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Summary 
Impact investment is an innovation in the finance field, thus contributing to further 

development of social finance. This kind of investment is essential due to its ability to 

help reach the SDGs. The biggest challenges our generation has to address are represented 

through the SDGs. Impact investing offers a viable potential to tackle these goals. 

Through this type of investment, the investor aims to generate positive environmental and 

societal change, alongside financial returns. Research about the role of impact investors 

is rather scarce. The definition of the field, its market players, and the investment process 

are unclear. Therefore, we have derived a question that aims to explore the field of impact 

investment by grouping the main players in two categories. Further, the research question 

seeks to explore the impact investment process by these two groups of investors and 

identify the difference. Thus, this purpose resulted in the research question as below: 

 

What are the differences between the approaches used by VPOs and SIIs in the investment 

process stages, in the DACH region? 

  

The field of impact investment is in its infancy. Therefore, there is no fully developed 

theoretical research performed. Thus, initially, an overview of entrepreneurial finance is 

provided. Further, we identified two main players, VPOs and SIIs, and their main 

characteristics as impact investors. In order to set the theoretical foundation of our 

research, we identified stages of the investment performed by two groups of investors 

which are: deal sourcing, deal screening, due diligence, investment decision, post-

investment, and exit. Further, we compared the approaches used between two groups of 

investors. This comparison led to the preliminary framework, which is used as a guide for 

the exploratory study. 

  

When conducting the impact investment market research, we identified that DACH 

region as a hub of many types of impact investors: impact investing funds, microfinance 

funds, investment advisors, wealth managers, foundations, charities, and social investors 

— using an inductive approach, for the selected comparative exploratory study we 

conducted semi-structured interviews. A general question about the investment process 

was initially asked, followed by additional questions for better clarity and understanding 

of the process. 

  

The study arises with two groups of investors who, even though performing similar 

investment process, use different approaches in the investment process stages. Results 

from the study show that there are differences in each stage of the investment, where the 

deal screening and due diligence are the stages with the majority of the differences. The 

analysis has shown that the reason behind these differences is due to the type of the 

investors, targeted themes, targeted markets, targeted financial return, targeted impact 

return, and targeted stage of development of the companies. We believe that we 

additionally provided a better understanding of the two types of investors. 
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1. Introduction 

The first chapter introduces the choice of subject which explains the selection of this 

research topic by the authors and the relevance of the issue. Following this, the current 

and the future situation of the research is discussed, and knowledge gaps revealed. The 

research question and the research purpose, as well as the knowledge contribution of this 

thesis to the existing research, is presented in the middle of the chapter. The chapter ends 

with the social and practical contributions of this thesis, the key concepts and the 

disposition of the study.  

1.1 Choice of Subject 

The last century has seen economic growth like never before. The productivity rate has 

risen; consumption has increased as well as the overall standard of living (Sandu, 2015, 

p. 84). However, instead of these results being the intended goal of economic growth, the 

described results were the passive outcome of the economic pie becoming bigger, 

allowing more people to get a slice of it (Harari, 2016, p. 240). The gross domestic 

product determined the discussions of experts and researchers and also actions undertaken 

by politicians. Rogoff, a professor at Harvard, described “economic growth as the be-all 

and end-all of policy” as well as mentioning that “there is a certain absurdity to the 

obsession with maximizing long-term average income growth in perpetuity, to the neglect 

of other risks and considerations (Fioramonti, 2013 p. 146).” Schmelzer (2016, p. 1-2) 

takes it even one step further in his consideration and states that “the social and economic 

policies that were the result of the overarching priority of economic growth, or were 

justified by it, have fundamentally and irreversibly reshaped human life and the planet 

itself.”  

 

From this understanding, the 17 sustainable development goals (SDG) by the United 

Nations have emerged, which is an agenda signed by all the members of the United 

Nations “to build a better world for people and our planet by 2030 (United Nations, n.d.).” 

In combination with the SDGs the members of the UN in the Paris climate summit have 

declared that the members would fight climate change because sustainable economic 

development and the climate change are inextricably linked with each other (17 Goals, 

2015). Social and environmental goals can be considered directly and indirectly linked 

because the people who are most affected by environmental problems tend to be part of 

the poor or underprivileged population group. The United Nations Framework 

Convention on Climate Change (2018) recognizes that “a combination of climate change 

and rising levels of inequality is a key driver of risk in the world today.” 

