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 Background Knowledge 
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Current trends in Philanthropy 

Organic transition line between Philanthropy and Impact Investing 

 

Interlink between Philanthropy & Social Innovation (Fourth Sector, «new breed of 

intermediaries») 

 

New hybrid forms of financing (Blended Value) 

 

Emergence of new giving vehicles (mix from the «for-profit-» and «not-for-profit» 

sector) 

 

Foundations as multiplieres of innovative philanthropic capital 

 

Collective impact (cross sector collaboration) 

 

Informed giving (transparency and impact measurement) 
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A new market for social risk capital 

New market intermediaries have emerged.: 

 

Value banks 

 

Social Investment Funds / Impact Investment Funds 

 

Social Stock Exchanges 

 

Funding Platforms 

 

Social Investment Advisors 

 

Social Impact Insurers 
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Overview: «Socially Motivated Organizations» 

Pure Nonprofit or 

Hybrid Nonprofit 
 

Pure Nonprofit:  

no revenues from 

business activity 

 

Hybrid Nonprofit:  

some business activity 

Breakeven or 

Profitable 
 

Breakeven: 

revenues from 

business activity 

 

Profitable:  

profits re-invested 

to support mission 

Semi-Commerical 

or Commercial 
 

Semi-Commercial: 

profit distributing, 

social value built 

into the business 

model 

 

Commercial:  

profit maximizing, 

social value built 

into the business 

model 

Commercial 
 

 

Commercial: 

allocating  x% of 

revenues to 

Charities 

 

Commiercial: 

Socially 

Responsible 
 

 

 

Commercial 

mainstream 
 

Commiercial:  

Mainstream 

investing 

 

SOCIALLY MOTIVATED ORGANIZATIONS TRADITIONAL BUSINESS 

IMPACT INVESTING 

VENTURE PHILANTHROPY 

SRI MAINSTRAEAM 

CHARITY 

 Source: adapted from Venturesome, Shaerpa 2010 
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RoI 
50 

50 

SRoI 

Hybrid Organization: Intersection of 

value creation and business mission 

Charity Layer 

Commercial Layer Value 

Creation 

Business 

Mission 

Social Enterprises as hybrid organizations: 

a mix of SRoI und RoI 

Charity Layer 

 Source: PVA Advisory 2015 
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LATE-STAGE 

VENTURE 
SEED/ANGEL 

EXPANSION or 

GROWTH 
START-UP 

EXIT 

(BUYOUT) 

EBITDA or Cash Flow 

Positive 

No Product – Just An 

Idea 

ProtoType + First Cash 

Flows 
Expansion of Top and 

Bottom line Margin 

Financial Engineering / 

Dividend Recap’s 

LIFE CYCLE OF A SOCIAL ENTERPRISE 

Late Stage Venture 

blends the characteristics 

of the Start-upPhase and 

the Growth Phase 
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The multiplication effect of 

innovative philanthropic capital:  

new ways to fund and scale 

social enterprises 

PVA Advisory 
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 II. The multiplication effect of innovative philanthropic capital:  

new ways to fund and scale social enterprises 

  

 

Outline: 

 

(1) Innovative philanthropic capital: Background, roles and misconceptions 

 

(2) Unlocking innovative philanthropic capital:  

      Innovative ways to leverage philanthropic capital 

 

(3) Examples  

     Foundations as catalysts and innovative investors in the social enterprise             

field 
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 (1) The multiplication effect of innovative philanthropic capital:  

new ways to fund and scale social enterprises 

 

• Background and benefit 

 

• The roles of innovative philanthropic capital 

 

• Common misconceptions of innovative philanthropic capital 
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 (1) Innovative philanthropic capital: Background  

 

What is innovative philanthropic capital?  

 

 

• Innovative philanthropic capital are social investments that take place in the 

seed-funding stage and trigger the future flow of capital by pulling back 

the first layer of risk. 

 

 

 -> Forward thinking foundations are finding new ways to leverage their funding for 

the maximum social benefit. 
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 (1) Innovative philanthropic capital: Benefit  

 

Why innovative philanthropic capital?  

