maturing sense of the complexities
of identifying social need and working to support
related social change. One also hears critics and
researchers raising useful questions about scope
and scale; about the range of definitions; about
appropriateness of different practices; about
unintended consequences; and about the social
impact of venture philanthropy. A set of examples
of institutions that have benefited from such
assistance is emerging and deserves examination.

FEATURES

Venture philanthropy’s emphasis is on
organizational effectiveness, but its greatest social
contribution in the long run may be not so much
the techniques that it promotes but the fact that
it brings to the philanthropic arena a number of
individuals who might not otherwise be engaged.
While it is hardly news that many civil society
organizations need stronger, more effective
management, it is a mistake to conflate, as many
have done, the operational forms (and the
efficiencies that might be gained) and the societal
norms (that cause the organization to exist in the
first instance).

The field of organized philanthropy - whether
venture or other — and, by extension, the societies
that they purport to serve, will be the better when
donors of all types are clear about the purpose of
their work, not just the form it takes. The aim is not
to ensure that a few NGOs operate more effectively
by themselves, but to address the larger question

of what creates the need for such NGOs in the first
instance - ‘effective NGOs for what?’
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Prophets for

non-profits?

Nicole Etchart
@ and Lee Davis

‘Venture philanthropy remains something of a Rorschach test.
Depending on whom you ask, it is the future of philanthropy, a
passing fad, good grantmaking, or misguided hubris,’ writes Neil
Carlson.* For us, the important thing about venture philanthropy is
that it is a means, a particular approach to philanthropy, rather than
an end initself, and that this approach is engaging a new type of

philanthropist
and bringing
new resources
to the non-profit
sector.

Guest editors for the
venture philanthropy
feature

Lee Davis and Nicole
Etchart are co-founders
and co-directors of NESsT,
an international non-profit
organization based in
Budapest, Hungary and
Santiago, Chile dedicated
to developing
entrepreneurial strategies
for furthering the financial
sustainability of social
change organizations.
They can be contacted at
nesst@igc.apc.org

For more information
about NESsT, visit the
website at www.nesst.org

Christopher Harris

is Program Officer,
Governance and Civil
Society at the Ford
Foundation. He can be
contacted at
c.harris@fordfound.org

The topic of venture philanthropy has engaged
donors, scholars and non-profit practitioners -
believers and dissenters alike — in an important
international debate. The story goes like this: a group
of proselytizing heretics, armed with the mega-
wealth of the new philanthropists, disavowed the
doctrines of classical philanthropy and launched a
venture philanthropy (VP) crusade. The missionaries
were intent upon bringing salvation to the non-profit
sector by injecting do-gooder organizations with
wads of cash and words of innate wisdom dispersed
via a philanthropic adaptation of the monotheistic
practices of venture capitalism. The prophets offered
a perfect combination of what non-profits had been
crying out for: multi-year, tailored financing; pro-
fessional coaching and assistance to build overall
organizational capacity; access to networks of local
business people and other ‘investors’; a true partner-
ship based on shared risk; clear performance
benchmarks, etc. Alleluia! The philanthropic mes-
siah had arrived! Articles appeared in leading
business magazines; venture capitalists and success-
ful entrepreneurs committed their names and
chequebooks to establish VP funds. In fact, so many
new funds popped up in the US (some started fran-
chising) that a ‘trade’ annual report was published.?
Expectations were high.

With all the hype about the virtues of venture
philanthropy, it’s no wonder there are so many dis-
believers. The sceptics argue that it is promoting an
investment-like strategy that fails to recognize the
unique needs and culture of non-profits that sets
them apart from for-profit businesses. They also ques-
tion whether there is really anything ‘new’ about
venture philanthropy.Isn’t the field simply a re-pack-
aging of existing ‘engaged grantmaking’ practices, or
of the ‘community venture capital’ approach of
bringing venture capital to marginalized communi-

N
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ties? What really is the difference between venture
philanthropy and ‘social investment’?

But all the hype among both nay-sayers and apostles
misses the point: there is simply a big demand for VP-
type investment in the non-profit sector. There is a
large unserved market of social enterprises that
would benefit from the VP approach to financing and
technical support. Herein lies the real opportunity, as
Edward Skloot of the Surdna Foundation points out:
‘If all these [VP] initiatives are the opening wedge of serious,
deep commitment to a new kind of activist philanthropy,
then I think we are on the right path and should be truly ex-
cited. For all the hype and arrogance, there is much good
coming on-line. This is the promise of “venture philanthropy”
...IfIran anon-profit, and I did for nine years, I'd jump at the
chance to be a partner. To be someone’s social investment.’3

As the dust from the early crusade settles, what
remain are the truly committed individuals,
organizations and funds. Whether it’s really ‘new’ or
not, whether we like the name or not, whether we
feel it is ‘culturally appropriate’ for all non-profits or
not, the VP ‘model’ responds directly to fundamental
flaws in the existing non-profit capital market. In
particular, it:

P makes available an additional, unique
philanthropic investment tool in an under-
resourced non-profit marketplace;

P responds to fundamental needs of non-profits for
general support - whether it be in the form of
financial support, technical assistance/coaching
or access to networks and contacts - to build
organizational infrastructure;

P provides a point of entry to philanthropy for
a group of potential philanthropists who
otherwise feel estranged from the purely
‘charitable’ nature of ‘classical’ grantmaking.

Beyond North America and Western Europe?

Venture philanthropy is not limited to North Ameri-
ca and Western Europe, however. It shows great
promise in many developing countries and emerging
democracies where local philanthropic giving is
insufficient to meet local needs. While we must be
wary about exporting yet another northern/western-
born development ‘fad’ to the developing world,
NESsT has been operating out of Central Europe since
1997 and Latin America since 1999 and has found the
VP approach to be well suited to the needs of non-
profits there. Our research and work with social en-
terprises found recurrent organizational, financial
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and capacity needs among non-profits in both re-
gions,* and it was from these identified needs that
the NESsT Venture Fund (NVF) model evolved (see
p34). Launched in 2000, NVF ‘invests’ in a portfolio of
social enterprises,® providing both financial and
technical assistance to help the enterprises grow and,
in turn, support the mission and financial sustain-
ability of the non-profit parent organizations.

Over thelast five years, NESsT has learned a great deal
about applying a VP approach in Central Europe and
Latin America - lessons that provide insight into ap-
plying the approach in other parts of the developing
world.

A means to an end, not an end in itself

The objective of NESsT’s work in Central Europe and
Latin America has been less to ‘prove’ the model of
venture philanthropy than to help local non-profits
to diversify their financing through entrepreneurial
activities - thereby helping to further their social
change missions. The VP model is useful only in so far
asitfurthers this ultimate goal. The growing number
of VP funds that have emerged in recent years apply
the VP method to achieve different ends.

1 Investing in individual social innovators

Some venture philanthropists provide targeted finan-
cial and capacity-building support to individuals
they refer to as ‘social entrepreneurs’ - ie individual
leaders who address a critical social problem in a
particularly unique or effective way.

2 Investing in social enterprises

Others apply VP approaches to provide capital and
technical assistance to for-profit enterprises owned
and operated by non-profit parent organizations
to generate income and/or provide employment

1 See ‘Butisit Smart
Money? Non-profits
question the value of
venture philanthropy’
in Responsive Philanthropy
(Washington DC, Spring
2000).

2 Venture Philanthropy
2002 is the third ‘annual
report’ on the field
published by Venture
Philanthropy Partners;
see Alliance, p27.

3 See ‘The Promise of
Venture Philanthropy’
(www.surdna.org/
venture.html).

4 NESsT uses the term
‘social enterprise’ to
refer to a number of
entrepreneurial, self-
financing strategies
used by non-profits to
generate income,
including: membership
dues, fees for services,
product sales, use of
‘hard’ assets (eg rental of
unutilized equipment
or real estate) or ‘soft’
assets (eg licensing
agreements, patents,
copyrights), ancillary
business ventures, and
interest on savings or
other investment
dividends.

5 See eg Profits for Non-
Profits: An assessment of
the challenges in NGO self-
financing (Budapest:
NESsT, 1999) and Get
Ready, Get Set: Starting
down the road to self-
financing (Santiago:
NESSsT, forthcoming
2002).

DEFINING VENTURE PHILANTHROPY

NESsT defines venture philanthropy as an emerging field of ‘engaged
philanthropy’ that combines the policies and practices of long-term
investment and venture capital models with the principles and public
benefit missions of the non-profit sector. VP strategies combine financial
capital ‘investments’ with some form of additional capacity-building or

technical assistance to the non-profits they support.

Some of the key distinguishing characteristics that define the VP

approach include:

» Multi-year financing

» Tailored financing

» ‘Engaged’ relationship
between investor and investee

» Shared risk

P Exit strategy

ALLIANCE Volume 7 Number2 June 2002

» Organizational focus

» Agreed benchmarks for success

opportunities for marginalized constituencies (eg
the homeless, physically/mentally handicapped).

3 Investing in organizational development

Still others apply VP approaches to provide financial
and capacity-building support to non-profits in an
effort to ‘bring to scale’ their successful activities.

NESsT’s own ‘ends’ fit clearly with the second of those
outlined above. However, all three share a similar
means of reaching our different (albeit related) ends
and believe that the VP model is very relevant to help
address the leadership, financial and organizational
needs of civil society organizations in the developing
and developed worlds alike.

Measuring performance

Although all venture philanthropists may not have
the same ends, there is a common investment
approach and a common commitment to the impor-
tance of measuring progress towards achieving those
various ends. Some venture philanthropists (groups
1 and 3) attempt to measure the increased social
impact made by the social entrepreneurs or org-
anizations they support. Others (group 2) attempt to
measure both social and financial impact.

NESsT, for example, seeks to measure both the fin-
ancial and the social impact resulting from our
investments in our portfolio enterprises. However,
the financial return involves the distribution of rev-
enues from the portfolio enterprises to their parent
non-profit organizations to support their mission-
related work rather than a financial return to NESsT
itself or our donors/investors. The social return we
anticipate is increased mission impact as a result of
therevenues the enterprises generate — as well as any
direct social impact the enterprises themselves may
make (eg increased employment opportunities for a
marginalized group).