 

Until recent years the perception of the economy was divided into three different sectors: 

government, business, and non-profit organization. Their distinction was clear, 

comprehensive and conveniently stereotyped. However, with these sectors being more 

affected by global challenges, public and non-profit organizations had to become more 

innovative whereas businesses were expected to be more socially responsible (Guo et al., 

2014, p. XVI). This progress led to a development where the boundaries of the three 

sectors become more indistinct than before. This progress makes it harder to allocate 

responsibilities and with that to solve social problems. With this background, the creation 
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of social ventures managed by entrepreneurs who want to address social issues on a local 

and global level arose. These entrepreneurs are called social entrepreneurs. Related to the 

proximity of social and environmental topics, the same motivation can be found with 

environmental entrepreneurs, who put the primary focus on pursuing ecological gains 

instead of economic (York et al., 2016, p. 697).  

 

Other players in this change of process are shareholders and investors who became more 

aware of their monetary power and influence on social and environmental issues. The 

main drive of investors was financial profitability for many years. Ethics, fairness, and 

sustainability if at all were just subordinately considered. Sustainable and responsible 

investment (SRI) is one investing strategy which wants to bridge the existing gap between 

economics and ethics (Pilaj, 2015, p. 743). SRI includes “any type of investment process 

that combines investors’ financial objectives with their concerns about Environmental, 

Social and Governance (ESG) issues (European Sustainable and Responsible Investment 

Forum, 2012, p. 8).” The emphasis in SRI lies on not harming anyone or anything with 

the investment while creating a financial return. The consequence is the exclusion of 

investments in harmful things such as tobacco, fossil fuels or weapons from the investor’s 

portfolio. The measurement of the created impact by choosing this type of investment is 

neglected. This neglection implies that the investor does not value how much impact he 

or she creates; the focus lies solely on not doing any harm.  

 

Two approaches to sustainable investing, which are considering the measurement of 

impact, are impact investment and venture philanthropy. A social impact investor (SII), 

on the one hand, focuses on making investments “with the intention to generate positive, 

measurable social and environmental impact alongside a financial return (Global Impact 

Investment Network, 2019a).” A venture philanthropist organization (VPO), on the other 

hand, also focuses on creating a measurable, sustainable impact but do not expect a 

positive financial return. Impact investment is an approach to investing which has the 

ultimate goal to address organizations that have a focus on solving the problems described 

by the 17 SDGs. These organizations are referred to as social purpose organizations 

(SPO). Because impact investment is a rather new approach, conceptual clarity continues 

to be a problem with “critical issues that need to be clarified to advance the field and 

increase its credibility (Höchstädter & Scheck, 2015, p. 449).” VPOs provide a range of 

funding and professional services to the SPOs, with the intention to help them to expand 

the created social impact (European Venture Philanthropy Association, 2018, p. 15). Both 

approaches are closely related and therefore it is only reasonable to consider both methods 

to fight climate change and the accompanying social problems.  

 

The SDG’s are the biggest challenges our generation has to address, and they will 

determine the everyday life of 7.5 billion people, the politics of each nation, and the global 

economic system. Impact investing and venture philanthropy offer potential viable 

contributions to tackle those goals. The further explanation, the promotion of these 

approaches and with that contributing to the spreading of these is the ultimate goal of this 

thesis and justifies our choice for this subject.  

1.2 Problem Background and Knowledge Gaps 

Global Challenges 

Contemporary global challenges that our society faces have the potential to jeopardize 

the quality and existence of life for future generations. The anthropogenic factor also 
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causes the problems that we face today. As a result, the Intergovernmental Panel on 

Climate Change, which is the United Nations body for assessing the science related to 

climate change, publishes their report as a summary for policymakers including actions 

that should be taken to reduce the factors of climate change (Intergovernmental Panel on 

Climate Change, 2018). Our lifestyle and behavior are the cause of many of those social 

and environmental problems. However, lifestyle and behavior come as a result of cultures 

and values nurtured in a society mostly by rules, regulations, and policies of the country 

and globally. Among other things, poverty, hunger, health, education, gender equality, 

human rights, clean water, clean energy, climate, and governance are challenges that we 

face today.  

