
Introduction to blended finance for social 

entrepreneurs and social business –

how to scale “game changing” solutions

Savings and Credit Forum,  21 September 2016 / SDC, Bern
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What do

> 80% of social enterprises

serving the Bottom of the Pyramid                    

have in common?

20 September, 2016
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They are not operating at 

or near scale and are 

not ready to take on investment.

20 September, 2016

Sources: Promise and Progress - Market-based solutions to poverty in Africa (Monitor Group 2011) and Emerging Markets, Emerging 

Models – Market-Based solutions to the Challenges of Global Poverty (Monitor 2009)
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What do

> 80% of institutional 

impact investors

have in common?

20 September, 2016
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They seek competitive, 

market-rate returns

or returns close to market rate.

20 September, 2016

Source: GIIN, J. P. Morgan “Annual impact investor survey” 2016
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Why private capital matters

September 20, 2016
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Social 

Impact

Time

Initial

Capital

Unlocked

Capital

The (new) role of public funders                     

and philanthropists

September 20, 2016

It’s all about 

maximizing the impact 

for capital deployed
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How to call it ?

September 20, 2016

Catalytic Capital

Blended Finance

Hybrid Finance
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“ Blended Finance is the strategic use of development finance 

and philanthropic funds to mobilize private capital flows to emerging 

and frontier markets. (It) represents an opportunity to drive 

significant new capital flows into high-impact sectors, while 

effectively leveraging private sector expertise….” 

OECD / World Economic Forum, 2015

What is Blended Finance?

September 20, 2016

“Grow the Flow” 
Joan M. Larrea, 

Convergence
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The threat: WE are defining the solutions 

September 20, 2016
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The opportunity: scaling innovations and 

market-based solutions

September 20, 2016

projects  social enterprises

beneficiaries  clients

intentions  results



www.roots-of-impact.org Slide 12

The opportunity: scaling innovations and 

market-based solutions

September 20, 2016
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But:

The market is imperfect

20 September, 2016
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The invisible “separation” of the market

20 September 2016
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Everybody is waiting……

20 September 2016

… at the end of the pipeline
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The strategic financing gap
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Early-stage social enterprises don’t fit into 

traditional types of funding

CommercialNon-Profit Hybrid

• Modest returns

• Few exit options

• Not ‘one’ 

financing

solution

• Market-rate 

returns

• Exit options

• No return

• Short-term 

horizon
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Social enterprise financing options
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The developing market challenge

September 20, 2016
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Blended Finance solutions either

increase the return or reduce the risk

September 20, 2016

Source: Center for Global Development working paper 402, May 2015
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Typical Blended Finance solutions (I)

September 20, 2016

Engagement by

development finance or

philanthropic funds
=
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Typical Blended Finance solutions (II)

September 20, 2016

Engagement by

development finance or

philanthropic funds
=
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Structured / layered funds

20 September, 2016
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20 September, 2016

Raw milk
Milk collection & 

processing Cheese

Butter

Yoghurt

Cream

Skimmed 

milk

Whole milk

Analogy for Structured Funds
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Pay-for-Results &

Market Incentives

20 September, 2016
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Social Impact Incentives

SIINC

20 September, 2016
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Intermediation &

Eco-System Building

- Example Germany -

20 September, 2016
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FASE: building a bridge between social  

entrepreneurs and investors

Investors benefit from:

access to investment opportunities in 
leading, investment-ready social 
enterprises

customized impact investing 
opportunities, selected according to 
individual investor preferences 

clearly structured and transparent 
investment and transaction processes 
between social enterprises and investors

Social entrepreneurs receive:

 support in developing their business 
models to reach investment readiness

 identification of potential investors 
and recommendations for the ideal 
financing mix

comprehensive consulting and 
coordination to guide them through the 
transaction processes
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Success Germany: pipeline of investment-ready 

social enterprises with € 5m injected

• FASE was established as the leading financial 
intermediary in Germany, supporting social enterprises 
with outstanding impact in attracting growth capital. 

• FASE has fueled an open pipeline of leading, 
investment-ready social enterprises that are poised for 
growth: 14 deals closed so far, EUR ~ 5m injected.

• FASE created an active network of more than 250 
philanthropic and impact-oriented investors, incl. the 
first social business angel club (‚Ashoka Angels‘). 

• The EU supports FASE with grants to pilot hybrid 
financing models during 2014/2015.