Venture philanthropy therefore has no single mea-
sure of success (ie it may seek a purely financial or
purely social end or a combination of the two).
Herein also lies the difference between venture phil-
anthropy and what has come to be known as ‘social
investment’. The difference is primarily one of
emphasis: the social investor, by definition, seeks a
‘double bottom line’, both a financial and a social re-
turn, whereas the venture philanthropist doesn’t
necessarily seek a financial return since the defini-
tion of venture philanthropy is more a question of
means (ie ‘engaged philanthropy’) to a social end.
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The true costs of investment in non-profits 6 See Lee Davis, The zational or environmental risks, it is not a strategy for
.. . . NGO-Business Hybrid . . .
Some critics of venture philanthropy point out that (washingtonDC:NESsT — the risk-adverse. The needs of social enterprises and
. . . . and the Johns Hopkins . .
the model - in whatever variant - is highly resource-  school for Advanced the challenges and risks they face do not necessarily
. . . International Studies, e s . . .
intensive. They are right. However, at NESsT we feel  1997)for cases of non- correspond to the artificial timelines/deadlines of
.. . . . . . . profit entrepreneurship . .
this is an indication not so much of an inefficiencyin in13countries,among ~ board meetings and calendar years applied by many
. them Azerbaijan, Brazil,
the VP model as of the general tendency in the  theDominican grantmakers. One of the greatest assets of the VP ap-

Republic, Jamaica and

philanthropic world to ‘under-resource’ non-profit Rromania.

endeavours. The VP model may not always be appro-
priate, but generally speaking the mentality of ‘doing
alotwith alittle’is both an asset and a liability to the
non-profit sector. Non-profits in the developing world
have been the greatest victims of this mentality. Many
local organizations have managed to implement their
programmes by piecing together project grants from
avariety of donors while stymieing the overall devel-
opment of their organizations. The VP approach may
support fewer organizations (at least initially) but it
provides the support that many need to make the
jump from an ad hoc project to a more stable organi-
zation with infrastructure and resources to sustain
and/or grow their activities.

Redistributing the risk

For avariety of reasons, non-profits in the developing
world are forced to be even more entrepreneurial
than their developed world peers ifthey are to garner
sufficient resources for their work.® The VP model
provides a needed source of capital and organiza-
tional support to develop these activities in an
otherwise hostile environment. NESsST has found
thatsocial enterprises (like most small businesses) re-
quire most assistance during the ‘incubation’ period
of their development. It is during the planning and
development phases that they are most vulnerable
and atrisk. For thisreason, NVF focuses a great deal of
attention on ‘front-end’ investments of both money
and capacity-building assistance from the inception
of the enterprise idea through to the point at which
an enterprise becomes self-sufficient. Even before
inviting social enterprises into our portfolio, NVF
provides tailored coaching to help candidates de-
velop feasibility studies for their enterprise ideas and
‘venture planning grants’ and training to help de-
velop full business plans. This can help a non-profit
avoid the risk of launching an unviable enterprise —
and helps those who enter the portfolio with viable
enterprise ideas to clarify their strategy and increase
theirlikelihood of success in the face of the many un-
knowns that exist in emerging market economies.

Although venture philanthropy can help protect the
philanthropic investments of donors against organi-

proach is its flexibility and ability to offer financing
and capacity-building support to social enterprises
when (and how) they are really needed. The venture
philanthropist thereby aims to ‘share’ the risk with
the social enterprise. This assumption of shared risk -
and of the corresponding shared success - is one of
the things that distinguishes the relationship from
that between a typical grantee and donor.

Leveraging new local resources

NESsT has found the VP approach useful in reaching
out and engaging a new type of philanthropist and
thus leveraging new philanthropic resources - in-
kind donations, pro bono services and financing - to
support local non-profits. In Central Europe, for
example, NESsT has already received commitments
from local venture capitalists and other firms that
have never been involved in philanthropy before. The
philanthropic investment approach applied by
NESsT helped them find a way of matching their pro-
fessional skills and interests with their desire to
become involved in the community. Building on
these early successes, NESsT’s initial goal is to raise at
least a third of the direct capital investment in our
portfolio from local philanthropic sources by 2003.

We have already succeeded in involving over 30 top
local business leaders from the accounting/finance,
legal, private equity and venture capital fields in our
Business Advisory Network (BAN). Together, BAN pro-
vides the equivalent of more than $100,000 a year in
pro bono advice and services to NESsT and our
Central Europe portfolio. NESsT has found that this
in-kind support from local corporate leaders is
equally if not more important than the financial
investment itself.

Locally based and ‘engaged’ philanthropy

By definition, venture philanthropy is ‘engaged phil-
anthropy’ (as opposed to ‘engaged grantmaking’
since some venture philanthropists apply financial
instruments, such as loans and loan guarantees,
other than simply grants). Its success is fundamen-
tally rooted in a close relationship, based on
openness, trust and mutual accountability. In
NESsT’s experience, being locally based and building
a local, sustainable circle of support around the

ALLIANCE Volume 7 Number2 June 2002
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portfolio is critical to long-term success. For this
reason, NESsT Europe’s supervisory board, Business
Advisory Network and Investors Circle consists only
of individuals from within the countries where we
work, and all the staff that manage and work with
our portfolio are based in Budapest and/or Santiago.
This allows for easy and frequent personal interac-
tion with portfolio members, donors/investors and
business advisers. Often managed out of offices in
North America and Western Europe, many interna-
tional organizations working to build ‘civil society’
in developing countries lack a key ingredient of the
VPrecipe: the development of local relationships and
trust between investors, advisers and portfolio.

Improving the long-term effectiveness

of international philanthropy

The VP model can help provide an additional degree
ofassurance to donors - particularly to international
donors supporting social enterprises in the develop-
ing world. While the local and engaged aspects of the
VP model are critical, it is important to distinguish
here between the role of the philanthropic donor and
the VP fund (ie the organization managing these
funds and working directly with local social enter-
prises). The added due diligence, capacity-building
and financial support that the VP fund provides can
help protect and multiply the impact of the financial
support provided by international donors. Interna-
tional donors can enhance the long-term impact of
their philanthropic giving by supporting local VP
funds that provide support to their grantees and
other social enterprises that they haven’t the time,
resources or expertise to provide themselves.

Furthermore, venture philanthropy can be an effec-
tive tool for easing the transition from dependence
on foreign/international philanthropy. For better or
worse, many international donors are leaving Central
Europe and Latin America. Amidst all the talk of ‘exit
strategies’, NESsT has found that the VP approach can
be useful in helping local non-profits make the
transition from dependence on international philan-
thropy to more diverse, local income sources. And
while many international donors have already left
Central Europe and Latin America (or are in the
process of doing so), itis an opportune time to explore
the VP model for countries where foreign aid still
plays an important role in funding local civil society.

Promoting a culture of accountability and trust
In countries where corruption can still dominate the
private and public sectors and foment continued

ALLIANCE Volume 7 Number2 June 2002

7 See Commitment to

Integrity: Guiding
principles for non-profits
entering the marketplace
(Santiago: NESsT, 2000).

distrust of the non-profit sector, ensuring account-
ability, ethical behaviour and transparency is espe-
cially critical. The VP model can help provide an
additional degree of assurance to donors and policy-
makers in this respect as well. In the Czech Republic,
for example, one local venture capitalist, who subse-
quently committed funds to a member of the NVF
portfolio, recounted his inability to find reliable,
trustworthy organizations to which he could make a
charitable donation. The extensive due diligence
and close relationship NESsT maintains with its
portfolio thus provides an important assurance of
accountability to potential local philanthropists.
Furthermore, NESsT requires all portfolio members
to sign up to and abide by the principles set out in its
code of ethics for social enterprises.”

Furthering local development

NESsT’s approach to venture philanthropy (ie
supporting the development of social enterprises)
stimulates local community and economic develop-
ment as well as furthering the development of the
non-profit parent organization. This makes it partic-
ularly attractive to cash-strapped local and national
governments, who can learn to see the non-profit
sector as a creator of local wealth rather than simply
a consumer of limited public and private charitable
resources. Several of the social enterprises in the NVF
portfolio have a dual mission of generating income
for their organization and providing employment for
their constituents (see case study of P-Centrum on
p35). Enterprises like this can simultaneously further
the mission and financial sustainability of the
non-profit parent, stimulate local economic activity,
provide employment, and reduce the burden of
providing services for local and state governments.

Conclusion

The global debate on venture philanthropy is just
beginning. While the field should be subject to the
same rigorous examination as any other emerging
field, it is important that donors and others should
not too quickly dismiss a strategy that can potentially
contribute to increasing the diversity of investment
tools in the non-profit capital market and the flow of
resources to civil society organizations. Venture capi-
tal was once the avante garde of the for-profit financial
world - though never intended to replace main-
stream investment banks - and is now an accepted fi-
nancial instrument. So too will venture philanthropy
join the mainstream of the non-profit capital market,
calming both the nay-sayers and the apostles. [@



Non-profits in

ventureland

Bruce Sievers

Venture philanthropy’s attempt to apply venture capital investment
principles to social problem-solving has exerted strong appeal to
the foundation world during the past few years. | do believe there
are important lessons for the non-profit world to learn from the
for-profit world — mostly in the realm of management and operating
efficiencies. However, there is a real danger that seeking to
translate the complex normative and institutional dance of social
change into a simplified model of economic transfer will result in

a corresponding
loss of some of
the uniquely
defining
characteristics
of civil society.

Bruce Sievers is
Executive Director of the
Walter and Elise Haas
Fund, San Francisco, USA.
He can be contacted at
bruce@haassr.org

The potential contributions of the venture capital
model are clear. Many non-profit managers can gain
from improving the use of technology, employing
more sophisticated management techniques, finan-
cial instruments and approaches to client service,
and adopting creative problem-solving strategies.
Imposing the strategies and disciplines of business
on non-profits can yield greater attention to organi-
zational strength and desired results than occurs in
many traditional ‘grantor-grantee’ relationships.
These are valuable contributions that can help
improve efficiencies in the non-profit sector.

An inappropriate conceptual framework

The downsides of venture philanthropy are some-
what less obvious. The conceptual framework of the
market comes with its own assumptions: the in-
vestor begins to see his or her commitment of funds
as requiring a return, if not in monetary terms, at
least in some measurable terms - hence the quest
for ‘benchmarks’, ‘metrics’, and other forms of
quantifiable outcome. The means become much less
important than the ends and the ends themselves
become ‘proxies for profit’ - outputs that justify the
monetary inputs. Why does this matter?

The answer lies in the fundamental differences be-
tween the two kinds of human endeavour. Business
and philanthropy (or for-profit and non-profit enter-
prises) diverge in goals, assumptions and success
criteria. To take just one example, the concept of a
‘volunteer’, so central to the nature of non-profit
work, has no application in the for-profit world (un-
less perhaps referring to those who give up over-
booked airline seats). Each world performs a vital
social function, but they are different functions.

Four specific areas stand out in which the transla-
tion of business practice into social problem-solving

VENTURE PHILANTHROPY FEATURE

does not work well or at all. The nature and extent
of these limits lie at the centre of the VP debate.
Further, I submit that in these are areas the reverse
may be true: non-profit practice might actually have
something to teach business professionals when
they venture into the social problem-solving arena.

The bottom line

The ultimate goal and test of success of a business
investment is the level of profit. But what does this
mean when translated into the social world? Al-
though there is much talk of ‘social metrics’ and
similar attempts to measure numerically the results
of philanthropic investments - seeking to create an
equivalent for profit for social enterprise — I suggest
that such efforts are inherently flawed. The transfer-
ability of the business model is limited by the simple
fact that, while money is the single medium of
exchange for business, it is not for philanthropy.
Non-profit activity has a complex and often intangi-
blerange of aims - from creating a new work of art to
shaping social policy to catalysing a change in some-
one’s life that may play out over decades. This is not
to say that attempts to measure outcomes of non-
profit work are useless, just that they tell only part
(and sometimes a small part) of the story. Non-profit
work is more like ‘investing’ in a marriage or raising
children than producing a product.