 

To overcome these problems and ensure that we are not degrading the life of future 

generations with our behavior, United Nations in collaboration with all their member 

states have come up with an agenda in a special summit. This 2030 Agenda for 

Sustainable Development, represents a shared global vision “to eradicate poverty and 

achieve sustainable development by 2030 worldwide, ensuring that no one is left behind 

(European Commission, 2016).” With this agenda the international agenda-setting actors 

have received an awakening call to direct the policies to reach the 17 goals that come with 

this framework, and its 17 targets (Leal Filho, W, 2018). Furthermore, the climate being 

one of the most significant concerns of these challenges, one crucial landmark toward 

tackling this issue is The Paris Agreement. The aim of this agreement is addressing, but 

not only, the problem caused by the emission of greenhouse gas. One critical goal of this 

agreement is to align financial flows with the target of lowering greenhouse gas 

emissions. In this agreement the importance is given to look at all available finance, 

public, private, and international sources to tackle the greenhouse gas emissions (United 

Nations Framework Convention on Climate Change, 2015, p. 3). The primary view of the 

solution for solving social and environmental challenges was thought to be public funding 

and philanthropy. However, the vast quantity of problems makes it difficult for public 

institutions to address all of them. Additionally, as claimed by Rodin & Brandenburg 

(2014, p. 14), “seismic shifts in the global economy have left insufficient public funding 

to tackle the world’s social and environmental challenges. In fact, it would be hard to 

overstate the extent of the tumult in which our world finds itself today.” 

 

Changes in global economy come, among other things, as a result of the introduction of 

SDGs in the economic activity and governance policies, thus having a potential impact 

on changing the nature of economic development into more sustainable one (Stevens & 

Kanie, 2016). According to the Principles of Responsible Investment Institute, “the SDGs 

are an articulation of the world’s most pressing sustainability issues and as such act as the 

globally agreed sustainability framework. The SDGs can support investors in 

understanding the sustainability trends relevant to investment activity and their fiduciary 

duties (Principles for Responsible Investment, 2019).” As such, the role of the private 

sector is essential to facilitate the process of meeting sustainable development goals. 

According to Scheyvens et al. (2016, p. 372), delivering SDGs at the targeted time can 

benefit from innovations, receptivity, a broad range of skills and resources that are found 

in the private sector. This private sector has the potential to catalyze positive change 

through investing and addressing those global challenges. One of the greatest strengths 

of the business involvement on social and environmental challenges is the ability to create 

market-based solutions. According to Zhang’s (2013, p. 88) comparative study of the 

advantages of a market-based approach to a traditional approach for solving ecological 

problems, he argues that “market-based solutions connect the ´incentive´ with ´economy´ 

http://e-space.mmu.ac.uk/view/creators/Leal_Filho=3AW=3A=3A.html


4 

 

and show that making use of an environmental protective incentive in an appropriate way 

could finally achieve a cost-efficient process.” Thereby environmental missions are 

connected with financial incentives. One of the main reasons why this approach is 

practical is that it incentivizes sustainable use of resources that the business has, to solve 

an environmental challenge and at the same time to be profitable. Benefits of this 

approach come in four different forms: basic need, productivity, income, and 

empowerment (Gradl & Knobloch, 2010, p. 15). By using this approach, the business can 

deliver basic products and services, to the level that improves the quality of life; creates 

opportunities to access electricity, telephone communication and financial services; 

makes space for more businesses to join the market, and also creates better opportunities 

for existing businesses to be more efficient. 

 

The real income is also driven by the market-based approach, where impact-driven 

companies enable the poor or disadvantaged population to join the workforce or create 

lower-priced products and services. Empowerment comes as a result of opportunities for 

involvement in the society and market by a business for the targeted population (Jaquier, 

2016, p. 34). Commercialization of the sustainable goals introduces an alternative with 

great potential to transform the social sector. Impact-driven business can be a great 

contributor by providing extra value on addressing social issues through business 

perspectives. Such contribution comes because of four main reasons: entrepreneurship 

and innovation, focus on the needs of the beneficiaries, scale as well as addressing root 

causes (Jaquier, 2016, p. 34).  

