Funding within Social Enterprise
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This essay will explore how important funding can be to a Social Enterprise and the many different options that are available. In addition to this it will explore the commercialisation of a social enterprise and what it’s effects are. This essay will also discuss the strengths and weaknesses that social enterprises face when starting up a new business and analyse the options for funding that are available to them and how it can benefit them as a whole.

A social enterprise can be described as an organisation that addresses a basic unmet need or to solve an environmental or social problem. A social enterprises main objective is to make a better society for the people in a community and tend to use the profits they make to invest back into the organisation rather than for personal gain like that of a traditional business. Many social enterprises are in place to provide employment for people that may otherwise have barriers that prevent them from working in a mainstream business. These barriers could vary from a disability to possibly not having the correct experience. A social enterprise will work around these barriers and tend to be more supportive to the person rather than just focusing on making profit.

There is a theory in business called the ‘triple bottom line’. This theory shows that companies should have three bottom lines, rather than just focusing on the profit. The three bottom lines should be Profit, People and the Planet. This theory helps companies to commit to focusing on the social and environmental concerns as well as they do on profits. By using the triple bottom line theory in Social Enterprise this can then help them to commit to corporate social responsibility and the impact they may have in the future and helps them to focus on people’s lives and the planet.

A Social Enterprise will tend to be run mostly on a day to day basis with volunteers and then they will have at least one manager that will overlook the business and how it is performing and provide their experience to help run the organisation. This manager would need a salary as it can not be expected for them to give up all their time and expertise as they will need to make their own living. As a social enterprise will not have  spare money in place to be able to pay a large number of staff at the beginning, there are grants in place that can possibly help with funding to provide people with employment while working at the organisation. 

For any social enterprise to succeed, they will need to look into funding and possibly grants to help support the business. There are factors that they need to take into consideration when looking at funding. These factors can be down to banks, is the social enterprise capable of getting any loans. This could be a good start to help set the business up aslong as they can make enough profit to pay any loans back to the banks which would then take longer to see any return on their income and being able to make a difference in society could take longer. As the government have withdrawn a lot of the state funding, many social enterprises have to rely on other options such as public bodies, investment funds where a stakeholder could potentially invest in the organisation at the beginning. There could be an agreement in place where once the stakeholder has had their full investment returned that they are no longer required and therefore will have no control over the organisation. By having stakeholders within an organisation this is a reliable stable income as the organisation is using someone else’s money to build the business. There are negatives to this option as this also means that this stakeholder would have some form of control and be able to have opinions on how the organisation is run. If a social enterprise had many stakeholders who had invested, this could cause disagreements with varied opinions. The positives to this is that they may be able to offer additional support and expertise

As social enterprises face a number of difficulties and threats such as lack of funding, resources and finance issues they must analyse their organisation and business plan and the way it will run to find out what funding options would suit their organisation better and ensure financial stability throughout time.

Some organisations will turn to crowdfunding and fundraising to generate funds. Crowdfunding is a form of raising funds by asking a larger amount of people across the globe to donate to your cause. Traditionally an organisation would have essentially requested a large amount of funding from less people, which means they are less likely to get the funding if they get turned down by anyone as they are relying on a limited amount of people to help them.

By crowdfunding, organisations will get smaller donations but this way they can reach more people through social media, even millions of potential funders. This way they are more likely to reach their target. According to the UK crowdfunding website, interest in crowdfunding is increasing as it is an easy way of acquiring funds without having to pay anything back. On the crowdfunding website an organisation can set a goal of the amount of money they are aiming for and even when they have hit this target they can continue to receive donations past their original limit.

To crowdfund they will set up their own profile detailing what their organisation is about and why they need the funding and anyone can see this page and choose to donate any amount. Through the power of social media they are able to reach much more people. People will then invest or donate simply because they believe in the cause that the organisation is displaying. The people donating have a personal motivation for wanting to send money and know they will not get anything in return but makes them feel good to be a part of helping a good cause.

This option is great for a social enterprise as they are not obligated to give any of the money back but can be an unreliable source of income if they are unable to reach their goal. There are many strengths to crowdfunding such as they are able to withdraw the money at any time and can use this straight away to invest back into the business. They are able to use this as a marketing tool to present their company and gain more interest in their organisation. There are also some weaknesses to using this method as it is becoming so popular, there is a lot of competition and if not presented in the best way it could harm the companies reputation and they may not reach their target goal and if the organisation is relying solely on this it could affect the progression of the organisation.

If a social enterprise can get their organisation known they could look into other options for funding which may be more reliable such as an angel investor. An angel investor is someone who would ideally be wealthy and want to invest in the company. They may agree with the organisation to own shares in the company or only to have their initial investment returned once the company is up and running properly.

The most reliable form of funding is from grant funding. Grant funding tends to be given from charitable organisations or the government that have money set aside to assist social enterprises or organisation that have a social goal. There are organisations that are dedicated specifically to support social entrepreneurs or to people starting a new business. The grants are usually of smaller amounts but if an organisation researches what they are entitled to, they could apply for a variety of grants to suit their organisation and what they offer and could then potentially use crowdfunding or charity events to raise money and awareness. There are many different grant options that a social enterprise could apply for depending on what the main cause of the organisation is and who they are looking to employ. Some examples of the grants available are as follows. The ‘Reach Fund’ can offer grants of between £5,000 and £15,000 to an organisation for charities and social enterprises that work with approved social investors. The Enterprise development programme offer varied packages for social enterprises in England that work with the homelessness, mental health or youth sectors specifically to develop their skills, income and financial resilience. All social enterprises need to ensure they have done the correct research within their business plans to see what they are entitled to and whether grants, loans or fundraising is the best option for them or even a combination.

Social enterprises need to look at all the options of ways to generate income and funding to ensure the company remains financially stable. According to Myles Cooper, a specialist advisor from Inspire2Enterprise, he believes that certain legal structures can need to be in place when changing an idea of a social enterprise into reality. If done properly, this can make your organisation more attractive to investors and stakeholders. If not executed well, it could potentially land an organisation or even the person who began the business to fall into debt. A CIC company is also known as a community interest company which is a form of a non charitable organisation with the main objective to benefit a community rather than to make profit for stakeholders. It would be more beneficial for a social enterprise to run as a CIC organisation as this can open them up to more funding, ensuring they keep to the main objective if investing any profits back into the community. There are some negatives to running a social enterprise as a CIC such as ongoing company compliance. There will be a number of responsibilities they have to ensure they keep to and will have to ensure their accounts and records are managed well to provide proof that they are investing profit back into the community.
By running an organisation as a social enterprise the business owners would need to work hard and keep up to date with.

To conclude, the information that has been gathered through research shows that grant funding is the most reliable form of financial income for a social enterprise. This is because they are able to apply for a specific amount to be given as a grant and as long as the business can provide proof that they will achieve their main objective and social goal then the grant is more likely to be accepted. As most grants do not need to be paid back, a social enterprise can use this as an advantage to save money while building their business and invest more money into making the business more successful. The other types of funding are appreciated and they are able to use fundraising as an additional tool to invest back into the company to make the community better. The most important factor that a social enterprise needs to take into consideration is to research to find out what funding they are entitled to and to have a strong business plan from the beginning to ensure the company is able to run smoothly.
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