Coaching material about fundraising,
managing risk, sustainability strategies
- Good practices
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Access to financial resources as well as risk management is of critical importance for social enter-
prises, as for all other types of businesses.

The chapter bellow verifies of the outputs of the EU study Social enterprises and their ecosys-
tems in Europe (which provides an overview of the social enterprise landscape in Europe based
on available information as of January 2020) and share the views under the CE RESPONSIBLE
project.

Financial resources are needed to support their start-up and consolidation as well as the continu-
ity and growth of their activities. The availability of financial resources in all of the phases of the
life of an enterprise is crucial, but they play different roles in each phase and come from different
sources as was seen in deliverable D.T1.2.1.

In general, the access to financial resources for social enterprises is more complex than for other
enterprises. Since they aim at generating positive social impacts and can only distribute profits
to their funders and owners to a limited extent, if at all, they are not well suited for investors,
whether individuals or financial institutions, that seek significant financial returns. The social
and general interest nature of the goods and services they provide and the types of users they
serve add further complexity.

For instance, given their non-profit nature, social enterprises struggle to raise the capital needed
for starting up and consolidation: potential financiers have no chance to get an attractive com-
pensation for the risk, even in the long term. At the same time, unlike conventional enterprises,
social enterprises can normally rely on additional resources, whether private (human, such as
volunteers, and financial, such as donations) or public (including in the form of dedicated fiscal
advantages). These resources can, however, be insufficient or unstable.

The availability and origins of the diverse types of resources depending on their function:
1. non-repayable resources to start up and scale,
2. resources from income-generating activities,
3. repayable resources mainly used to finance investments, and

4. fiscal breaks, advantages and incentives.



1) NON-REPAYABLE RESOURCES TO START UP AND SCALE

Table below shows the diffusion of some of the main support measures for new social enterpris-
es. At the moment, public measures are predominant, but measures supported by private institu-
tions are widespread as well and are becoming increasingly important.

Availability of major support measures for starting up social enterprises

Type of support . . e .
P pp Yes, without limitations | Yes, with limitations Not available
measures
Croatia
Grants and subsidies Austria Czech Republic
. Germany
from public Italy ) Hungary
.. Slovakia .
authorities and Poland Slovakia
European funds Slovenia
Grants and other )
. Austria
support from private .
Croatia Italy Hungary
stakeholders, ) ) )
. Czech Republic Slovakia Slovenia
foundations
Germany
and secondlevel
organisations
. Croati
Private and roata _
. Germany Czech Republic
public support for
. . Hungary Poland
incubators and Austria )
K i . Italy Slovakia
business innovation .
Slovenia
centres




2) RESOURCES FROM INCOME-GENERATING ACTIVITIES,

Social enterprises are engaged simultaneously in a plurality of income-generating activities,
combine market and non-market, public and private resources and often access multiple markets
applying different rules and methods. Moreover, social enterprises do not operate only in already
existing markets or in quasi-markets created by public procurement practices.

Resource mix from income-generating activities.

Country Types of resources

Mix of resources derived from public subsidies, public contracts, sales of goods
and services, membership fees, donations and other private revenues. The com-
position of the resource mix depends on the type of organisation and the services
provided. At one extreme, there are 185 larger cooperative social enterprises ac-
Austria tive in the field of housing, which rely on public subsidies for approx. 90% of their
income; at the other extreme, there are some well-established enterprises in the
NPO sector, for which market-generated income represents at least 50% of the
total income (where the smaller organisations prove to be more market-oriented

than the bigger ones).

Resource mix characterised by a significant share of public funding consisting
largely of grants for employing disadvantaged workers in WISEs. The Croatian
Employment Service offers various support for employers to employ different
vulnerable and underrepresented social groups. They offer small grants for start-
Croatia ing a business and self-employment, subsidies for workers’ salaries, grants for
reimbursement of additional costs associated with the employment, and grants
for education and training of workers with disabilities. Social entrepreneurs can
use these measures. The law on public procurement allows the possibility of issu-
ing reserved contracts for NPOs in the fields of health, social and cultural services.

Resource mix derived from a combination of different activities and market op-
portunities. The overall income of SEs includes a broad spectrum of both public
and private sources. However, it is difficult to assess the level of their grant de-
pendency or their dependency on public sources more generally. WISEs generate
) a high proportion of income from their own economic activities. Moreover, SEs
Czech Republic ] . .
very often combine various forms of public support. WISEs make use of payments
according to the Employment Act; about 50% also access funding from EU grants.
Other sources of public money are very rare. Only 10% managed to attract other
grants either from the state or from local municipalities; a few also obtained pri-

vate donations and support from non-profit foundations

Resource mix with significant differences in the sources of income among differ-
ent legal forms and activity performed. Public grants, subsidies and donations
Germany still function as very important sources for the organisations for which data is
available, although their share has generally fallen in recent years. Regulated ser-
vice fees (paid by local authorities) are the major source of income for associa-

tions and public benefit companies.