Going to scale

In the business world ‘going to scale’ implies a drive
towards increasing market share, which some tout
as the key to success in the Darwinian world of busi-
ness competition. This has little relationship to the
non-profit world. I was told recently of a successful
businessperson seeking advice about philanthropy
who seriously posed the question, ‘In the non-profit
world do we crush the competition?’ We smile, but
this is what philosophers call a classic category mis-
take - misapplying a concept from one frame of
reference to another. While large non-profits can
perform valuable roles, a primary purpose of non-
profits is not to gain market share at the expense of
the competition but to meet highly differentiated
and pluralistic social needs.

This is not to deny that there are in many cases
economies of scale and great efficiencies for non-
profits that can grow and move beyond very
parochial or localized interests, perhaps to have na-
tional impact. There’s nothing wrong with a
non-profit growing sufficiently to face large-scale
issues; the problem is what it may have to give up to
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Non-profits in ventureland

get to that position. Some non-profits — as illustrated
recently by the difficulties faced by the Red Cross in
the US - have really got so large that they’re bureau-
cratic, ponderous, slow-moving. In fact, they’ve lost
many of the characteristics that they had when they
started off as small, visionary non-profits. So it’s a
matter of trying to maintain the balance between
size and economy of scale on the one hand and the
nimbleness, pluralism and local responsiveness
typical of the emerging non-profit.

Control

The relationship of the investor (donor) to the in-
vestee (donee) raises the complex issue of control.
Unlike venture capitalists, who gain an ownership
role in their companies and rightly assume a strong
role in management, philanthropic donors are sup-
porters of enterprises that have a pre-established
mission (unless of course the donor creates the orga-
nization) thatis the product of a vision of a founder,
board of trustees and/or membership. Philanthropic
dollars are a necessary ingredient but not the point
of the undertaking. A strong-willed funder can be
inordinately intrusive in an organization’s decision-
making processes, and wresting control from a
non-profit is not good philanthropic practice.

Exit strategy

Last is the issue of exit strategy. In venture capital-
ism, the return to the investor occurs at the time of
a successful public buy-out. This does not happen
in the non-profit world, so at what point does the
investor withdraw support?

This has long been a difficult question for founda-
tions, but the venture philanthropists do not have
any new answers. Among the three possible income
streams for non-profits - government, earned in-
come and contributed income - the first two usually
have clear limits, often already reached by the orga-
nizations. This leaves contributed income. Who is
supposed to pick up the tab when the venture phil-
anthropists leave? I suspect it is other foundations,
which is not exactly a new solution to the age-old
problem oflong-term funding.

The nature of civil society

Ultimately, the issue comes down to the purpose of
philanthropy. Is it an investment by a wealth-holder
aimed at achieving a product or outcome that
creates a return that satisfies the investor’s require-
ments or a form of support for complex work in
society? At stake is the nature of civil society. The
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From criticto
board member

How did someone who could almost be termed the ‘resident critic’
of venture philanthropy come to join the board of NESsT? Alliance
talked to Bruce Sievers.

1 Seealso ‘Lostin

Translation’,
Philanthropy, Vol XIV,
No 6 (Nov/Dec 2000),
pp50-52; ‘If Pigs Had
Wings: The appeals
and limits of venture
philanthropy’,
available online at
http:/[csvos.georgetown.
edu/publications.html
The original of this
article appeared in
Foundation News and
Commentary, Vol 38,
No 6, Nov/Dec 1997,
pp44-46.

According to Sievers, there are two aspects to this.
One is a historical one. A couple of years ago NESsT
co-director Nicole Etchart came across his ‘If Pigs
Had Wings’ article and thought it would be interest-
ing toinclude his criticisms of venture philanthropy
in the discussions at the NESsT Forum in Budapest. ‘I
thought it was interesting that they were interested
in the possible criticisms and downsides of the
application of venture capital techniques to philan-
thropy. They were not jumping into a field blindly,
they were trying to look at the possible negatives of
applying new techniques to non-profit activity. So
that began a discussion, and from there we hit it off.
When they invited me to be on their board, philo-
sophically I thought it was a really good opportunity
for me to engage more deeply with these issues. My
point has never been to advocate a blanket rejection
oftheidea of applying new techniques to the work of
philanthropy. My view is that we can use all the help
we can get. If there are good ideas coming out of the

defining elements of civil society include: the con-
tinuing formation and redefinition of ends and
purposes (resisting translation into narrow bottom
lines), pluralism and responsiveness to the differen-
tiated needs of communities (resisting ‘going to
scale’), the democratic nature of governing struc-
tures in civil society (maintaining a degree of
independence from investors and state authorities),
and a desirablereliance on volunteers and donations
asameans of being steered by other than political or
commercial forces.

While the non-profit arena can benefit from the ap-
plication of business techniques in many ways, the
worlds of non-profits and business are sufficiently
different to require very different approaches to the
use of resources. The power of the market does not
necessarily translate into social wisdom, nor does
social wisdom often translate into market success.
Along with mutual learning, it is important to un-
derstand the distinctive contribution of each.@



business world, then we ought to look at them and
use whatever we can.’

He was especially intrigued by the work NESsT was
doing internationally in terms of strengthening
organizations. ‘Fundraising is extremely difficultin
those parts of the world where there isn’t a large
philanthropic base like there is in the US or Western
Europe, so the idea of looking for ways to generate
incomes for non-profits is very appealing. 'm inter-
ested both in how to do that and in how to do it well
and avoid possible dangers.’ Sievers’ sees his contri-
bution to NESsT in terms of both looking at the
creative, positive contributions of venture philan-
thropy and helping make sure the dangers are
avoided. ‘We don’t want to fall into the trap that
some of the narrower applications of the venture
capitalist techniques to the field of philanthropy do.’

Could Sievers’ involvement in NESsT and the VP field
be seen as away of focusing foundations more widely
on issues like organizational strengthening and
longer-term relationships - which could just be

2 Inparticular
Grantmakers for
Effective Organizations
(GEO), which began as a
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the point that you don’t need the venture capital
model to bring these values into the non-profit
sector. ‘Yes,” he says. ‘That’s definitely one of the most
positive aspects of this whole approach, trying to
compensate for some of the deficiencies in the way
philanthropy is normally practised — which is too
oriented towards projects and the short term and
not sufficiently concerned with the health of the
organizations that are doing the work’.

In fact he sees parallels with the influence the orga-
nizational effectiveness movement? has had on US
foundations in the past few years. The emphasis on
how foundations can strengthen themselves he sees
as ‘partly a product of the VP push, and a good one’.

Finally, Sievers mentions inspiration to new donors.
‘That’s one thing we haven’t touched on, but the
newer, younger donors, the younger wealth, are
really interested in looking at new ways of doing
things. They’re a little frustrated with what they see
as the slow-moving and not always effective work of
the past, and if they’re drawn into putting additional

Council on Foundations

called good grantmaking? ‘If Pigs Had Wings’ makes

affinity group.

resources into the field, so much the better.’ @

VENTURE PHILANTHROPY FACTS AND FIGURES

Venture Philanthropy 2002 is Venture Philanthropy Partners’
(VPP) third annual report on this emerging field. In conducting
the research, Community Wealth Ventures Inc (CWV) surveyed
and profiled 44 ‘high-engagement grantmakers’ in the US.

CWV and VPP explain in the report why they choose to use

the term ‘high-engagement grantmaking’. As they see it,

‘the term “venture philanthropy” will never acquire the
sanctioned specificity of a label like “organic produce”.
Different organizations will always use the term in different
ways.’ They have shifted to the more expansive term ‘high-
engagement grantmaking’ because it comfortably embraces
the full range of philanthropic innovations that are represented
by a number of forward-thinking grantmakers. This broader
definition allows for discussion of the wide range of
manifestations of the technique, avoids negative connotations
of for-profit sector superiority, and retains the critical essence
of venture philanthropy —its commitment to a highly engaged
presence on the part of the funder.

Overall, the report found that:

» Despite a slowing economy, high-engagement grantmaking
continued to grow and spread — both across the US and
internationally.

» Most organizations are still too young for this new practice to
have proved itself. Two-thirds are two years old or younger;
only four began grantmaking activities before 1998.

Generally, high-engagement grantmakers focus on three
key areas: providing management assistance in addition
to funding; helping grantees build organizational capacity;
and helping non-profits establish and track outcomes.

The majority of respondents (75%) report that they are
providing a level of management assistance, such as consulting
or marketing assistance, that is of equal to or greater value than
the monetary grants they award. Grantmakers also recognize
that investing in organizational change takes time, with two-
thirds indicating that the length of their grants averages
between four and seven years.

More than 60 per cent of respondents indicated that they work
with potential grantees early in the relationship to develop
specific mission and organizational outcomes by which to
measure success. Thirty-two organizations (76%) said that
financial sustainability of grant recipients was a goal, although
most funders have not reached a stage in their investments in
which they’ve identified or developed exit strategies.

CWV estimates that the total capitalization

of the respondents is just over $400 million.
They made grants of just over $50 million last
year, compared with $27.6 billion in grants
from all US foundations.

To download Venture
Philanthropy 2002:
Advancing nonprofit
performance through high-
engagement grantmaking,
visit VPP’s website at
www.venturephilanthropy
partners.org

For more information about
Community Wealth
Ventures, visit
www.communitywealth.org
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REDF—-the evolution
of a ‘venture
philanthropy’ fund

Melinda Tuan The Roberts Enterprise Development Fund

(REDF) was not created as a venture philanthropy

(VP) fund. We simply evolved our practice of philanthropy in order
to meet the needs of our non-profit partners. It wasn’t until
mid-1997 when a Harvard Business Review (HBR) article* touted
the application of venture capital principles to foundation practice
that we realized we were a ‘venture philanthropy’ fund. REDF is
now considered one of the oldest VP funds in the world.

-‘ L
n‘u’

Melinda Tuan is
Managing Director
of REDF. She can be
contacted at
mtuan@redf.org

For more information
The following are all
available through the
REDF website at
http://redf.org/
pub_other.htm:

P Social Purpose
Enterprises and Venture
Philanthropy in the New
Millennium (1999) esp
Chapters 2, 3and 6.

» New Social
Entrepreneurs: The
success, challenge and
lessons of non-profit

enterprise creation (1996).

» Kim Alter et al (2001)

Time to Say Goodbye? Exit

strategies and venture
philanthropy funds.

» REDF’s SROI Reports,
detailing the SROI of 11
REDF portfolio
enterprises.

» REDF’s SROI
Methodology.

» REDF’s SROI Excel
Model.