 

One of the concerns of the involvement of the business sector in the social sector is that 

it may reduce the capital available for charities. However, due to the public funding being 

not able to fill the funding gap for reaching sustainable development goals, the 

involvement of the private sector is necessary. This lack of supply has led to a 

combination of services by many foundations in the form of grants and impact 

investment. This combination leads to a more effective distribution of available funds 

between those that are willing and able to pay for a service or product that solves a 

problem, and those not being able to pay for it, thus addressing more substantial parts of 

the population. Additionally, according to the UN Commission on Trade and 

Development, there is a need for investment of up to $7 trillion each year from 2015 to 

2030 in order to reach the SDGs. As such it is essential to include private sector potential 

and direct it to those products and services that provide a solution for the problems 

addressed by the SDGs (Principles for Responsible Investment, 2017). One of the 

strengths of this sector is its potential to taper the funding gap between the initiatives to 

reach the SDGs and their financing opportunities.  

 

Though these challenges are not new and the sustainability issue dates back many years, 

there has been a growing interest to enhance the access to financing opportunities for 

initiatives providing solutions with social and environmental return (Brown, 2018). 

Additionally, those innovative financing opportunities shall be closing the funding gap 

for SDGs (Niculescu, 2017). According to the Global Impact Investment Network, impact 

investment is the solution (Global Impact Investment Network, 2016). Through this type 

of investment, the investor aims to generate positive environmental and social change, 

alongside the financial returns. Research about the role of VPOs and SIIs is rather scarce 

and the potential of these organizations supporting initiative combating the global 

challenges is unknown. By identifying and addressing the challenges of both the supply 

side and demand side, it will be easier to bring them closer and mitigate the gap of 
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funding. In return, the benefits of targeting this gap are double bottom line. Initially, 

facilitating the barriers of investment for impact investors and social entrepreneurs creates 

condition for more investment in impact-driven business that try to solve social and 

environmental challenges. Additionally, offering the opportunity for more impact-driven 

business to grow generates economic growth. Therefore, below we have addressed supply 

side (SPOs) and demand side (Impact investors) challenges.  

 

Social Purpose Organization´s challenges 

SPOs differ from the business enterprises, by seeking social and environmental return 

alongside financial returns. On the other hand, for a traditional business enterprise, one 

of the primary motivators for creating and growing a venture is the maximizing of 

economic returns. Edelman et al. (2010, p. 179) use the expectancy theory to emphasize 

that motivation behind the desire to grow a venture are the outcomes. Two of the most 

important outcomes are self-realization and financial success. However, for SPOs that 

goal does not stand alone, which creates more constraints that hurdle their growth. These 

challenges arise from three different sources. The individual challenge is connected with 

the personality and the motivation of the individual. This field of research is well 

discovered for example by Cardon et al. (2009) investigating the importance of passion 

or Dew et al. (2008) researching behavioral theory of an entrepreneurial firm. The second 

type of challenges of an SPO considers the organizational characteristics, meaning the 

strength of the team and the business model of the SPO. The institutional challenges for 

an SPO are mainly legal restrictions and the decision of the optimal financially supporting 

organization. Knowledge is especially missing in regard to the matching process of the 

SPO and the investing organization. The SPO has to prove that they are an appropriate 

investee but the general knowledge about the requirements of VPO or SPO is not 

theoretically backed. Additionally, knowledge is lacking about the benefits of cooperation 

with an investor besides the financial support. 

 

Impact Investor´s challenges 

As the field of practice of impact investing is new and not fully defined, several 

constraints are challenging investors to change their investment method from pure 

financial investing to impact investing. Besides their responsibility to make this change 

and the accompanying ethical values being the investor, there are several challenges that 

pose a barrier to them. Jaquier (2016, p. 37) states major constraints in this field such as 

a lack of efficient infrastructure, limited track record, lack of institutional-scale 

opportunities, complexity and the need for a dual skill set, supply-demand mismatch, 

transaction costs, and missing exit strategies. According to Clark et al. (2017, p. 339), 

identifying investment flows from the private sector is challenging. Firstly, efforts to 

collect this type of information are low and uncoordinated. Secondly, the information 

provided is opaque due to the lack of mandatory reporting requirements. These challenges 

are a burden for impact investment growth since they make it difficult for investors to be 

motivated to invest in impact-driven enterprises. Additionally, the lack of transparency, 

asymmetrical information distribution, the lack of regulation, a missing understanding of 

the process as well as the measurement of the impact are challenges which VPO and SII 

have to consider. In the existing theoretical publication, a lack of knowledge about the 

particular investment stages can be determined. Furthermore, practical knowledge exists 

about how to measure the created impact or the financial return, but researchers have, so 

far, neglected tapping into this field of study. 
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1.3 Research Question 