Hungary

Resource mix guaranteed by state support (statutory or non-statutory) from the
central budget or from local governments, private domestic or foreign support,
core activity revenue (service or commission fees, price and sales revenue, mem-
bership fees both from the central state and municipalities), as well as other le-
gal entities and private individuals, business activity revenue (entrepreneurial
revenue, rent, sale of tangible property, interest revenue, financial investment
revenue), in different proportions depending on the type of organisation and the
sector of activity. However, the main sources of income for SEs with non-profit
legal forms come from core activity revenue and business revenue; the rates of
state support, private support and other revenue measures are significantly low-
er. Core activity revenues are most relevant in cases of foundations and associa-

tions and business income in the case of non-profit companies.

Italy

Two different resource mixes: in social and educational services, 80% of the fi-
nancial resources come from public authorities and the rest from private users; in
WISEs, the percentage of public vs private sources is around 50/50.

Poland

Resource mix with a majority of resources (70%) generated from the sale of goods
and services in the markets, 30% from grants and donations, 20% from public in-
stitutions and 10% from private donors. Of the 70% generated by market transac-
tions, only 7% derive from public procurement processes, 30% from mission-re-

lated activities and 30% from activities not mission-related.

Slovakia

Resource mix influenced by the legal form of the organisation and field of activity;
guaranteed job subsidies capping the cost of disadvantaged employees of WISEs;
strong focus on combination of loans and grants; public procurement practices
for the provision of general interest services are underdeveloped due to the small
amount of dedicated public funds. However, in order to strengthen the income
from the sale of goods and services, the tools of social procurement have been

vigorously promoted.

Slovenia

Resource mix with differences among associations, private institutes and foun-
dations. Private institutes lean most heavily towards market activities (57% of all
revenues), whereas associations and foundations registered as SEs mainly depend
on public sources in both forms of contracts and subsidies (especially for WISEs):
the majority of public funding stems from contracts resulting from public tenders
or concession agreements. Foundations—which represent a small share of the
overall number of NPOs operating in social services and healthcare—derive the
majority of revenues (94.7% in 2017) from sales of goods and services; only 1.3%

of revenues come from public sources.



The availability and use of repayable financial resources for social enterprises is very heteroge-
neous both on the demand and supply sides. In countries in which the social enterprise phenom-
enon is in its early stages of development, such as Central and Eastern Europe, both demand for
and supply of repayable resources are only beginning to emerge. Conversely, in countries with
a more consolidated social enterprise sector there is a significant and growing demand for re-
payable financial resources that seems to be adequately met by public and private suppliers, in-
cluding specialised financial institutions and traditional financial intermediaries (as in the cases
of Italian social cooperatives). Finally, there are countries in which the demand for repayable
finance is growing but there is no evidence of its real amount and of whether it is satisfied.

The supply of repayable financial resources for social enterprises varies widely from country to
country. Depending on the degree of development of the financial sector, social enterprises can,
atleast in theory, count on:

» Public (or quasi-public, as in the case of cooperative mutual funds made compulsory
by law) financial institutions or special funds specifically dedicated to financing in-
vestments in public and private organisations managing activities of public interest,
including social economy organisations, non-profit entities and social enterprises, as
in Austria, Germany and Italy.

» Traditional financial intermediaries that in several countries are already financing so-
cial enterprises and are increasingly interested in responding to their credit needs, es-
pecially where the sector is well developed and clearly regulated. In Germany and Ita-
ly, for example, retail banks are frequently providing loans to social enterprises, which
appear to be less affected by the economic downturn than enterprises operating in
private markets and generally show a low level of risk given their small size.

* Socially oriented banks, such as cooperative banks (which can be found, for example,
in Italy) and ethical banks (e.g., Banca Etica in Italy Triodos Bank in Germany), which
are in principle particularly willing to fund local initiatives such as the ones promot-
ed by social enterprises. Various traditional banks have also created or are willing to
establish specialised institutions or particular divisions that are conceived to address
specifically the financial needs of non-profit organisations. This is the case for Uni-
Credit and UBI Banca in Italy, Bank Gospodarstwa Krajowego (BGK) in Poland, which
provide financial support within the framework of EU funds.