The HBR article argued that foundations should share
risk with grantees; provide larger sums of money over
longer time periods; closely partner with a small port-
folio of grantees to build organizational capacity;
measure performance; and ensure an exit strategy.
Since 1990, REDF’s philanthropic practice has evolved
toinclude each of these aspects.

The founding of REDF

In 1986, philanthropists George and Leanne Roberts
created The Roberts Foundation to assist non-profit
organizations serving the San Francisco Bay area. In
January 1990, after several years of funding youth,
education, animal welfare and arts organizations, the
Roberts decided to turn their attention to finding
ways to employ homeless people and launched the
Homeless Economic Development Fund (HEDF).

By 1994, it was clear that non-profit-run social pur-
pose enterprises held the greatest promise for
employing individuals with multiple barriers to em-
ployment. It was also clear that these enterprises
needed more money than the $25,000-$60,000 per
year HEDF provided — and they needed more than just
money.

If our non-profit partners were to succeed, we realized
they needed a funder who was willing to take greater
risks, invest larger sums of money over the long term,
invest in organizational infrastructure, and provide
them with hands-on assistance in building their en-
terprises. In January 1997, HEDF was reinvented as
The Roberts Enterprise Development Fund (REDF).
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The REDF approach

REDF’s mission is to create opportunities for home-
less and low-income individuals to move out of
poverty through training and employment in social
purpose enterprises. Our strategy is to strengthen
these enterprises and their parent organizations so
they can train and employ more people.

REDF makes long-term charitable investments in
portfolio members with annual grants ranging from
$150,000 to $350,000 in total. These grants provide fi-
nancing for organizational infrastructure and capital
for the enterprise(s). REDF also provides strategic busi-
ness assistance, organizational development support,
access to business networking opportunities, social
outcome measurement, and technological tools and
training. REDF staff, many of whom have MBAs, and
business and non-profit backgrounds, meet monthly
with each portfolio member’s management team as
well as providing access to consultants in specific
areas.

Signs of success

Since 1997, over 1,500 homeless and low-income indi-
viduals have been employed by the 20-plus enterprises
in the REDF portfolio. REDF tracks each of these indi-
viduals for two years after they are first hired to see
whether their lives have improved and whether they
are less reliant on public services.

The data show that positive change has occurred for
employees across every category in every enterprise
in the REDF portfolio and that most have decreased
their reliance on taxpayer-funded social services.
These outcomes are at least as good as or better than
those found in the past two decades of US govern-
ment-funded job training programmes, even though
REDF employees typically have greater barriers to em-
ployment than those in government programmes.?
Portfolio members report that REDF’s support is a
significant factor in their success.

Lessons learned

In 1998, REDF conducted a comprehensive assess-
ment of its approach to venture philanthropy, with
an independent consultant interviewing key mem-
bers of REDF staff and each portfolio member’s
management team.

While portfolio members were generally positive
about REDF, there were clearly a number of critical is-
sues that were undermining our overall effectiveness.
These issues included ambiguity about the terms of
the relationship with REDF, the power dynamic



inherent in the funder-grantee relationship, the
pressure REDF placed on the enterprises, and REDF’s
one-size-fits-all approach. Over the past few years,
REDF has adopted five guiding principles® to help
address these issues.

Five guiding principles

Clarity

Our portfolio members had little clarity about REDF’s
expectations of them, the role different staff mem-
bers and consultants played, and the conditions of
renewing their membership in the REDF portfolio.
We are now using a Memorandum of Understanding
(MOU), signed by both parties at the beginning of each
year, detailing both REDF’s expectations in terms of
agency and enterprise performance and what the
non-profit can expect from REDF. The MOU spells out
the timeframe for investments, the process for mak-
ing decisions about grants, the frequency and type of
communications, and many other aspects of the
complex relationship we have with each portfolio
member.

Communication

In order to bring additional clarity, REDF has devel-
oped more extensive written communications with
portfolio members. Twice a year, REDF and the non-
profit assess each other across several criteria laid out
in the MOU. REDF holds monthly venture committee
meetings with each portfolio member to discuss how
theagency and enterprises are doing. REDF’s business
analysts meet regularly with the business managers,
and REDF’s managing director meets quarterly with
the non-profit’s executive director and periodically
with the agency’s board of directors. This increased
communication has proved invaluable in building
more productive working relationships.

Customization

When we began our work in 1997, we had an unspo-
ken desire that every group would use everything we
had to offer. When groups did not take up our prof-
fered support (or felt coerced into using assistance
they felt they didn’t need), it created tension and
resentment in our working relationship. We now
assess each organization’s ability to benefit from each
type of support REDF provides and customize our
approach and expectations accordingly.

Collaboration

Over time, we have moved from pressuring the non-
profits to aggressively grow their enterprises to
developing appropriate financial and social outcome

REDF STATISTICS

2002 budget $3.6 million.

Typical financial investment
$150,000-$350,000 per year.
Length of investment 2-13+ years.
Current portfolio Seven non-
profits running 20 enterprises.
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Investment tools Grants, cash
guarantees, cash flow advances,
recoverable grants, revolving loan
fund (3% interest rate).

Financial return on investment
(ROI) expected None.

Social ROl expected See below.

SOCIAL RETURN ON INVESTMENT

REDF believes the social and economic value created by the non-profit
sector has not been appropriately tracked. As the non-profit sector
continues to compete for charitable dollars, it will be increasingly
important to go beyond evaluating whether a programme is a ‘good
cause’ to analysing if it can be considered a ‘sound and smart

investment’.

REDF therefore attempts to calculate the social return on investment
(SROI) of its portfolio of social purpose enterprises. It does this by:
P describing and analysing the impact of these enterprises on the lives

of individuals;

P calculating the tax dollars saved by helping people reduce their
dependency on public assistance, homeless shelters, and other
government-supported services.

In order to measure the impact on individuals, REDF collects social
impact data on each individual employee to assess whether employment
in a REDF social purpose enterprise is associated with improvements in
their lives. This is done through a baseline survey at the time of hire and
follow-up surveys every six months for up to two years.

1 Letts, Ryan, Grossman,
‘Virtuous Capital: What
foundations can learn
from venture capitalists’,
Harvard Business Review,
March/April 1997.

2 51% of REDF portfolio
enterprise employees are
homeless or at risk of
homelessness at time of
hire, 44% had mental
health issues at time of
hire, and 32% had been
convicted of a crime at
some point before they
were hired.

3 See Melinda Tuan,
‘REDF: Reflections

on five years of

venture philanthropy
implementation’, in
Venture Philanthropy 2002,
Ppp25-27, available
through the Venture
Philanthropy Partners
website at
www.venturephilanthropy
partners.org

goals together. We emphasize partnership in prob-
lem-solving. Key to this is creating an environment
where problems can be discussed openly. We have
worked hard to minimize the traditional funder-
grantee power dynamic by seeing ourselves as
facilitators rather than authorities. We continually
critique our organizational and individual attitudes
and interaction styles and ask for feedback from our
partners.

Consistency

In our early years, we were not consistent in the mes-
sages we sent to the non-profits. Different REDF staff
would communicate conflicting expectations. We
have worked hard to ensure that our communication
with portfolio members is consistent. We hold weekly
‘portfolio review’ meetings with all REDF staff who
interact with portfolio members to discuss the status
of the organization/enterprise(s), the message that
has been communicated and needs to be communi-
cated with the organization, and the appropriate
person to convey that message. >[>
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THE SOCIAL ENTREPRENEUR

Learningtoridea
bicycle built fortwo

John Brauer Running a non-profit social purpose enterprise
is akin to riding a bicycle on a high wire while
juggling. With the right amount of determination and skill it can be
done, but at the end of the day you’re exhausted and hoping that
you haven’t dropped any balls along the way. When you add an
additional level of complexity such as an ongoing partnership
with a venture philanthropist, it might appear that you are now
asking the cyclist, on top of everything else, to ride backwards.

John Brauer is director . . c e . . e
of Northwestern Words like ‘portfolio’, ‘investment’, ‘partners’, ‘dou-
Workshop, Virginia, USA. . e . s B
He can be contacted on blebottom line’, ‘venture committee’ and ‘return on
+1540 677 0809 or at . ) .
jbrauer@adelphia.net investment’ are in everyday use — and they are not

mere words; they represent philosophical values
that play out in the day-to-day interactions between

the different entities involved.

REDF and the VP model - five-year planning cycles,
flexibility of funding to meet business needs, and
mutually defined goals and expectations - bring a
new way of thinking to the non-profit community.
REDF’s funding cycle alone is worth the price of

Unanswered questions for the future

Many questions remain unanswered. How much of
the success of the enterprises and non-profits can be
attributed to REDF’s involvement? Could these results
have been achieved in another way? What is the true
impact of REDF’s work with individual portfolio
members? What impact, if any, did REDF have on the
organizational effectiveness of non-profits that left
the REDF portfolio? How can REDF increase its impact
on organizational effectiveness? In 2002 and beyond,
REDF will be pursuing the answers to these and other
questions, and by continually sharing what we learn,
we hope to contribute positively to this evolving field
of venture philanthropy. @
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As the past President and CEO of Community Voca-
tional Enterprises (CVE), a non-profit organization
(NPO)receiving ‘investment’ funding from a venture
philanthropist (VP), I can attest first hand to the tri-
umphs, challenges and changes an organization
faces when entering such a partnership.

The first and most obvious change is in vocabulary.

admission. While there is no guarantee that the
funding will continue, in all likelihood REDF will
continue as a partner for the full five years and per-
haps longer. As a non-profit the significance of this
cannot be overstated: time normally spent on re-
searching and writing grants on a yearly basis can
now be spent actually fulfilling the mission of the
organization.

After the cheque is cashed

An NPO|VP partnership is unlike any other funding
relationship. While there is the usual exchange of
money for a promised outcome or service, the funder
—and perhaps more importantly the funder’s voice -
does not disappear when the cheque is cashed.

What this meant for CVE is that we were not alone in
defining expectations and outcomes or even, to
some extent, in running our enterprises. As an en-
trepreneur used to making my own decisions, with
some initial distrust of REDF’s motives and level of
commitment, I found this took time to accept.
Accepting that problems could be shared freely with
REDF without financial or other repercussions was
particularly hard. In reality, funding bodies often
ask for outcomes data, but as future funding often
depends on how successful you are with the grant,
successes tend to be played up and problems mini-
mized. We came to learn that talking about our
failures with REDF could be highly beneficial as we
then took a team approach to solving our problems.

This can in fact be the single biggest contribution
that a VP can make to a non-profit - especially when
a non-profit expands beyond its comfort zone and
takes on the issues of the business world. When the
CVE team hits a knowledge/skill wall REDF comes in
to help, either directly or through a consultant.

Difficulties can of course arise when the NPO and VP
disagree on the direction of the business(es) and
what role the VP should play in finding other fun-
ders to assistin the business enterprises and helping
plan an effective exit strategy. All these issues have
been openly discussed between REDF and CVE, and
ultimately agreed upon.