For an investor, investment decisions depend on several factors, such as expected return, 

personality traits, ethical issues, and community culture. For the traditional business 

investor, the main factor is the return on investment (ROI). They follow different 

strategies and exercise influence on the investee in different ways. The shift of focus from 

solely financial goals to a combination of financial and sustainable goals is changing 

investing per se. These investors are trying to reach philanthropic targets by implementing 

businesslike, for-profit approaches. Therefore, we initially wanted to focus on solely on 

the research field of impact investing. We conducted a market research mapping the 

existing players. Based on this market research we identified several kinds of investors 

and contacted them, aiming for a collaboration for the purpose of this study. During this 

process we identified this research gap and decided to pursue it further.  

 

With this study, we want to contribute to the research by examining the market landscape 

of impact investors in the DACH region and their investment process approaches. The 

DACH region consists out of the countries Germany (Deutschland), Austria and 

Switzerland (Confoederatio Helvetica). By answering the research question, we aim to 

generate knowledge concerning the steps of the investments of the market players in the 

field. This transformation is the initial point for the research problem of this thesis. From 

this point, the research examines the sourcing process, the time during the investment and 

the exit of investments by the different investors. This research can lead to a better 

understanding and ultimately to a guideline for direct and indirect participants of impact 

investment. As impact investment is midway between pure financial investment and 

philanthropy, we first aim to look at the process of investment by VPOs. Afterwards, we 

will investigate opportunities and obstacles of SIIs concerning the investment process, 

with the aim of performing a comparative study of the two groups performed by the two 

types of investors. Therefore, we have come up with the following research questions:  

 

What are the differences between the approaches used by VPOs and SIIs in the 

investment process stages, in the DACH region?  

 

Based on the previously mentioned market research we decided to conduct a comparative 

study. We observed a similar process within the existing literature since the ultimate goal 

of the organization types are to invest in SPOs. The investment stages resemble one 

another in the matter of selecting SPOs and helping them to generate impact. Having said 

this, we observed that these processes are not standardized, and we therefore wanted to 

point out the differences within the investment process. This decision explains the 

wording of the research question. In a preliminary literature review we found that the 

research in this field of study is in an early stage, so we are not expecting to find fully 

developed theories. Especially considering the differences of the two types of investors 

within the investment process stages, we are not expecting any publication in a 

concentrated form as in this research. Therefore, we assume that the answer to the 

research question provided by the existing theory is only of limited informative value. 

Therefore, we see a need to conduct this study.  
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1.4 Purpose of the Study 

The primary purpose of this thesis is to create a comparative framework of the approaches 

used by two groups of players in impact investment field, SIIs and VPOs, in the 

investment process stages. This framework allows the exploration of the similarities and 

differences in the stages of the investment process. Furthermore, this framework can be 

a guide for individuals or organizations interested in solving social challenges with their 

money through the field of impact investing. In general, this exploratory study purpose is 

to offer a better understanding of impact investment and identify approaches within 

investment process stages used by two main players in social finance - SII and VPO - in 

the DACH region. The field of research would become more aware of the differences 

between specific categories of impact investors, which will be grouped into the two main 

categories of VPOs and SIIs. Results from this study aim to provide insights into the 

impact investment process in general, thus contributing to the filling of the gap in current 

literature. Furthermore, we also aim to bring close impact investors and impact driven 

business through offering an overview on the process of investing. Even though this thesis 

looks primarily at the investor’s side of impact investing, other groups could also profit 

from the findings of this research. Potential investees, for example, could conclude the 

best fit with a possible investor. Other profiteers could be the public which will first of 

all profit directly from the created impact and gain also a better understanding and rising 

interest or even demand for investing opportunities. Policymakers could benefit from this 

research as they would gain a deeper understanding of impact investment and venture 

philanthropy which will result in a more efficient way of channeling money towards the 

UN Sustainable Development Goals and the targets of the Paris Agreement. This study 

could ultimately result in the implementation of new standards for investing which in the 

end will benefit society or environment on the local up to a global setting. As a result, out 

of our research we identify new research gaps and we hope to encourage other people to 

investigate the topic of social finance further.  