 

 

Risk capital in the form of impact investment alone is not enough to address the current 

enormous social & environmental challenges – as impact investments usually come in at a 

later funding stage (late stage-venture or expansion stage) 

 

-> Innovative philanthropic capital can be a strategic bridge to impact investing 

 

 

 

 

 

 

 

 

 

 

 

Innovative Philanthropic Capital 

Impact Investing 
Bridging Effect 
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 (1) Innovative philanthropic capital:  

Characteristics 

 

• Innovative philanthropic capital: 

 

-> broadens the access to social capital markets 

-> peals back the first layer of risk 

-> helps to scale social enterprises to investibility 

-> attracts further investors 

-> is catalytic as it stimulates impact investing 
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 (1) Innovative philanthropic capital:  

Roles of innovative philanhthropic capital 

 

• Signaling Role  

A Foundation “signals” to other investors that an early stage investment is 

“legitimate” and thus can unlock additional funding from third parties (e.g. 

charitable, commercial and/or individual investors). In particular if a foundation is 

reputable or sophisticated, it strongly can improve the investee’s perceived 

credibility and visibility to other investors. 

    

• Seeding Role 

The first commitment (close) is usually the most difficult and the most key in 

impact investing. Foundations as bridge investors to impact investment funds – or 

seed investors of impact investment funds – can have a crucial role in “making or 

breaking the fund” as their seed-investment helps lessen the perception of risk in 

the these currently underfunded markets.  

Other seed-investors are often times: government agencies or multilateral 

organizations (in particular for junior- and mezzanine fund-tranches in PPP 

structures) 
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 (1) Innovative philanthropic capital:  

Roles of innovative philanthhropic capital 

 

 

• Risk Reduction Role 

Foundations can play an important role in lowering the risk for traditional financial 

investors by encouraging other investors to support initiatives that might not 

otherwise meet their criteria for investment. 

Thus, foundations help to improve the risk-return profiles of other investors. 

 

• Enabler Role 

Innovative philanthropic capital can be a very efficient way to making impact 

“investible”, for example:  

- help an impact investment fund to its creation; or  

-    make a social enterprise bankable; 
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 (1) Innovativve philanthropic capital:  

Roles of innovative philanthropic capital 

 

 

“There are many investors that are waiting for the right opportunities to deploy 

capital into impact investing….what is preventing them from investing is the 

unavailability of another party, who takes the first step to provide risk capital. Our 

thought was that we could be that provider” 

 

Foundation who provides innovative philanthropic capital 

 

 

 

 

 

 



PVA Advisory 

Seite 16 

 (1) Innovative philanthropic capital:  

Misconceptions of innovative philanthropic capital  

 

 

 

• Innovative Philanthropic Capital is subsidy  

 There is a misbelief that innovative philanthropic capital is only used by investors 

aiming to achieve below market-rate-returns; There are investors that use private 

debt and equity to achieve market-rate financial returns. 

 

 

• Innovative Philanthropic Capital will distort markets 

Arguments could be: innovative philanthropic capital encourages unnecessary 

risk-taking or preventing a commercial market from developing naturally – 

however: 

-> innovative philanthropic capital can be transformative, unlocking massive 

amounts of NON-catalytic investments into social enterprises and impact 

investment funds. 
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 (1) Innovative philanthropic capital:  

Misconceptions of innovative philanthropic capital  

 

 

 

• Providers of innovative philanthropic capital are only philanthropic or 

governmental organizations 

 

Currently also private sector players are starting to engage into innovative 

philanthropic capital. For example by providing “first-loss” loans to social 

enterprises in order to catalyze the participation of socially motivated but risk-

averse capital providers. 
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 (2) Unlocking innovative philanthropic capital: 

 

Innovative ways to leverage philanthropic capital: 
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 (2) Unlocking innovative philanthropic capital: 

Innovative ways to leverage philanthropic capital 

 

 

• Traditionally charitable foundations have provided donations, simple grants 

or traditional loans 

 

• Innovative philanthropic capital provides new hybrid forms of financing that 

blend charitable-money and grant-elements with debt and equity 
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 (2) Unlocking innovative philanthropic capital: 

Innovative ways to leverage philanthropic capital 

 

Examples of Innovative instruments and mechanisms 

 

Grants: 

 

     Recoverable Grant 

Recoverable grants, are a unique type of grant where money is lent out on the 

hope that the social entrepreneur will be successful. If an entrepreneur is not 

successful, he don’t has to pay back anything – regardless of how much he initially 

borrowed.  

 

• Convertible Grant 

The social investor provides the enterprise with a grant that is converted into 

equity in the case of business success. 