Power and control

One issue to consider when looking at the VP/NPO
relationshipis that a minority funder may have a dis-
proportionate voice in determining the future of the
non-profit. In our case, REDF assumes a significant
role in the future direction and growth of our enter-
prises. While this has presented no particular issue



to the CVE board, staff or other funders, it could be a
big issue for other organizations. While the word
partnership is both used and felt, the reality is that
there is still a power imbalance. While a VP can find
other partners to fund, a non-profit is most unlikely
to find another multi-year funding partner with the
same level of commitment.

Clearly this type of collaboration will not suit all
non-profits. Some would find the partnership inva-
sive. VPs in turn need to be clear about their level of
commitment: are they really willing to take a ‘what-
ever it takes’ approach to help the non-profit reach
its financial and programmatic goals? Finally, even
when both partners believe in the concept, a good
match between the non-profit and the VP is vital.

The CVE/REDF partnership has proved highly suc-
cessful, resulting in a tripling of our business
income over six years. In addition, it has for ever
changed our way of doing business, and ultimately
given us the tools to continue long after the partner-
ship ends. I hope to create a relationship with a VP
here in Virginia with my new organization, North-
western Workshop. When all’s said and done,
running a non-profit organization is still like riding
a bicycle, but when you have a good VP partner it
becomes a bicycle built for two. @

ENCOURAGING INVESTMENT IN INNOVATIVE DEVELOPMENT PROJECTS IN INDIA

CAF India, together with the Rockefeller Foundation, is holding a series
of meetings to bring together social entrepreneurs and potential
investors with the aim of encouraging investment in innovative
development projects in India. At each meeting, portfolios of potential
investments are offered to a set of companies, individual philanthropists,
venture philanthropists, foundations and government funding agencies.
The most recent meeting was held in January with the aim of accessing
social investment for good microcredit projects. The theme for the first
meeting was ICTs for development (see Alliance, Vol 6, No 2, September
2001, p25). Future meetings will focus on innovations in health and
education. The underlying belief is that potential investors are held back

from investing largely because of the lack of knowledge
of the exciting opportunities that are open to them.

FIRST PROJECTS FUNDED THROUGH DEVELOPMENTSPACE

For more information,
contact CAF India Director
Mathew Cherian at
cafindia@vsnl.com

DevelopmentSpace, a new company devoted to pairing small-scale
entrepreneurs in developing countries with donors elsewhere, has been
online since 14 February and already has more than 650 registered users
and 107 projects seeking funds. Six projects have already been partially
or fully financed. The first was to refurbish the bathrooms in a school in
Coimbatore, southern India; the first investor was found see www.development

two weeks after the launch —just $5,000 was needed.

space.com
See also Alliance, Vol 7,
No 1, p1o.
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CVE AnD REDF

Founded in 1986, CVE creates opportunities for
individuals with mental health problems to
successfully reintegrate into the San Francisco
community by providing employment training and
work experience through its seven business
enterprises. Because it owns the businesses, it can
control factors such as what hours are worked and how
jobs are delineated. CVE’s seven businesses combined
bring in around $2 million per year, with placement and
other support services bringing in a further $2 million.

The partnership with REDF began six years ago to
help CVE grow Industrial Maintenance Engineers
(IME), its janitorial business. It needed to expand and
to create more sophisticated training, financial and
accountability systems. Over time the partnership
grew to include other existing CVE businesses and

to develop new enterprises.

In addition to an annual grant of $100,000, initially
agreed for five years, CVE was ‘entitled’ to request
additional funds for such capital expenses as the
growth of the businesses warranted. REDF also
covered costs such as computers, consultants

and personnel needed to help with the business
expansion. At any one time, even with these ‘extras’,
REDF’s contribution was never more than 10-20 per
cent of CVE’s total budget.

The outcomes promised by CVE in return for this
support initially involved financial expectations in
terms of both gross revenue and net income. Over
time, other expectations were added such as number
of employees with disabilities to be employed per
quarter, number and type of contracts, etc. These
outcomes were achieved on a consistent basis.
Occasionally CVE failed to achieve the full objectives
for the quarter, but these were usually accomplished
ahead of schedule, and were sometimes modified or
increased to reflect CVE’s accomplishments. Monthly
‘venture committee’ meetings were held to review
the objectives, results to date, etc.

REDF tends to run in five-year cycles, and meets with
each group separately to talk about whether they
should stay in the portfolio for the next year. CVE
started in the REDF portfolio as one of ten non-profit
social entrepreneurs, but by the end of the five-year
period almost half had exited for a variety of reasons.
Five of the ‘original’ groups went forward into the
next five-year funding cycle, together with a handful
of new groups.
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VENTURE PHILANTHROPY FEATURE

THEVENTURE CAPITALIST

From investment to

donation

Aventure capitalist working
for global equity firm Advent
International has recently joined

NESsT’s Hungarian board. How did he get involved with NESsT and
why is he interested in venture philanthropy? Alliance talked to
Zoltan Toth. Interestingly, he doesn’t think talk of ‘exit strategies’
or ‘financial return on investment’ makes much sense in venture
philanthropy. In fact, he doesn’t think the term ‘investment’

makes much sense -l callit a donation,’ he says.

Zoltan Toth works for
Advent International.
He can be contacted at
ztoth@hungary.advent
international.com

1 See Alliance, Vol 6,

No 4, December 2001.

Téth already knew Lee Davis, but it was the NESsT
Forum in Budapestin October 2001 thatintroduced
him to the concept of venture philanthropy. He
clearly found what he heard interesting. ‘In the area
I come from, philanthropy in general is in start-up
mode. There are alot of NGOs butitstillisn’t natural
for people to give money to them.’

Asyoumight expect of aventure capitalist, Téth sets
alot of store by measurement. The emphasis on mea-
suring effects is one of the things that appeals to him
about venture philanthropy. Another is the focus on
sustainability and having a long-term effect.

A double bottom line?

While he likes the idea of a measurable, sustainable
‘social return’, T6th is much less convinced about
the financial return on investment. ‘When we first
started doing this I thought that we’d get a very de-
cent financial return, that we’d be able to be paid
back the money. But after the conference and talking
to people, I think the real priority is measuring the
other kind of return not trying to get the money
back.’ This is partly a question of scale. According to
Toéth, ‘the money that is donated is by definition far
too small to make a return on. Transaction costs are
very high compared to the money that is given out.’
Paying back small sums takes a lot of time and ex-
pense. ‘It wouldn’t justify the exercise.’

He clearly feels all the talk of a double bottom line is
misleading. ‘As a way to attract donors, this is proba-
bly going to give out the wrong messages.’ Really you
should just be looking at the social return.

If there’s no financial return, where does this leave
the exit strategy? ‘Well, they go hand in hand . ..
With venture capital, you put the money in and the
exit is when you sell the stake in the company. With
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non-profits that’s very difficult to do.” So in venture
philanthropy might an exit just be stopping invest-
ing, rather than getting anything back? The question
makes no sense: ‘Well, an exit means getting some-
thing back.’

Similarities between the two fields

So what are the similarities between the two fields?
Well, the assessment phase is similar. In fact, assess-
ing projects is one of the areas where T6th hopes to
contribute to NESsT as a board member (another is
measuring results). ‘There are a couple of things a
venture capitalist would look at. You’d look at the
organizationitself-howit’s managed, what the peo-
ple are like, what the financials are, how competitive
itis, whether the customers need the kind of service
you’re providing. This is probably something ven-
ture philanthropy should look at too: are these the
people we should give our money to?’ A venture cap-
italist would also look at the major trends, and this
is right for venture philanthropy too. ‘You look at
whether the activities of the non-profit are relevant
today or not.’

Managing the investment is another area of similar-
ity. To Téth the idea of giving a lot of non-financial
support to NGOs you are investing in makes good
sense. ‘You have to take care of what you invest. You
have to follow up and make sure that things are
going in the direction you have agreed on. When for
whatever reason the company or organization de-
cides that they want to go to a different party, you
have to discuss it with them, see ifyou can accept the
different concept.’

What is completely different, ‘poles apart’ in fact, is
the whole motivation system. ‘In venture capitalism,
people are in there because of the money. It’s differ-
ent with venture philanthropy.’

ButToth clearly feels that even without the financial
return, the venture philanthropy model is likely to
appeal to wealthy individuals who’ve made money
in business. Knowing what you want to achieve in
the end and having a system for assessing it is very
close to businesspeople’s minds. Looking after
your money as it is spent is also important. ‘I think
businesspeople are trying to translate their way of
thinking into the philanthropy world.’

But the initial question about whether venture capi-
talists would be interested in investing in venture
philanthropy is probably wrongly formulated ‘be-
causeit’snotaninvestment-Icallitadonation.’@



THE ‘TRADITIONAL’ GRANTMAKER

Three reasons for
supporting NESsT

Tamas Scsaurszki The Mott Foundation has been supporting
NESsT —the Nonprofit Enterprise and Self-
sustainability Team, one of the pioneers of venture philanthropy in

Central Europet-since 1998. There are three key reasons for this.

Expanding NGOs’ resource base

Since the transition began in the late 1980s, Central
European societies are in a permanent process of
redefining the division of labour between the state,
the newly emerging business sector and the non-
profit sector. Citizens expect NGOs to deliver various

Tamas Scsaurszki is
based at the CS Mott

Foundation’s Prague
office. He can be
contacted at
tamas.scsaurszki@ecn.cz

services to social groups and to promote citizens’
interests directly outside the formalized ways of rep-
resentative democracy. Although the overall income

of the sector continues to rise, NGOs are still criti-
cally underfunded. It is unrealistic to expect that
state support, citizen giving or traditional business
giving will significantly increase in the near future.
It is therefore imperative to involve previously un-
tapped indigenous financial resources and to
increase the capacity of NGOs to tap these resources.
The various capacity-building tools offered by NESsT
have already raised NGOs’ understanding of finan-
cial planning and the possibilities of generating
income through their own activities.

Involving more people in the sector

Another result of the changes is the increasing
polarization of Central European societies. The
‘winner’s’ natural solidarity with the ‘losers’ seems

1 For the purposes of
this article, I will refer
to the Czech Republic,
Hungary, Poland and
Slovakia as Central
Europe.

RESEARCH PROJECT LOOKS AT VENTURE PHILANTHROPY SUPPORT FOR ADVOCACY

A new research project seeks to identify the amount of Venture
Philanthropy (VP) grantmaking that supports advocacy and social justice
work; the major factors determining the level of VP support for such
work; and if and how different levels of advocacy affect the outcomes of
VP-funded projects. The aim is to help venture philanthropists and other
funders improve the effectiveness of their grantmaking.

The analysis will rely on in-depth interviews with and surveys of VP

funders, grant recipients, other funders, and advocacy proponents and

experts, plus a review of grant publications and related documents. The

research will be carried out by the US-based Community rormore information,
contact Bristow Hardin at

Resource and Research Center and funded by the Ford

Foundation and Rockefeller Brothers Fund.