• FASE is setting-up an early-stage co-investment fund to 
co-invest in social enterprises in Germany/Austria 
together with lead-investors (EUR 5.5m fund volume)

Major achievements so far: Examples of closed financings:
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Hybrid models: financing social enterprises with and 

without break-even to scale their impact

 Use “classical” financial 

instruments for impact 

investments

 Equity

 Mezzanine (quasi equity)

 Subordinated loan

 Build hybrid model with for-profit 

and non-profit entity

 Non-Profit: Grants 

 For-Profit: Equity, mezzanine, 

subordinated loan

 Use innovative financing tools to 

internalize external effects

 Pay-for-success mechanism 

(e.g., Social Impact Incentives)

Social enterprises with break-even

Financing

strategy

Social enterprises without break-even
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 Frank pioneers a diagnostically 
superior breast examination method 
by training blind people as skilled 
diagnosticians.

 Social impact: Their superior sensi-
tive touch enables blind women to 
detect breast cancer earlier than the 
average doctor. So far 10,000 women 
have been examined. 38,000 planned 
in the next five years to come. 

 Investment need: Investment for 
national rollout is already covered. 
Further investment is needed to 
tackle the international rollout.

Dr. Frank Hoffmann
Discovering Hands

Contracts with two 
institutional investors signed

 Attila established self-help groups for 
people in bankruptcy. Based on this, he 
builds a consulting company to advise 
entrepreneurs around bankruptcy.

 Social impact: von Unruh & Team 
provides crisis and turnaround 
consulting. All consultants have made 
their own crisis experiences and 
advise on equal terms. Usually, they 
accompany their clients to their 
successful comeback. 

 Investment need: Growth capital for 
start-up phase needed, structured as 
revenue participation right.

Attila von Unruh
Insolvents Anonymous

Contracts with two 
business angels signed

 Heinz Frey creates DORV centers, 
which become a one-stop-shop for 
citizens so that they can stay in their 
areas instead of deserting them.

 Social impact: DORV offers domestic 
goods and services, but also a place 
for personal interactions. Currently, 
10,000 citizens already benefit from 
12 centers. 50 new centers are 
planned in the next 5 years. 

 Investment need: Setup costs of 150 
TEUR are needed until break-even is 
reached and profits for the non-profit 
organization can be generated

Heinz Frey
DORV

Contract with one 
foundation signed

Examples of closed growth financings (I)
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 Ralf is pioneering the movement of 
supporting people over age 50 to 
become entrepreneurs with 
economically sustainable models and 
is activating their creative potential for 
solving social problems. 

 Social impact: He supports the 
growing number of men and women 
in the second half of their lives who 
are keen to start their own 
businesses, either due to a lack of 
jobs or to financial difficulties. 

 Investment need: Setup for national 
social franchise implied EUR 150k.

Ralf Sange
Gründer 50plus

Contracts with one business angel 
and one foundation signed

 Gregor’s latest venture, disAbility
performance austria (dpa), is the link 
between commerce and people with 
disability. The entrepreneurial and 
social goal is to help companies 
identify the potential of disabled 
people. 

 Social impact: dpa is the first inter-
mediary between companies and 
disabled people with the aim to 
identify and use their potential as 
customers and employees. 

 Investment need: The start-up 
phase in Austria required EUR 300k.

Gregor Demblin
Disability Performance 
Austria

Contract with one 
institutional investor signed 

 Robert has created a unique social 
online-network connecting schools with 
external partners, who offer various 
external offers to enrich the schooling 
curriculum.

 Social impact: the online market place 
is free of charge for schools and 
connects them with companies, 
cultural institutions, experts and 
sporting clubs (for example via a 
virtual pin board) to enhance the 
learning of students. 

 Investment need: Setup costs of EUR 
450k were needed until break-even.

Robert Greve
SchulePlus

Contracts with business angel and  
two institutional investors signed

Examples of closed growth financings (II)
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The evolution of the German ecosystem

20 September, 2016

Bertelsmann Foundation, 2016
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Excerpt from current research (September 2013): 

‚Social Entrepreneurship in Deutschland 

– Potenziale und Wachstumsproblematiken‘

Best practice perspectives and solutions:

 Transparency  and agency
‚Financing Agency for Social Entrepreneurship (FASE), founded by Ashoka, makes a crucial effort in this respect.‘

 Building competence for all parties involved
‚Also regarding this aspect, Financing Agency for Social Entrepreneurship (FASE), founded by Ashoka, has to be mentioned first and
foremost.‘

 Improving efficiency/ lowering transaction cost
‚Another function that serves to increase mid-term efficiency is taken over by FASE... in the context of building a pipeline of
investments.‘