 

• Performance based Grant 

Performance based grants are based on a list of pre-defined performance criteria.   
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 (2) Unlocking innovative philanthropic capital: 

Innovative ways to leverage philanthropic capital 

 

Examples of Innovative instruments and mechanisms 

 

Loans: 

 

• Loan Guarantees 

A loan guarantee is a promise by one party (the guarantor) to assume the debt 

obligation of a borrower if the borrower defaults. Loan guarantees, rather than 

direct funds, are an efficient way to leverage a foundation’s donations and provide 

social enterprises with more certain funding (raising of commerical debt at very low 

rates) 

 

• Subordinated Loans 

A subordinated loan or junior debt, is debt which ranks after other debts should a 

company fall into bankruptcy. Such debt is referred to as 'subordinate', because 

the debt provider (the lender) has subordinate status in relationship to the normal 

debt. 
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 (2) Unlocking innovative philanthropic capital: 

Innovative ways to leverage philanthropic capital 

 

Examples of Innovative instruments and mechanisms 

 

Loans: 

 

• Bridging Loans 

A bridge loan is a type of short-term loan, typically taken out for a period of 2 

weeks to 3 years pending on the arrangement of larger or longer-term financing. 

 

• Forgivable Loans 

A loan which is converted into a grant in the case of success. If the social 

enterprise reaches the goals agreed on beforehand by the investor and the 

investee, the loan does not have to be repaid.  
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 (2) Unlocking innovative philanthropic capital: 

Innovative ways to leverage philanthropic capital 

 

Examples of Innovative instruments and mechanisms / other instruments 

and mechanisms: 

 

• Demand Dividend Investment Vehicle 

Demand Dividend Investment structures tap into the free cash flow of social 

enterprises at the time the cash flow is available (i.e. when the social enterprise 

can actually pay back) 

 

• Quasi-Equity Debt 

Quasi-Equity debt combines debt and equity elements and are particularly useful 

for social enterprises that are non-profits and can not obtain equity capital. E.g. the 

Bridges Social Entrepreneurs Fund recently provided a loan to a social enterprise 

providing community transportation for people unable to buy conventional tickets. 

The loan has a quasi-equity feature: the Fund takes a percentage of revenues, 

thereby sharing some business risks. As the loan is tied to the top revenue line, it 

provides the social enterprise to manage its business efficiently. 
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 (2) Unlocking innovative philanthropic capital: 

Innovative ways to leverage philanthropic capital 

 

Examples of Innovative instruments and mechanisms 

 

Other instruments and mechanisms: 

 

• Credit Enhancements (Example of Catalytic First Loss Capital) 

A broad range of tools can be used to provide credit enhancement (e.g. letters of 

credit, first-loss capital, insurance). Catalytic First Loss Capital is a relatively young 

form of credit enhancement whereby (i) the amount of loss covered is agreed 

upfront, (ii) catalyzes the participation of investors that otherwise would not have 

participated and (iii) channels commercial capital towards a certain social 

outcome. 

 

• Pooling 

The advantage of pooling techniques are that the pooling institution (e.g. an issuer 

of an impact investment fund) can tailor its liabilities to the needs of different kinds 

of investors (e.g. offering of fund structures with different risk/return profiles).  
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 (2) Unlocking innovative philanthropic capital: 

Innovative ways to leverage philanthropic capital 

 

Examples of Innovative instruments and mechanisms 

 

Other instruments and mechanisms: 

 

• Revenue Share Agreements 

Revenue Share Agreements are financing instruments with which the investor 

finances a project and receives a share of future revenues. This risk sharing model 

can be used for the repayment of the financing and gives the social enterprise 

financial flexibility.  

 

• Social Impact Bonds 

Social Impact Bonds mobilize private investment capital to tackle social challenges 

that have the potential to create a shared value (financial return for investors; 

social benefits for communities; enhanced efficiency and reduced long-term costs 

for governments); Governments pay back a rate of return upon the program’s 

successful delivery and of pre-agreed outcomes. 

http://www.youtube.com/watch?v=E6GrQtCh83w  

 

 

 

 

 

 

 

 

http://www.youtube.com/watch?v=E6GrQtCh83w
http://www.youtube.com/watch?v=E6GrQtCh83w
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 (3) Examples of foundations as catalysts and  

innovative investors of social enterprises: 

 

Innovation in practice: 

 

• Foundations can play a crucial role as multipliers in broadening the access to 

capital and creating new social investment opportunities 

• Thus foundations help to expand the impact that philanthropy can have on 

social- and impact investing 

 

What must foundations do? 