CRRCat
crrc@earthlink.net

VENTURE PHILANTHROPY FEATURE

to have weakened in an age when being the master of
one’s personal fortune is more possible than ever be-
fore. Engagement in the non-profit sector is one way
of counteracting these tendencies. Non-profit activ-
ity is relatively new to Central Europe. Thus many
people, especially those who are beneficiaries of the
changes, have not found their way to participate in
NGO|citizen activity. NESsT, through its boards, com-
mittees and capacity-building services to NGOs, has
involved a great number of people who had not been
engaged in the sector before.

Providing a platform for discussion

Building on a long history dating back to the thir-
teenth century, philanthropy in Central Europe has
advanced a great deal since 1989. But practitioners
stillneed to respond to a number of tough challenges
in order to raise the effectiveness and credibility of
philanthropy. One such challenge is creating rela-
tionships between donors and grantees thatlead toa
true exchange of experiences and understanding of
social phenomena.

This is part of a process of strengthening solidarity
between different groups and creating a more equal
society, and it involves thinking of philanthropy as
more than a simple act of giving money away. In
practice, it means discussions around providing
core support, establishing long-term relationships,
meaningful but appropriate donor involvement in
grantees’ work, and funding unpopular but impor-
tant causes. Cooperation between the people and
institutions practising different forms of philan-
thropy isvital in finding answers to these questions.
NESsT’s work in providing a platform for discussion,
such as the Venture Philanthropy Forum in 2001,
has been crucial here.@

ROCKEFELLERS LAUNCH NEW NON-PROFIT TO HELP THE
WEALTHY WITH THEIR GIVING

The Rockefeller family has established a new non-profit
organization to develop and manage giving
programmes for wealthy individuals and families.
Rockefeller Philanthropy Advisors (RPA) is the
successor to the philanthropy office of Rockefeller
Financial Services. RPA currently serves approximately
100 clients, around half of whom are members of the
Rockefeller family. It advises on and manages more
than $50 million in annual giving in more than 40
countries. The proportion of this going to organizations
outside the US is increasing markedly, from 1 per cent
to around 9 per cent over the last few years. seewww.rockpa.org
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VENTURE PHILANTHROPY AROUND THE WORLD

DIGITAL PARTNERS

Akhtar Badshah Digital Partners (DP) is

a ‘social venturing’ non-profit

whose mission is to empower a new generation
of social entrepreneurs working for poverty
alleviation through the tools and market
mechanisms of the global digital economy.
We do this through our Social Enterprise
Laboratory (SEL) and Enterprise Fund.

Akhtar Badshah is

Executive Director

of Digital Partners.

He can be contacted at
abadshah@
digitalpartners.org

1 DPis headquartered

in Seattle, Washington,
with offices in New
Delhi, New York and
Boston.

2 The business plan is

one of four finalists in
the National Social
Venture competition
supported by Goldman
Sachs and eligible for
$55,000 in prize money.

NESST VENTURE FUND

SEL matches the expertise of
venture capitalists, business
leaders and ICT professionals
with the poverty alleviation
activities of social entrepreneurs,
foundations and development
institutions. It has led to the
development of ICT-enhanced,
market-based solutions that
directly benefit poor
communities. The Enterprise
Fund provides initial funding
for the projects either as equity
investments, convertible loans
or grants.

The microcredit industry provides

a good example of the tremendous

potential we hope to catalyse. The

Founded in 2000, the NESsT Venture Fund (NVF)
employs a ‘venture philanthropy’ approach to support
social enterprises in Central Europe and Latin

America.

One of P-Centrum’s

children’s
sculptures.

For more information,
visit the website at
www.p-centrum.cz

It does this by:

» identifying and screening proven
or promising non-profit
entrepreneurs;

» offering rigorous
feasibility/business planning
guidance and support;

»investing in a portfolio of
entrepreneurs through multi-
year financing and capacity-
building assistance;

» measuring performance and
documenting financial and social
return on investment;

» sharing lessons from our work
with colleagues internationally.
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practice of providing small loans
without collateral to the poorest
of the poor has successfully raised
millions of individuals, primarily
women, out of abject poverty.
Nevertheless, the scale and
impact has been severely limited
by the cost and inefficiencies

of the lending process: a small
microfinance institution (MFI)
serving only 15,000 borrowers
may require over 1 million
handwritten entries in a

single year.

Vikram Akula, social
entrepreneur and CEO of Swayam
Krishi Sangam, came to us with
an idea for a software solution
designed for small and medium-
sized MFIs in India — a market
growing at 37 per cent a year. His
proposed solution, incorporating
handheld and Smart Card
technologies, would completely
digitize the lending process and
significantly lower costs and
errors. Eventually, it could address
the liquidity problems faced by

NVF (Central Europe)
Firstinvestment 2001

Typical financial investment
$10,000 per year (not including
venture planning grants of
$1,500-%$2,000)

Typical capacity-building
investment $20,000 per year (not
including in-kind/pro bono support
from Business Advisory Network)
Length of investments 3-5 years
(based on performance)

Current portfolio Four social
enterprises (expanding to sixin
2002)

Investment tools Venture grants
(planned expansion to loans and
equity) and venture planning grants
(for pre-investment business plan
development)

MFIs, another constraint on their
scale and impact, by bundling
digitized micro-loans into
investment derivatives suitable
for investors worldwide.

Through the Enterprise Fund,
DP provided a convertible loan
to finance a team of experienced
software developers. SEL provided
a team of business and ICT
professionals and graduate
students to develop a business
plan to launch a for-profit
enterprise, SKS Infotech, to
market and deploy the solution.?
DP is currently supporting ten
similar projects and will again
be accepting applications for
participation in the SEL in July.

The Kellogg Foundation and the
Open Society Institute provided
the initial funding to launch DP in
early 2000. Individuals, primarily
business and ICT leaders, support
the Enterprise
Fund.

For more information,
visit the website at
www.DigitalPartners.org

Expected financial return (ROI)
None for NVF (all financial returns
from portfolio enterprises are
dedicated to reinvestment in the
enterprises themselves or used to
support the mission activities of the
non-profit parent)

Performance measurement NESsT
monitors portfolio performance in
four key areas: financial: quarterly
data on enterprise performance;
financial sustainability: annual
data on effect on overall financial
diversification and stability of the
non-profit parent; social impact:
annual data on impact of enterprise
on nonprofit mission; organizational
sustainability: annual data on
impact of enterprise on key areas of
overall organizational development.



INTEGRATING A
VP APPROACH
INTO A GRANTS
PROGRAMME

Robert Atkinson The Regional
Environmental Center for

Central and Eastern Europe (REC) has been

supporting environmental NGOs in the region for

the past 12 years. This support is mostly delivered

in the form of traditional project grants; however,
REC s increasingly helping to strengthen NGOs
themselves. In the last few years it has tried to
integrate a venture philanthropy (VP) approach
into its grant programmes. This article looks at
why REC has done this and whether VP is likely to
prove a valuable addition to the grantmaker’s
toolkit in CEE countries.*

Robert Atkinson is Head
of NGO Support and
Capacity Building
Programmes at the REC.

He can be contacted at
ratkinson@rec.org

REC has been working with the
partners of the Sustainable NGO
Financing Project (SNFP)? to

integrate this new approach. With

the guidance of NESsT, REC has
implemented a pilot project to
provide capacity-building and

For more information,
visit REC’s website at
www.rec.org

P-Centrum — NVF portfolio profile

Established in 1994, P-Centrum (Czech Republic)

provides treatment and after-treatment to recovering

drug addicts and their loved ones. It operates a wood-

sculpting business that focuses on making creative

benches and special multifunctional sculptures for

children’s play areas. Employees are recovering drug

addicts and at-risk youth. So far it has received from

NVF:

» venture grant of US$10,000 (2001) for staff and
equipment to expand wood-working enterprise;

» venture planning grant of $1,500;

P capacity-building support estimated to be worth
$16,500.

This investment has enabled it to move to a new
and larger workshop, expand the staff, develop
new product designs and produce a catalogue. Its
priorities now include widening its geographical
reach, diversifying its client base, increasing the
product mix and developing its marketing tools.

financial support to NGOs to
develop ‘self-financing’ initiatives
to help them diversify their
overall financing base.

This pilot represented a definitive
departure from REC’s traditional
grantmaking activities. It involved
identifying NGO business
opportunities, assessing them
through a pre-feasibility and
feasibility study stage, providing
expert advice and support
(through local business advisers
and trainers), preparing and
funding business planning and,
finally, if applicable, supplying
financial and expert support

for the implementation of

the venture. While REC has
significant experience in
organizing traditional calls

for proposals, assessing project
proposals, awarding grants,

etc, introducing a VP approach
presented a new set of challenges.

Potential for VP in the region
The pilot project clearly
illustrated that there is interest in
self-financing - and in the type of
support we were offering - among
NGOs in the region. Some 65 NGOs
from the four target countries
applied to be part of the initiative,
and 12 developed full feasibility
studies. In REC’s experience, that
is a surprisingly robust response
to such a new call. Furthermore,
the seven NGOs that subsequently
received venture planning grants
to develop their feasibility studies
into full business plans indicated
that the capacity-building and
training component of the pilot
was valuable regardless of
whether or not they went on

to receive financial support.

However, there are a number
of challenges to implementing
the VP approach in Central and
Eastern Europe:

Limited financing The amount and
breadth of finance available for
NGO selffinancing ventures is
limited. A greater variety of
financial instruments (loans,
start-up, etc) and support from
other donors for grantees’ self-
financing initiatives will be
needed to overcome this deficit.
Other financial institutions
will also need to be tapped for
additional resources.

Uncertain legal and fiscal
environment In most CEE
countries the law relating to
economic activities is still a grey
area or unfavourable to NGOs.

Insufficient expertise Finally, the
various actors involved in the
pilot all faced limitations in
their expertise. NGO leaders
need more business and
management training; business
advisers need training to
understand NGO issues;
programme officers in
grantmaking organizations
need more expertise in
assessing the overall capacity
of NGOs and feasibility of
selffinancing ventures; NGO
support organizations lack
the business expertise to assist
NGOs with the latter stages
of enterprise development.

Local grantmaking organizations
wanting to integrate a VP
approach into an ongoing

NGO support programme will
clearly need to cooperate with
organizations that possess specific
expertise beyond that which most
grantmakers themselves possess.

1 Anew publication,
Planning for Sustainability,
relates how and why REC
and the SNFP partners
have tried to introduce a
VP approach. For a copy
of this and other REC
publications contact
info@rec.org or go to
REC’s website at
www.rec.org/REC[Publica
tions/publications.html

2 The SNFP partner
organizations are: Centre
for Non-Profit
Management Slovenia;
Civil Society
Development
Foundation, Hungary;
Lotos, Czech Republic;
NESsT, Hungary;
Partners for Democratic
Change, Slovakia.
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CAN VENTURE
PHILANTHROPY
WORK IN
ARGENTINA?