» Financial support or financial institutions established by national or local networks
of social enterprises, such as Social Finance Foundation, and the cooperative mutual
funds Fondosviluppo and Coopfond in Italy.

» Emerging private social venture capital funds, established by existing or new foun-
dations, ethical banks or their foundations but also by individual entrepreneurs and
families. Examples can be found in Germany (BonVenture, Ananda Impact Ventures),
Italy (OltreVenture, SEFEA IMPACT). However, the targets of most of these funds are
not only social enterprises but a larger spectrum of organisations, so-called “impact-
driven enterprises”. Grant-making foundations (national and international) are mov-
ing towards strategies of venture philanthropy and are showing a growing interest in
supporting social enterprises’ investments through low-interest or interest-free loans
to be repaid under certain conditions. Some of the abovementioned institutions and



other actors are starting to use crowdfunding platforms to collect equities and sell
bonds. There is a widespread feeling that this way of using crowdfunding platforms
could become one of the mostimportant tools for the development of social enterpris-
es in Europe.

Difficulties in accessing finance also result from insufficient knowledge of the existing supply
of finance, a lack of investment skills and a poor ability amongst social enterprises to develop
adequate business project proposals. In several countries, social enterprises (especially newer
and smaller ones) have not yet developed the skills necessary to attract and manage repayable
financial resources: they have vulnerable business models and inadequate management/gover-
nance structures and knowledge.

Fiscal benefits and fiscal advantages awarded to enterprises and organisations are primarily in-
tended to support their consolidation. In the case of non-profit organisations and social enter-
prises, fiscal advantages are also aimed at reducing the cost of production (and consequently the
prices) of the services provided and at favouring their capitalisation.

Countries with specific fiscal benefits for social enterprises

Austria, Germany, Hungary, Italy, Poland, Slovakia | Croatia, Cyprus, Czech Republic, Slovenia

The main challenge seems to be to make a complex and broad spectrum of financial tools—draw-
ing on grants, loans, and consulting modules—available to social enterprises that are tailored to
their diverse needs in the different phases of their life cycles (e.g., Czech Republic). Against this
background, particularly interesting are crowdfunding initiatives, including equity crowdfund-
ing and funding from venture philanthropy, that have been supported by EU initiative.
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Following the aim of coaching materials that introduce model of fundraising, managing risk
approaches and tools, long-term sustainability strategies appropriate for social enterprises we
firstly provides a deeper insight into the statistical data in the sector of social enterprises in the
Czech Republic published by the Ministry of Labour and Social Affairs (MoLSA) at the end of
2019. MoLSA included 167 organizations with 303 establishments in the survey. After having an
overall overview, a short survey was designed and realized within social companies in the South
Bohemian Region. Primary data has been collected and analysed with simple statistical tools and
analysis of the interview.

Main findings in the sector of social enterprises in the Czech Republic are:

The most common legal form in the examined sample is a limited liability company with
53%, followed by a non-profit company with 16%, then an association with 10% and a co-
operative with 8%. 84% of the surveyed companies are independent legal entities and 16%
are part of a larger organization.

The most common area of business at the level of establishments is Trade (31%). The fol-
lowing are another 6 areas of business, which are represented almost identically.

According to the study, social enterprises employed 5,254 employees in 2018, of which
3,852 were disadvantaged.

Total revenues in 2018 were CZK 2,091.5 million. The average total revenue of one compa-
ny was CZK 13.1 million. More than half of the surveyed social enterprises (57%) reported a
profitin 2018, almost a quarter (24%) made aloss and the least reported about zero (19%).

According to respondents’ estimates, more than half of total revenues were sales (57%),
followed by contributions provided under the Employment Act (22%). Subsidies from
European operational programs accounted for 11%.

The graph below shows the share of individual sources of financing (including sources from own
economic activity). The data are expressed as a percentage of all finance, in 2018.

As a non-subsidy sources, we can present revenues from own business activities and contribu-
tions from the Employment Act (payments from the state for the integration of people with dis-
abilities into the labour market). This shows in total four-fifths from all company money. Based
on these results, we can say that the shared opinion that social enterprises “rely just on subsi-
dies” is a myth.

15



PLEASE SELECT THE 3 STRONGEST ASPECTS OF YOUR SOCIAL ENTERPRISE %
We are able to respond flexibly to customer needs 21%
We have extensive experience working with the target group / disadvantaged employees 20%
We make a significant contribution to improving the quality of life of our disadvantaged 16%
employees
We offer above-standard quality products / services 13%
We have stable supplier-customer relationships 9%
We are connected to the local community 6%
We spread awareness of social entrepreneurship and contribute to its good image with the 6%
public
We actively cooperate with other social enterprises 4%
We actively support local life (organizing events, etc.) 3%
Other, please specify 2%

When assessing weaknesses/obstacles, social enterprises most often mention the problems that
small and medium-sized enterprises usually also have. In addition to the lack of money for in-
vestments and marketing, there are mainly classic problems with a shortage of workers and their
turnover. A specific problem of social enterprises is the overloading of managers.

