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An introduction to social investment
For information purposes only. Not to be used as a substitute for appropriate legal and/or specialist advice.

Introduction

What is social investment

Voluntary and community
organisations (VCOs) are
increasingly encouraged to
apply for financial support
through social investment. But
what is social investment and
can it benefit your organisation?
This information sheet explains
what social investment is,
whether it’s right for you
and how you can become
investment-ready.

The term social investment is widely used to describe money provided
by investors who want to see their money paid back and also want
to see it has been spent on making society better. The phrase is often
used interchangeably with social finance.

How can it benefit my organisation?
If your organisation is trading, has contracts, or wants to become more
entrepreneurial, then social investment is an avenue worth exploring.
Social investment can help by:
• providing working capital to even out cash flow, between contract
payments or grants, for example
• enabling organisations to create new, extended or different ways of
delivering goods and services, such as buying a building or investing in
equipment or staff.

Types of social investment
Debt finance
• Secured and unsecured loans and different types of overdraft
• Usually repaid over a set period of time with interest
• Unsecured loans are higher risks and have higher interest rates
Further information:
www.bigsocietycapital.com

Equity finance
• Money provided in exchange for a stake in the organisation e.g.
through shares or dividends on profits

www.gov.uk/social-impact-bonds

• The organisation has no legal obligation to repay the amount invested
or to pay interest

http://knowhownonprofit.org/
funding/social-investment-1/
investment-types

• Only available to organisations which have legal structures that allow
them to issue shares or to distribute profits (e.g. companies limited by
shares, industrial and provident societies).

www.socialfinance.org,uk
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Types of social investment contd.

Social Impact Bonds

Quasi-equity
A hybrid of the previous two forms:

One form of investment, Social Impact
Bonds, (SIBs) may have wider interest for
VCOs. Unlike other types of investment,
organisations are paid by contract for their
work.

• Similar to an equity investment
• Does not require an organisation to issue shares
• Financial return for the investor is based on the future financial
performance of the organisation e.g. a proportion of the organisation’s
income (not its profit) in the case of VCOs
• If financial performance is not achieved, the returns to the investor
may be lower than expected, or nil
• If financial performance is better than expected the returns may
increase
Social investors often offer better interest rates and more flexible terms
than high street lenders as they are looking for social as well as financial
returns. They are more likely to be willing to accept higher levels of risk
and lower levels of financial return in exchange for social impact.

Getting ready for investment
If you think social investment may be right for your organisation there
are a number of factors that must be in place for you to be able to
attract and manage a social investment:
• Your key staff and trustees must have the financial skills and
experience to be able to assess investment products, analyse your
financial health and undertake robust financial planning.
• You need to be able to build a business case which will demonstrate
to potential investors that you have a thorough understanding of
business planning and development and that you understand your
market, operating environment and your organisation’s stage of
development.

SIBs are a form of large scale investment
around a particular theme in a particular
area, and may involve multiple
partners delivering specific outcomes
over a number of years. Public sector
commissioners agree to repay investors if
it can be shown that the work undertaken
has resulted in significant improvements in
social outcomes and that this has led to a
reduction in public spending.

Who provides social
investment?
Some traditional grant-makers are
attracted to social investment as it recycles
their money to more organisations
and also encourages them to be more
entrepreneurial. Private sector investors
have also become increasingly interested
in socially responsible investment
opportunities. As a result the variety of
social investment finance options and the
amount of money available is greater than
ever. Investors are increasingly making
smaller amounts available (under £50k)
which may be useful to a wider range of
VCOs and social enterprises.

• Your board needs to understand (and to have the appetite for) the
risk relating to social investment and must be prepared to take
appropriate actions to mitigate that risk.
• As well as seeing evidence of financial returns, some investors will
need to see transparent evidence of your social impact.
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• You will need to ensure that your legal structure allows you to obtain
a loan.
Local development & support agencies
www.mvda.info
www.rcvda.org.uk
www.srcga.co.uk
www.teesvalleyrcc.org.uk

