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Budget Jul-19

‘It IS time to take our capital markets closer to the masses and meet
various social welfare objectives related to inclusive growth and financial
iInclusion. | propose to initiate steps towards creating an electronic funa
raising platform- a social stock exchange-under the regulatory ambit of
Securities and Exchange Board of India for listing social enterprises and
voluntary organizations working for the realization of a social weltare
objective so that they can raise capital as equity, debt or as units like a

mutual fund.”
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Social Enterprises

Not for Profit Social Enterprises (termed NPOs - we’ll use NPEs
to avoid confusion)

For Profit Social Enterprises (termed FPES)
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Individuals

Donor Agencies

CSR Companies

Banks / Institutional Investors

Government Agencies
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When?

- Working Group Report submitted

- Open for public comments till 14 August 2020
- Redesign model
-+ Ordinance/Act

- Rules and guidelines

- Issue and trading...Dec’21?
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Why do People Invest?

eeeee SR Responsible  Sustainable | impact  WEREEENY
Delivering comp

Mitigating environmental, social and governance risks
Pursuing environmental, social and governc
| Focusing on measurable high-

Grade 1 2 3 4 5 6 7
Focus  Limited orno = Mitigaterisky = Adopt ~ Address ~  Address = Address = Address
~ regard for  environmental, progressive @ societal | societal =  societal |  societal
‘environmental,  social or  environmental, challenges @ challenges | challenges | challenges
~ socialor | governance = socialor | that generate | where returns that require a . that cannot
governance : practivesin @ governance | competitive | areasyet | below-market: generatea
practices =~ orderto | practicesthat | financial = unproven financial return financial return
protect value may enhance  returns for ~ forinvestors  for investors |

value ~ investors

Source: Adapted from OECD’s Paper on Tackling Social Issues: Social Impact Investment in Emergning and Developing Economies (DCD/DAC/AGID(2016)4, October 2016 and Bridges Ventures (2015), “The Bridges
spectrum of capital: How we define the sustainable and impact investment market”, Bridges Ventures, London, http://bridgesventures.com/wp-content/uploads/2015/11/Spectrum-of-Capital-online- version.pdf.
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NPE/FPE

Instruments
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warning
Jargon Ahead!
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Zero Coupon Zero Principal Bonds

Like project grants
Carried as liability till project completed
No money or interest paid to investors

Tax benefit recommended
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Raise funds for projects
Money given by retail investors

Funds invested in commercial
securities

Income used to make grants to NGOs
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Mutual Funds
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4. Grants
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Beneficiaries

3. Returns

Doubts? Query@DevelopAid.org



mailto:query@DevelopAid.org

@
o c I a m p ac o n s o

Intermediary issues social impact

bonds to risk investor

Gives grant to NGO

Impact certified by 3rd party

Outcome Funder pays intermediary

for bonds

Intermediary repays principal and

returns to risk investor

" @DevelopAid

11-Aug-2020

5. Measure &
Validate

i

. 0

6. Pay for
Success Programs

7. Repayment of
Principal & Returns

2. Structure,
Co-ordinate
and fund

4. Achieve
QOutcomes

) Vi 2>
\L o 1. Capital Investment S 7
\
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J/ o 3. Deliver Services

Beneficiaries

H Flow of Fund

-——> Flow of Funds (if outcomes
are met)
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Outcome Funding

5. Measure &

Validate
° < | v 6. P 7. Repayment of
I . Pay for S T
Princi pal & Returns
\j/ Success Programs o

- Same as previous [ J / \< = \
°o_ |

1. Capital Investment

L 4

2. Structure,
Co-ordinate °
and fund

=

.0

H Flow of Fund
Beneficiaries -——> Flow of Funds (if outcomes
are met)
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-+ Risk Investor replaced by bank which
gives loan at fixed interest

3. Deliver Services
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- Interim donor gives grant to NGO
- Impact certified by 3rd party
- Funds released to donor from escrow

- NGO gets another 10% as incentive

@DevelopAid

CSR Escrows

11-Aug-2020

e N

1. CSR capital is put into A &)

a 3-year escrow account :
: (ii) Accelerator
| Grant

[ } & R

4. CSR to pay (i) the programme cost

to the interim funding partner and (ii)

accelerator grant to the not for profit
only if outcomes are exceeded, as

\\\ verified by 3rd party evaluator
-~
~
\\\
iy .
e (i) Programme
~
Sa Cost Grant*

Programme Cost Grant

3. Independent organisation Va4
evaluates the impact created -
by not for profit entity
A\ Y

Beneficiaries

Note: We propose accelerator grant upto 10% of programme costs

The Programme Cost Grant*® given by the CSR funder is adjusted for inflation

15

< J

2. Interim funding partner
provides upfront capital to
the not for profit

H Flow of Funds

———=> Flow of Funds (if outcomes
are met)
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Funding Matrix

All NPEs Sec. 8 FPEs CSR

Zero coupon zero principal bonds o =

Social venture funds o o ol

Mutual funds o o

Pay for success grants/loans o o

Equity O o

Debt o 0

Trading Excess Spends O
CSR Escrows o
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What Else!?

@DevelopAid 11-Aug-2020 |7 Doubts? Query@DevelopAid.org


mailto:query@DevelopAid.org

W

.
DevelopAid
ACCOUNTING | AUDIT | REGULATION | FUNDING

REPORTING

Standards to be developed with ICAI (end-2020)

What is the Intent?

* \Vision, Social/Environmental issue, Target Segment, SECHION 2 8 ociuh(Spnct Seatuchrs
Approach, Risks

Extent of target segment served

What iS the ImpaCt? :::jei:is;:yarf impact on median

Along dimensions of Income, Social
Equity, and Diversity

 Reach, Depth, Inclusion, Narrative & Sector/Ecosystem

SECTION 3 - General Infomation

How is Governance & Finance handled?

Members of governing body

» Registration, Tax status, Governing body, Minimum Demonstration of prior funding history
funding, Annual report (audited financials, remuneration,
compensation ratio)

Financials, Registrations/Licenses
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System Changes

- Information Repositories (IRs)

- Self-Regulatory Organization (SRO)
- Social auditors

- Capacity Building Fund

- FPE validation
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TaX Benefits Recommended

- Increase tax deduction u/s 80G to 100% for SSE listed entities and
remove the 10% cap

- Offer tax benefits to SSE investors in NPEs and FPEs
- Make 12A/80G registration easier for SSE NPEs
- Drop the 12A/80G renewal requirement

- Increase limit on commercial revenue to 50% (from 20%))
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CSR/FCRA Recommendations -

- Make CSR expenditure tax deductble

- Include SSE investments and SSE Capacity Building in sch. Vi

- Allow trading of CSR spending

- Allow escrow accounts and acclerator grants under CSR

- Allow SVFs to accept FCRA funds
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Comments by 14-Aug to SEBI

- Yogita Jadhav, DGM: yogitag@sebi.gov.in

- Abhishek Rozatkar, AGM: abhishekr@sebi.gov.in
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