Juan Pablo Iribarne

Compartir FCl was the first community investment
fund to be launched in Argentina. Though the
attempt to constitute the fund was ultimately
unsuccessful, the experience was nevertheless
very rich. Although this model seems to fall more
within the framework of socially responsible
investment than venture philanthropy, the

experience
nevertheless
demonstrates
areal potential
forventure
philanthropy
in Argentina.

Juan Pablo Iribarne was a
co-founder of Compartir

FCI. He is now Enterprise
Development Associate
at NESsT. He can be
contacted at jpi@rdc.cl

1 Aclosed-end fund,

constituted with a
specific amount of
capital and lasting for a
predetermined period,
with a shared-return
mechanism.

2 The Argentine non-

profit sector in
particular has suffered
from dubious cases
related to tax evasion
and organizations
seeming to be created
simply to receive public
gifts - to the point
where the word
‘foundation’
automatically has
dubious connotations.

3 In community
investment funds only
interest earnings are
distributed, so you need
asubstantial capital
base to generate enough
interest to distribute.

The Compartir model ' combines
concepts from a typical
endowment fund with those

of traditional mutual funds.
Compartir FCI invited
institutional and individual
investors to support a group of
social projects during the life of
the fund. Investors would recover
their capital at the end of this
period. The model works like

an endowment fund in that

it distributes only interest
payments, with the important
difference that investors can enter
and exit the fund by buying or
selling shares during this period.

Once we had identified a shortlist
of projects to support, the investor
subscription period began. The
minimum capitalization needed
to launch the fund was US$2
million, and we were able to
gather commitments for around
$1 million. As the subscription
period progressed, it became
evident that several factors were

hindering our reaching our target.

Challenges to venture
philanthropy in Argentina...
The highly unstable political
and economic context tends to
undermine long-term processes.
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The fund’s feasibility study was
completed at approximately

the same time that the Alianza
government was elected in 1999,
which theoretically at least
provided a new four-year horizon,
but from October 2000 (when
the investor subscription period
began) the country was engulfed
in a political and later economic
crisis. The Compartir focus

on investing in government
bonds, originally perceived

as a conservative investment
strategy, began to be seen as
increasingly risky.

Higher levels of public recognition

of the various institutions
involved in creating the fund,
and greater understanding
and support from established
organizations in the non-profit
sector, would have provided
greater credibility to our venture.
Selecting some better known
organizations to support as
well as the community-based
organizations we chose might
also have helped us in terms of
marketing the fund.

Argentines have a rather peculiar
attitude towards innovation.
Although innovative models
generally attract great public
interest, they also tend to arouse
strong suspicion about the real
motivation behind them. This is
partly a response to many not very
transparent practices in different
sectors. Anew model bridging the
financial and non-profit worlds
was almost bound to attract
suspicion.?

...and the potential

On the other hand, several
aspects indicate that venture
philanthropy has potential in
Argentina. Most people are more
conscious than ever before of the
degree of social inequality and

poverty in the country. There is
also a general consensus that
NGOs need to decrease their
dependence on donors. With
lower levels of foreign funds

and public funds becoming

more scarce, it is crucial to

create social enterprises which
are independent and don’t rely
exclusively on grants or subsidies.

What is absolutely clear, however,
is that any new model would
have to display high levels of
transparency and accountability -
tolerance of corrupt practices has
run out. There is also a strong
demand for serious attempts to
measure the social impact of
projects — all points which are
fundamental in venture
philanthropy.

There is also considerable
interest on the part of investors,
as evidenced by the actual
investment commitments
Compartir FCI did achieve and
the hundreds of other meetings
where we found support for

the initiative. Additionally,

VP models require much less
capital to start operating than
community investment funds
such as Compartir FCI.3

What will be needed, however,

is highly professional
communication of what

venture philanthropy is about,
presenting it as complementing
(not replacing) traditional
grantmaking — and not as

a panacea. Clearly, it is not
amagical solution for all

social problems, and no false
expectations should be created in
a society that is tired of them. Our
experience at Compartir FCI can
probably be seen as an extensive
feasibility study, from which a
new business plan will have to be
built when the context is right.



SOCIAL VENTURE
CAPITAL AN IDEA
WHOSE TIME HAS
COME Robjohn

In 1946 one man had a vision to combine the
capital, disciplines and practices of commerce
with the charitable objective of meeting human
need. Back in those post-war years in the UK,
Quaker philanthropist Cecil Jackson-Cole, using
the proceeds of his estate agency business, was
pioneering what some today would call venture
philanthropy. Oxfam, Help the Aged and ActionAid
are among the agencies he launched.

As its first Honorary Secretary,
Jackson-Cole transformed the
Oxford Committee for Famine
Reliefinto Oxfam before going
on to launch Help the Aged and
ActionAid, borrowing investment
tools we would more associate

Rob John is Director of
World in Need. He can be
contacted at
rjohn@world-in-
need.org.uk

Mental health work in India - the result
of social venture capitalin the UK. Basic

Needs is a WIN start-up, which connects

: mental health, poverty and human rights
4 Jﬁ internationally.

OPPORTUNITY INTERNATIONAL UK — A WIN Success

In 1992, WIN met David Bussau. His vision was a world
where even the poorest micro-entrepreneurs could
grow and develop their small businesses through
access to modest sums of capital. WIN partnered with
Bussau and helped launch Opportunity International
UK, part of a global network of banks for the poor. WIN
tested Bussau’s ideas through research and piloting,
and helped him develop credible business plans.
Opportunity was incubated in WIN’s own office space
and over seven years WIN provided more than

f1 millionin core funding, building Opportunity’s
capacity to do excellent work on the ground and raise
funding for it. From day one Opportunity benefited
from a board of trustees drawn from WIN itself -
people with experience of growing new charities
towards viability. In 1999, WIN exited from this
partnership, leaving a sustainable organization which
had established itself as a leader in
development microfinance.

For more information,
visit the website at
www.opportunity.org.uk

with the venture capital industry.
His ideas were radical — in their
day: national newspaper
advertising, trading through
charity shops, etc. In 1965 he
created a charitable trust, World
in Need (WIN), to continue his
unique way of launching and
growing charitable ventures.

World in Need

Venture philanthropyis a
definitional minefield. Most
agree, however, that venture
philanthropists are highly
engaged in their funding, adding
considerable value beyond cash
alone. WIN’s mission is to launch
and grow the ideas of individual
social entrepreneurs into thriving
charitable ventures. WIN learned
from Jackson-Cole that finance is
not enough, even when you work
with a visionary and capable
social entrepreneur. In a form

of highly engaged grantmaking,
which owes more to commercial
venture capital than traditional
philanthropy, WIN can provide

a charitable start-up with core
funding and ‘finance plus’-a
start-up team of experienced
trustees, access to networks and
learning, and technical and legal
assistance. And, like venture
capitalists, WIN has an exitin
mind. WIN’s ‘return’ on these
investments is, at present, purely
social — having helped create and
nurture a cutting edge social
initiative.

In the last 15 years WIN has
launched six major charities;
three are fully exited and viable;!
two, in our current portfolio, are
set to become sustainable in the
next three years, and just one has
failed to thrive. Today WIN has six
ventures in its portfolio. Some are
start-ups; others are existing small
charities with the vision and

P37

potential to scale up to national
impact. All benefit from a highly
engaged form of philanthropy
inspired by the visionary
approach of Jackson-Cole.

The not-for-profit sector is
evolving. Alongside more
traditional charitable solutions

to meeting social need, we see a
new breed of social entrepreneur
emerge. Such people want to
create vibrant commercial
enterprises that have a clear social
mission. Their investors want to
see financial and social return -
the double bottom line. WIN, with
its unique investment approach,
believes in learning to work with
social enterprises, some of which
are formed around non-profit-
distributing firms, with a mixture
of funding appropriate for their
needs - debt, equity and grant.

The bulk of WIN’s income

comes from its shareholding in
Jackson-Cole’s surviving business,
Andrews Estate Agents, from
which it also draws much of’its
human capital. Andrews is the
UK’s largest privately owned estate
agency and is in 100 per cent
charitable ownership. For Jackson-
Cole there was no division
between commerce and charity.
His businesses provided the risk
capital and the people that
transformed the charitable sector
in the UK.

Jackson-Cole died in 1979. He
would no doubt be delighted by
the current interest in venture
philanthropy, which overlaps
with his own practice of social
venture capital.

1 ACET (providing
education and home-
based care for those
with HIV/AIDS);
Opportunity
International UK (see
box); Catch Up (primary
school literacy — a joint
venture with Oxford
Brookes University).

For more information
about WIN, visit
www.world-in-
need.org.uk

For more information

about Basic Needs, visit
www.basicneeds.org.uk
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AVOIDING THE BELGIAN
CONGO ROAD Mechai Viravaidya

I have always believed that most living creatures need to be
nurtured for the early period of life and then left to fend for
themselves. Gifts and grants to my non-profit organization,

the Population and Community Development Association (PDA),
have always been regarded as a kind of short and medium term
mother’s milk. Venture philanthropy can play a crucial role in

providing this ‘mother’s milk’.

One year after the founding of
PDA in 1974, we established a
profit-making enterprise to
generate funds for our non-profit
work. US$65,000, half as a grant
and half as a long-term low-
interest loan, was made available
as start-up funds not by a
traditional donor but by a
modern-thinking US group
which shared our philosophy
oflong-term financial viability
for the non-profit sector. Today
PDA is the largest integrated
development organization in
Thailand, and 70 per cent of its
budget is contributed by its
group of 16 companies, all
separate tax-paying legal entities,
ranging from healthcare
manufacturing to real estate,
restaurants, hotels and travel.?
All were established with funds
originating from the first
venture philanthropy grant/loan.

We at PDA believe we have
avoided the Belgian Congo!
road down which most NGOs in
developing nations are heading,
innocently led by kind donor
agencies which hope that one
day these NGOs will somehow
become financially viable,
without teaching them or
providing resources to achieve
this anticipated milestone.

PDA strongly believes that
sensible donors should assist
NGOs with grants and loans
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to establish profitmaking
enterprises which will one

day replace the donors. It is
unrealistic to imagine we can
survive and prosper in the long
term from the generosity of
others. In the USA more and
more non-profits are generating
income from business
enterprises.® Thailand — and
Asia - need to speed up their
endeavours towards financial
sustainability or be left stranded.

Itis my hope that many donors
will realize the dangers and
futility of going down the
Belgian Congo road and begin to
establish venture philanthropy
funds to enable non-profits to
move towards financial self-
reliance. While most NGOs are
more than willing to try this
new approach, donors tend

to be overly concerned that

the business ventures will not
succeed. We do not expect them
all to succeed, but we know from
experience that many will.

s
e

1 When Belgium
withdrew from the

Mechai Viravaidya is
founder and board

Congo hardly any social
or physical
infrastructure was left
behind.