1.5 Knowledge Contributions to Existing Research 

Existing research on the field of impact investing is scarce, mostly due to its early 

development stage. Several institutions are dealing with the topic, thus performing field 

research by gathering data from practitioners. As such, most of the sources of information 

in this field come in the form of market reports from these institutions, or survey analysis, 

but in general, a lack of scientific research articles can be observed. In this research study 

we create a theory of the stages within the investment process by identifying the 

component approaches.  

 

In our study, we are looking at the investment process from the perspective of the two 

main practitioners in the sustainable investment field, SIIs and VPOs. With this study, we 

want to contribute to the area of entrepreneurial finance, which could be further used and 

developed for theory building within the field. A major knowledge contribution arises 

from the results from the approaches used within the stages of the investment process. 

The existing research mainly provides knowledge about an evident lack of research 

focusing mainly on approaches within each stage. Our study aims to fill this lack of 

knowledge and serve as potential foundational research. Besides contributing to the 

research field, we aim to increase the academic interest in the impact investment field via 

our research. As there is an ongoing discussion whether there is a trade-off between 

financial and impact objectives at stages of venture development, we aim to identify 
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methods and practices of how these players manage this trade-off and ensure the investor 

about their financial and impact returns as promised.  

1.6 Social and Practical Contributions 

This master thesis firstly presents new knowledge about the two approaches of VPOs and 

SIIs and contributes to the general understanding and distinction of impact investing and 

venture philanthropy. A better understanding by the population at large has the potential 

to achieve a major shift from traditional and potentially harmful investing towards venture 

philanthropy and impact investing. An allocation from traditional investing towards 

impact investing and venture philanthropy can, therefore, have a big effect on 

contributing positively to the issues addressed by the SDGs.  

 

Secondly, this research provides guidelines and recommendations for VPOs and SIIs. An 

increase in efficiency of the investing process in any way will contribute to a positive 

global development, decrease poverty and inequality and fight climate change. A similar 

outcome could possibly contribute to the process of starting a VPO or become an SII by 

individuals or a group of them. With a guideline at hand, chances are higher that, for 

example, a High Net Worth Individual (HNWI) would start an organization which 

supports SPO.  

 

The third contribution of this thesis targets social entrepreneurs. With information from 

this research, these social entrepreneurs know what VPOs and SIIs are looking for and 

can address those needs and requirements more easily. When starting an organization, the 

requirements for funding can already be considered and addressed in the business plan. 

These considerations might contribute ultimately in a better set up of the social venture 

and increase the efficiency. 

1.7 Delimitations 

Three different delimitations are made for this thesis. The first and also simultaneously 

the most crucial delimitation is the decision for the population we are investigating. This 

is because that the decision for the researched population is part of the choice of the 

problem. The focus of this research is on VPOs and SIIs and influences our research 

question, therefore the literature review and also the decision for interview partners. The 

structure, the practices they use in the different stages, and the specific characteristics of 

VPOs and SIIs, channel the undertaken approaches during the entire research process. To 

find eligible interview partner, we conducted market research and contacted the most 

interesting and suitable ones. This decision for the interview partner as well as the 

decision for the number of interviews delimits the methods which are eligible and 

therefore, the findings of this research. 

 

Another delimitation arising from our choices for the researched population is the 

geographical focus. Considering the origination of the available research, we did not 

decide to delimit ourselves since the amount of research is already limited. However, 

before conducting the interviews, we conducted a market research to find possible 

interview partner. We decided to focus our research on DACH. This decision was based 

on geographic proximity to the interviewees as well as the one of our collaboration 

partners. A scope, including other geographical areas, would influence the quality of the 

research, especially since we would have had to include the respective environment. We 
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believe we are not familiar enough with the culture of regions and therefore decided 

against the inclusion of other areas outside of the DACH region.  