 Reducing and diversifying risk
‚The activities of FASE represent a first, institutionalized approach to systematically gain and use experiences with the intention to
reduce risk.‘

34

First scientific evaluation confirms potential   to 

transform social finance sector in Germany
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Intermediation &

Eco-System Building

- Example Latin America / Mexico -

20 September, 2016
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The Impact Investing Landscape in Latin 

America (2016 Study by ANDE, LAVCA, & LGT)

September 20, 2016

 78 firms reporting impact investments in Latin America

 28 impact investors w/ LatAm HQ manage US $1.2 billion (AUM)

 High diversity among them

 US$1.3 billion invested in 522 impact investing deals in 2014 and 2015 

(but US$0.8 in MFI deals); with 336 deals expected in 2016

But...

 Across Latin America, common challenges to entrepreneurial 

development include 

 Lack of interested entrepreneurs with growth ambitions, 

 Lack of early stage funding, and 

 Weak networks
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Latin America Impact Investing Growth

September 20, 2016
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The Impact Investing Landscape in Latin 

America - Mexico (2016 Study by ANDE, LAVCA, & LGT)

September 20, 2016

 Probably the most non-MFI dynamic ecosystem in LatAm
(outside of MFI)

 42 firms investing in Mexico

 Investors based in Mexico manage US $392M in AUM (US $359M in non-MFI  
AUM)

 45 non-MFI impact investing deals in 2014 and 2015 (average deal US $1.6M); with 
105 deals expected in 2016 (probably bullish…)

 Strong (but often inefficient) involvement from Mexican government

 Venture capital deals increased sixfold between 2011 and 2015

 But the country faces huge challenges

 Organized crime: 70,000+ deaths under current Presidency (since 2013)

 Corruption: Transparency International ranking: 95th out of 168

 Poverty: 46.2% of population is classified as poor

=> Poverty and “simple” job creation are often “enough” impact
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Impact Investing in Mexico: 

Year of first Impact Investment

September 20, 2016
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Challenges to Growth of Impact Investing

in Mexico

September 20, 2016

 Investor side – a “glocal” challenge 

 Clear lack of appropriate capital across the risk and stage spectrum

 Domestic (most seeking “market-returns”) versus international (more impact-
focused)

 Where are the LatAm Angels?

 Entrepreneur readiness

 Less than 50% of impact investors have any “accelerated” company on their 
portfolio! 

 Investors still struggle to find investment-ready entrepreneurs

 Ecosystem building

 Weak networks

 Lack of specialized intermediaries
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Kaya Impacto – Our Model

September 20, 2016

Venture Diagnostic & 
Selection

 Financial model 
evaluation

 Growth & business plan

 Investment project 

Phase 1: Investment 
Readiness

 Financial Model

 Investment proposal 
validation

 Investor package 
development

 Mapping investors

Phase 2: Investment Advisory & 
Deal Closing 

 Match-making with investors 

 Advanced Financial Modelization

 Term-sheet review

 Valuation Analysis

 General Support 

 “Whatever it takes”

 Mexican Boutique Financial Consulting firm supporting Social Entrepreneurs seeking 
to raise investment capital

 “Investment Banking for Early-Stage Social Entrepreneurs”

 Since Feb-2016, we have actively facilitated USD $3.4M+ in investments in three 
companies
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Kaya Impacto – Sample Clients

September 20, 2016

Sistema Biobolsa

 Alex Eaton, Ashoka Fellow

 Small-size biodigesters for 
small-scale farmers

 Combination of Equity & 
Revenue Share raised from 
International Institutional 
Impact Investors

Ejido Verde

 Fredo Arias-King

 Pine-tree reforestation for 
Resin production in 
Indigenous communities

 Low interest senior debt 
raised from the IIC 
(multilateral bank)

 Total size of the project 
$30M+, out of which $2M 
have already been raised

Hippocampus

 German Zubia (Connovo, a 
social company builder)

 Learning centers for primary 
infancy in semi-rural context; 
Importing to Mexico a model 
from India

 Combination of Equity and 
Convertible Commitment 
from an International 
Institutional Impact Investor
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Myth & Reality

about capital leverage and 

impact measurement

20 September, 2016
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Myth

“The more capital 

leverage the better”

(how much additional 

capital for my

investment?)

How to adapt proven solutions to scale 

high-impact innovations?

September 20, 2016
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Myth

“The more capital 

leverage the better”

(how much additional 

capital for my

investment?)

How to adapt proven solutions to scale 

high-impact innovations?