2 The best known of

these is Cabbages and
Condoms Restaurants
and Resorts.

3 In the year 2000 an

estimated $61 billion
was earned by 14,000
non-profit
organizations. Survey
conducted by the
Chronicle of Philanthropy.

chairman of PDA.
He can be contacted at
mechai@pda.or.th

For more information
about PDA, visit the
website at www.pda.or.th
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OTHER INNOVATIONS IN THE SOCIAL CAPITAL MARKET

From Imagine to E-magine

The Canadian Centre for Philanthropy (CCP) is
currently collaborating with a team of entrepreneurs
and venture capitalists to develop a web-based
programme called E-magine. If successful, this could
generate millions of dollars annually for charities in
Canada.

E-magine was founded by a group of Canadian
entrepreneurs and venture capitalists who realized
that many Canadian entrepreneurs have a strong
social conscience and a desire to give back to their
communities but lack the knowledge and time to
become as fully involved as they would like.

E-magine was inspired by a CCP initiative known as
Imagine, which has been very successful in promoting
corporate giving in Canada. Imagine has more than
550 corporate members which each donate a minimum
of 1 per cent of pre-tax profits to charity. E-magine’s
members will pledge 1-5 per cent of their shares or
options in a particular business venture to charity.

If, for example, an entrepreneur starts up a company,
he/she might pledge that when the company goes
public and is traded on the stock market, 5 per cent

of the money realized from selling the shares will go
to the charity (or charities) identified in the pledge.

The economics of E-magine are compelling. The

value of Canada’s top 100 entrepreneurially founded
companies in 1999 and 2000 was almost CAD50
billion. If membership of E-magine becomes
widespread among Canadian entrepreneurs and
venture capitalists, the potential for generating funds
for Canadian charities is huge. E-magine members will
be able to make their pledges and donations on-line
to make the process as efficient
and easy as possible.

The E-magine website will
Formore mformation,
please check Imagine’s
website at www.imagine.ca
Investors in Society — a bank in the making

Following its public launch in the UK in September,
Charity Bank will continue the Investors in Society
mission to change perceptions of how personal wealth
can provide finance for the benefit of society, rather
than for the profit of business. It will be the first of its
kind: a charity that can accept deposits that earn social
as well as financial returns and a bank whose sole
business is making affordable loans for charitable
purposes. It will offer charities
experienced financial help when
other doors are closed.

For more information,
contact Malcolm Hayday at
mhayday@charitybank.org
orvisit the website at
www.charitybank.org
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BANK GUARANTEES
FOR DEVELOPMENT

Fernand Vincent Founded in Genevain1996,

the International Guarantee

Fund (IGF) aims to help in a different way: instead
of giving money, it guarantees loans, thus making
it possible for its Southern partner organizations
to take out loans from local banks in local
currencies. This helps develop local economies,
which is the only way of fighting poverty.

Achievements

after 17 years

» $20 million
in bank
guarantees
have resulted
in about $60
millionin
credits.

» The average
annual loss
rate of IGF
guarantees
was 5.6 per
cent.

» Support has
been given to
more than
120,000 Micro-
entrepreneurs

IGF does this by using money held
in a fund in Switzerland in UBS
Geneva to provide guarantees in
favour of local banks in the South.
Local banks are then able to grant
loans to IGF partners to finance
their economic activities. In other
words, funds invested in IGF are
used as a collateral for bank
guarantees.

These guarantees normally cover
only part of the credit granted,
the aim being to encourage risk-
sharing by local banks. In IGF’s
experience, each guarantee issued
can generate locally, in the
medium term, three times more
credit than the amount of the
guarantee. However, local banks
are not always ready to accept a
leverage effect from the first year.
When the risk is entirely covered

ONE IGF PARTNER: VITAL — FINANCE BENIN

One of IGF’s African partners is Vital — Finance Benin
(formerly VITA Microbank), which has been providing
loans for the financing and development of small
entrepreneurs since 1998. Women represent 9o per
cent of its clients and the repayment rate is 99.5 per
cent. Typical loans include one for FCFA 400,000
(about $545) made to a young dressmaker, who had
just obtained his dressmaking certificate, to provide
working capital to buy supplies and fabrics to make
clothes to sell. One week after receiving the loan he
landed a contract with a value of FCFA 500,000. Three
years later, he had taken out his third loan from Vital -
Finance, and his earnings allow him to better sustain

his family.

by IGF, it can often negotiate

a below-market interest rate.
IGF’s own risks are limited by
adequately balancing different
activities and regions.

Selecting the beneficiaries
IGF identifies its partners
through local consultants. They
are all groups that contribute to
job creation - micro-enterprise
associations, fair trade
cooperatives or savings and
credit unions. They must have
some accumulated savings or
capital, and be aiming for self-
sufficiency in the medium term.
Any profits are ploughed back
into the partner organizations.

The end beneficiaries, who
receive funds from these
organizations, are micro-
entrepreneurs in urban or rural
areas: small farmers, craftsmen,
traders, cattle breeders, etc.

Strengths of the guarantee
scheme

The central advantage of the

IGF scheme is that it reduces
dependency relationships
between the North and the
South. It enables IGF partners to
establish commercial relations
with banks in their own country
and contributes to creating a
climate of trust between NGOs
and local banks. This helps
reduce the perceived importance
of the international aid system
and leaves the beneficiaries free
to choose their own approach to
local development.

There are also financial
advantages to the scheme. In
comparison with locally invested
funds, a guarantee minimizes
the risk of currency depreciation,
since the funds remain in
Switzerland. Furthermore, as

the guarantee is issued in hard
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currency and the credit is usually
granted in local currency, the
collateral is worth even more in
devaluation-prone countries.

The guarantee scheme also
avoids exchange restrictions.
In several countries where IGF
has been working (eg Rwanda,
Ecuador), the government has
taken measures to prevent or
restrict fund transfers to foreign
countries. This would make it
very difficult, if not impossible,
for loans to be repaid. With a
guarantee and a local credit,
the partner is able to continue
to work with its overdraft in
local currency.

At present there are 56
members/shareholders: 25
Southern partner organizations
in Latin America and Africa,!

6 Northern organizations and
25 individuals. One share has
anominal value of CHF 1,200
(about US$750); no dividends
are paid. Each beneficiary
organization must subscribe
to the IGF for 10 per cent of the
value of its guarantee with a
minimum of five shares.

At the end of February 2002
paid-in capital was CHF 811,200
($500,740) and the Reserve Fund
stood at CHF 480,000 ($296,000).
For more information,

visit the IGF website at
www.fig-igf.org

1 Ecuador, El Salvador,
Peru, Chile, Nicaragua,
and Guatemala;
Senegal, Burkina Faso,
Togo, Rwanda, Benin
and Burundi.

Fernand Vincent is a
board member and
founder of IGF. He can
be contacted at
info@fig-igf.org
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VENTURESOME
PROVIDES ANOTHER

PIECE |

N THE

FUNDING JIGSAW

John Kingston

Venturesome, CAF’s new risk
investment fund, aims to

create a new model for financing voluntary and
social enterprise in the UK. CAF will invest £1
million in the fund, plus £250,000 per year fora
top-up reserve and management costs. The target
is to build a capital fund of £5 million within three
years, growing to £50 million over ten years, with
additional investment coming from personal

charitable trusts,

For more information,
contact John Kingston,
Director, Venturesome, at
jkingston@CAFonline.org

foundations and corporates.

Venturesome will provide
development and project funding
to UK organizations with
charitable purposes. The range of
investment will be up to £100,000,
with the larger investments in
development capital rather than
start-ups. It will also consider
providing support for the

expansion of commercial
subsidiaries of charities related

to the mission of those charities.
For example, CAF might provide
£50,000 as a ‘recoverable grant’

to help a charity develop a fee-
earning consultancy service
closely linked to its mission. If the
business develops as planned, CAF
will recover its funds. If not, not.

Venturesome thus aims to plug

a gap between income from
grants/fundraising and loans
from banks and community
financial intermediaries. (In the
commercial sector, the gap would
be filled by venture capital.)
Where the risk to a lender is too
great, and grant money is not
available, Venturesome may be
able to assist in providing finance.
To over-simplify, if Venturesome
provides support and the project
or charity is successful, itis a
lender and the money is returned
for recycling. If the project is not
successful, it can convert part or
allits supportinto a grant.

ACUMEN TO SUPPORT MUSLIM CIVIL SOCIETY LEADERS JACQUELINE NOVOGRATZ

Acumen Fund’s second portfolio focuses on
strengthening civil society in predominantly Muslim
societies by supporting outstanding leaders and

their organizations. We are currently exploring the
possibilities of working in Egypt, Jordan and Pakistan.

Jacqueline Novogratz
is CEO of Acumen Fund.
She can be contacted
by email at jnovogratz@
acumenfund.org

For more information
about Acumen Fund,
please visit the website at
www.acumenfund.org

I have just completed a trip to Egypt
and Jordan and our COO, Dan Toole,
has just been in Pakistan. There
we’ve seen with stark clarity the
importance of supporting a new
generation of leaders. We’ve met
with individuals who are working
against tough odds to build
institutions that offer hope,
opportunity and voice to the poor.

Our visits have been received with
great enthusiasm by people in the
Muslim world who share our vision
of creating a global network to
support civil society. Acumen
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believes it is critical to identify
these leaders, support their work
and link them to one another as well
as to our network of philanthropic
investors. Currently, more than

50 per cent of the population in
predominantly Muslim countries
are under 21 years of age.
Supporting leaders and institutions
that provide alternatives and
opportunities is essential to their
futures and to peace.

Social enterprises will be selected
according to Acumen Fund
investment criteria, which include
strong and ethical leadership,
management capability, scalability,
potential for systemic change, and
clear opportunity for value-added
input from Acumen.

A top-up reserve, to be funded by
CAF and others, will offset any
losses/grants, so that the capital
fund is maintained and can be
recycled as often as possible.
Interest, fees and capital profits
earned will be ploughed back
into the reserve.

Debt, underwriting, guarantees,
‘recoverable grants’ and equity
will be used as investment
instruments. Recycling of funds
will maximize the use of
charitable monies.

Managing risk

Venturesome will manage its

investment risk in various ways:

P co-investment, wherever
possible, alongside Investors
in Society and other social
lenders or charitable
grantmaking foundations;

P regular review of investment
instruments (loan, redeemable
grant, etc) and the stage of
development of investees
(start-up, development capital,
etc);

P use of monitoring
mechanisms to provide early
warning of difficulties;

P investing no more than 10 per
cent of the fund in any one
enterprise.

Market development and
advocacy

CAF’s intention is to play a
catalyticrole in creating a new
investment market for voluntary
and social enterprise, bringing
together old and new supplies

of funding with entrepreneurial,
developing charities. It therefore
hopes to use Venturesome

to demonstrate successful,

good practice to charities,
foundations, other donors

and government.