 

-> Foundations must show pioneering spirit and be open to experiment where 

other sectors can not (foundations have more experience in sectors and regions 

where other more risk averse investors don’t) 

-> Foundations need to go beyond classical grant funding and bridge the gap to 

market-rate mission-driven capital  
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 (3) Examples of foundations as catalysts and innovative 

investors of social enterprises: 

 

Value proposition from a foundation’s perspective: 

 

• Utilization of foundation’s assets in a more efficient way 

• Stimulate the access to further social capital 

• Making social development and commercial investment capital more 

productive 

• Create better terms for investees 

• Foster the Social Enterprise ecosystem  

• Be an early adopter (join the club) 

• Make strategic and cultural shifts 

• Specific causes of interest / investments in line with mission 

• Leverage of additional funding for social purposes 

• Impact acceleration 

• Create peer-groups of social- and structural innovators 
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 (3) Foundations as multipliers of innovative philanthropic capital: 

background and benefit 

 

 

Long-term view on outcome and impact: 

-> Foundations which want to engage in innovative philanthropic financing should 

carefully think about the outcome(s) and impact they want to achieve:  

 

«Impact-Value-Chain» 

-> Input – Activities – Output – Outcome – Impact 

 

Concern of social- and or green-washing; diligent expectation setting and deal-

structuring 

 

-> The amount of innovative philanthropic financing should not be greater than 

necessary to induce commercial capital to invest 
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 (3) Foundations as multipliers of philanthropic capital:  

Examples 

Examples of foundations who have used their assets to foster social 

entrepreneurship and to bully other investors into integrating impact: 

 

Esmée Fairbairn Foundation, UK (through its Finance Fund): 

The Finance Fund makes social investments an alternative to grant making 

(approach: direct investments into intermediary funds; indirect investments into 

social enterprises; social market development investments into intermediaries) 

Weblink: http://esmeefairbairn.org.uk/what-we-fund/finance-fund  

 

KL Felicitas Foundation, USA (through its visionary approach towards impact 

investing): 

The KL Felicitas Foundation makes “Corpus Impact First Investments” (PRIs that 

are made directly from the foundation’s asset corpus rather than from annual 

payouts); 

The KL Felicitas Foundation has a 100% impact portfolio (100% of its assets are 

invested in impact investments) 

Weblink: http://klfelicitasfoundation.org/impact-investing-overview/  
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 (3) Foundations as multipliers of philanthropic capital:  

the roles of innovative philanthropic capital 
 

Siemens Foundation, Germany (through its Community Impact Development 

Group): 

Siemens Foundation initiated the “Community Impact Development Group”, an 

international network for Social Entrepreneurs (in collaboration with Ashoka 

Germany) to help Social Enterprises to become “investment ready” (e.g. by 

assisting in optimizing business plans, know-how sharing, contact facilitation to 

further multipliers, events, etc.) 

Weblink: http://www.siemens-stiftung.org/en/projects/community-impact-

development-group/idea/  

 

Living Cities, USA (through its Catalyst Fund): 

Living Cities pools a variety of assets from its member foundations through its 

Catalyst Fund; Living Cities initial capital has been leveraged nearly 30 times since 

its launch (by attracting other investors like commercial banks and insurance 

companies) that has helped build schools, affordable housing, clincs, childcare 

and community institutions for low-income communities.  

Weblink: http://www.livingcities.org/catalytic-capital/catalyst/investments/  
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    «Thank you» 

PVA Advisory 
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Contact 

Dr. Christin Forstinger, LL.M.  

PVA Advisory GmbH 

Färberstrasse 15 

CH–8008 Zurich 

+ 41 79 590 80 36 

christin.forstinger@pva-advisory.com  

www.pva-advisory.com  
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DISCLAIMER 

 

 

 

The ideas, concepts, examples and proposals mentioned in this presentation are the 

intellectual property rights of PVA Advisory GmbH (PVA Advisory) and are subject to 

copyright laws. Any use without the prior written approval of PVA Advisory GmbH, in whole 

or in part, copying or reproduction or transmission to third parties is not permitted. 

 

The pictures/photographs applied in this presentation are the property of PVA Advisory and 

may not be reapplied or disseminated.  