September 20, 2016

Reality

The more impact leverage 

the better

(how much additional 

impact for my

investment?)
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Myth

“Measuring impact is

complicated, 

expensive & slow”

How to adapt proven solutions to scale 

high-impact innovations?

September 20, 2016
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Myth

“Measuring impact is

complicated, 

expensive & slow”

How to adapt proven solutions to scale 

high-impact innovations?

September 20, 2016

Reality

Lean data is cutting cost of 

collecting data by up to 

100 times and decreasing

collection time from years

to weeks
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A Swiss Army Knife for scaling                              

“game-changing” solutions? 

September 20, 2016
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Example: Blended Social Enterprise Fund      

September 20, 2016
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September 20, 2016

Break Out Sessions
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Annex

September 20, 2016
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Creating the basis with education

April 29, 2016
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Personalized content & evaluation tools

April 29, 2016
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The sustainable development gap

September 20, 2016

Source: OECD / WEF „Blended Finance Vol. 1“, 2015

Blended Finance is a complementary, not competitive tool to ODA.
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The 6 P’s: capital benefits that investors can provide:

o Price: below-market investments

o Pledge: loan guarantees

o Position: subordinated debt or equity positions

o Patience: longer terms before exit

o Purpose: flexibility in adapting capital investments to the enterprise’s needs

o Perspicacity: discerning opportunities that ordinary investors don’t see

Additionality: How to really make a difference

March 9, 2016

Contribution of the investor 

in addition to what 

would have happened 

anyway

Source: Brest / Born, Stanford Social Innovation Review 2013

The only approach which has the potential to deliver market-rate financial returns

Additionality:
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Typical Blended Finance instruments

September 20, 2016

How Blended Finance encourages private capital flow:

Examples of incentive instruments: advance market commitments, awards, prizes, challenge 

funds, matching funds, development impact bonds.
Source: WEF
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Example - catalytic 1st loss capital

September 20, 2016

Source: GIIN

covers first loss 

and reduces 

risk profile for 

other impact 

investors
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Time

$

Costs

Revenues

Business case with SIINC

September 20, 2016

Total Revenues

Impact-based 
payments enable SE’s 
profitability to attract 

investors
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How to close the financial return gap?

September 20, 2016
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Closing the gap with Social Impact Incentives

September 20, 2016
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Comparison of Blended Finance instruments

September 20, 2016

Source: Center for Global Development working paper 402, May 

2015

„…are less 

distortionary 

and produce 

better results for a 

lower expected 

cost than other 

incentive 

programmes.”

Center for Global 

Development

working paper

402, May 2015
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Features of Pay-for-Success

September 20, 2016

“ Pay for Success financing and grant-making models can direct taxpayer 

dollars to interventions that have demonstrated success in delivering social 

and economic outcomes for individuals, families, and communities most in 

need. 

Pay-for-Success financings are contracts (not necessarily a bond) that: 

leverage private capital, monetize social impact/ outcomes of social 

services, realize costs savings for governments, and connect performance 

outcomes to financial return.”

Source: Nonprofit Finance Fund
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What is a Social Impact Bond (SIB)

September 20, 2016

“ SIB are an innovative financial tool helping governments facing tough 

budget decisions to fund critical social programs. They partner the 

government, private, and non-profit sectors to deliver a measurable social 

benefit, reducing costs and rewarding success.”            

“In the social impact bond model, the private sector works with 

governments and philanthropies to fund critical prevention-focused social 

programs that help address the world’s most pressing problems. In this 

public-private partnership, investors are only repaid if and when improved 

social outcomes are achieved.”

Source: The Rockefeller Foundation
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SIB – general structure

September 20, 2016

Source: MaRS Center for Impact Investing, 2013

1) An outcomes contract is negotiated 

where the government agrees to pay 

for social outcomes.

2) Based on the outcomes contract, the 

SIB delivery organization raises funds 

from investors, who provide upfront 

capital for the social service 

intervention.

3) The social service providers agree to 

deliver services and receive funds to 

address the social issue for a target 

population.

4) Outcomes are evaluated and/or 

validated by an independent, third-

party evaluator.

5) If outcomes are achieved, the 

government repays the investors for 

the achieved outcomes through the 

SIB delivery organization. 

Basic SIB Model
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SIB / DIB – the difference

September 20, 2016

If a 

Social Impact Bond 

(SIB) is used for 

Development 

Finance it is called 

Development 

Impact Bond (DIB). 

The outcome payer 

might be a 

Development 

Agency.
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Example: Investment- and Contract 

Readiness Fund (UK)

20 September, 2016

Investor-related 

selection mechanism