PLEASE SELECT THE 3 WEAKEST ASPECTS OF YOUR SOCIAL ENTERPRISE %
We do not have money for longer-term investments 20%
We do not have enough capacity for promotion and marketing 15%
We do not have enough workers 12%
12%

Managers are chronically overloaded

We are disproportionately burdened by the administration related to obtaining public 8%
funds (grants, contributions from the labour office, etc.)

6%
6%

We lack systematic financial management

We are too dependent on grants




We cannot offer our products / services well 6%
We are bothered by the rapid turnover of employees 6%
We are in the throes of operational problems 6%
Other, please specify 6%

Despite these obstacles, social enterprises in the Czech Republic were able to realise growth; ac-
cess to funding is increasing; the profitability of many companies is increasing and the social

Source: https://ceske-socialni podnikani.cz/images/pdf/Vyhodnoceni dotaznikove setreni 2019.pdf

impact of many social enterprises is being measured.

To gain a better understanding of social enterprises, related to their experience with fundraising
and risk management, we used the practical experience encountered by social enterprises within

the South Bohemian Region.

The answers of two social enterprises in Ceské Budé&jovice are summarized in the table below:

The Institute for Monuments and Culture

DESCRIPTION OF THE SOCIAL ENTERPRISE

Non-governmental, non-profit organisation,
which acts as a SE providing employment to
people with disabilities.

Within its wide activities, comprising also
workshops and conferences, it runs a very
comprehensive web portal called PROPA-
MATKY which was created as a reaction to
the lack of some kind of information in the
field of historic assets preservation in the
Czech Republic.

The uniqueness of this social enterprise lies
in the fact that they are probably the only
editorial office that has been working as a
social enterprise for a long time (more than
10 years). Due to its specificity, created web
portal & magazine has substantially helped
create a shift in positive perception of the
field of care of monuments by media and
general public.

Social enterprise, deals with the operation
of the re.use center and the subsequent use
of the acquired material/things/furniture for
further activities.

The main activities include cooperation
with the Local Furniture Bank, renovation
and redesign of furniture and its subsequent
sale and organization of workshops, that are
mainly focused on the renovation of wood-
en furniture, upholstery and other creative
work

FINANCING

SOURCES

e Subsidies
Sponsorship gifts
Benefit events

Club of the supporters

e Subsidies
e Sales of own (redesigned) products and
services
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FUNDRAISING
EXPERIENCE

Donors of this SE are people who are interested in fi-
nancing of restoration and preservation of historical
monuments. SE offers them the opportunity to be
part of a club of friends (member) and draw benefits,
for example in the form of sending a magazine. The
members contribute to the running of the entire orga-
nization (employment of cca 10 - 12 people).

Kabinet CB runs the project of the Material Bank in
Ceské Budé&jovice through fundraising. The purpose
of the Material Bank in Ceské Budé&jovice is to help
clients of their member NGOs with household equip-
ment, or NGOs themselves with equipment of offices
and other establishments.

THE GRAPH BELOW SHOWS COMPARISON OF THE SES EXPECTATION FROM FUNDRAIS-
ING IN LINE WITH IMPACT FOCUS.
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In South Bohemian region the tools supporting social enterprises in the various phases of their
development are missing (life cycle management). A subsidy during the start-up phase/proof-
of-concept phase is often appreciated and can play a major role in helping to get businesses up
and running. This phase is about testing and further specifying the initial idea. Furthermore, a
good business plan is also very important; in this regard, social enterprises are no different than
regular start-ups. The interviews confirmed the impression that existing social enterprises ap-
preciate subsidies and support during this phase. Once the business is up and running, social
enterprises prefer their products and services to be purchased rather than receiving subsidies
and other types of support.

During the growth phase, social enterprises often find more difficult to obtain the required fund-
ing. After the initial phase, investment is often needed in order to start production on a larger
scale. The interviews confirmed that SE need to have stable business partners with regular busi-
ness cooperation to be able to continue their operation and to create the social impact.

“My aim is to be regarded as a partner and not as a project. I do not want to receive subsidies; I
want to be your business partners.” — said Dana Kalistovd, KABINET CB.
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