 

The third delimitation considers the used approach. We decided to use a method which is 

using qualitative data with additional quantification of this data. Therefore, we set 

boundaries from the beginning what results we can identify. A qualitative study enables 

different findings than quantitative research. For this research, we use a method which 

uses qualitative data and additionally quantifies this qualitative data to gain a better 

understanding of the field. As part of the data analysis we assigned the interviewees to 

the two organization types of VPO or SII. These interviewees are sub-categories of VPO 

or SII. The neglection of the sub-categories can be seen as delimitation since we decide 

to generalize these sub-categories.  

 

This thesis was written in cooperation with an angel impact investor. One could say that 

this delimits the research since the external partner might influence the research question 

and therefore, the entire research. The influence of collaboration will be annotated in 

chapter 3.8.1. The collaboration-partner did not delimit our thesis since he solely provided 

information and contacts to potential interview partner.  

1.8 Key Concepts 

Impact Investment - “Impact investments are investments made with the intention to 

generate positive, measurable social and environmental impact alongside a financial 

return (Global Impact Investment Network, 2019a).” 

 

Venture Philanthropy - Venture philanthropy is a funding model that utilizes social 

purpose organization-specific financial resources which “align with the unique incentives 

and constraints of . . . [social purpose organization] combining business and charity at 

their core (Battilana & Lee 2014, p. 411).” 

 

Entrepreneurship - Entrepreneurship describes the processes in which an individual 

discovers, creates, evaluates and exploits a market opportunity through an innovation 

(Schumpeter, 1942)  

 

Sustainable Entrepreneurship - Sustainable entrepreneurship is “an innovative, market-

oriented and personality-driven form of value creation by environmentally or socially 

beneficial innovations and products exceeding the start-up phase of a company 

(Schaltegger & Wagner, 2007, p. 32). “ 

 

Socially Responsible Investments - Socially Responsible Investment “provides an 

opportunity to express and promote ethical values via choice of financial instruments 

(Pilaj, 2015, p. 743).” 

 

Social Purpose Organization - A social purpose organization is a hybrid form of an 

organization combining the concepts of commercial and non-profit areas adopting a 

business model which is typical for commercial enterprises and the social purpose typical 

for non-profit organizations (Doherty et al., 2014, p. 418). 
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SDG - “The Sustainable Development Goals . . . address the global challenges we face, 

including those related to poverty, inequality, climate, environmental degradation, 

prosperity, and peace and justice (United Nation Development Programme, n.d.).” 

 

Theory of Change - “The term ’theory of change’ originates in the field of program 

evaluation. Sometimes also called ’program theory’, it refers to the construction of a 

model that specifies (usually visually) the underlying logic, assumptions, influences, 

causal linkages and expected outcomes of a development program or project (Jackson, 

2013, p. 100).” This term will be later used in literature review, however we wanted to 

emphasize because it is an important component of impact investment.  

 

1.9 Disposition of the Study 

 

Chapter 1: Introduction - The introduction chapter is initialized by an extensive 

explanation of the current state of the field of impact investing and venture philanthropy 

leading to the choice of subject. The problem background and the knowledge gaps follow, 

resulting in the research question and purpose which provide the basic framework for the 

study. The chapter is completed by possible contributions of the research, the 

delimitations and the key concepts which are essential parts of the study. 

 

Chapter 2: Literature review - The literature review chapter reviews the literature 

contains relevant information and theory for the study. Firstly, there is an overview of the 

field of entrepreneurial finance. This overview will present the two examined types of 

organizations. Secondly, the stages of the investment process will be described, starting 

with general information to allow an understanding of the topic and focus afterwards on 

the particular practices in each of the stages. Finally, the differences in the theory and a 

framework will be shown, which is based on the findings of the literature. 

 

Chapter 3: Methodology - The methodology chapter examines the used approaches 

including ontology, epistemology, and axiology. Additionally, the research approach and 

design will be considered and complemented by the detailed consideration of the practical 

methodology of data collection and analysis, the interview design, and the interviewee 

selection. Further, we will explain the methods that we are using to analyze the data, and 

also alternative methods that we are not using and why not. The chapter is completed by 

a reflection of the ethical consideration and quality criteria. 

 

Chapter 4: Findings - The focus of the fourth chapter is on the detailed description of the 

undertaken actions to collect data, the interpretation of collected data and the subsequent 

presentation of this data. Thereby the structure of the literature review will be applied to 

make it easier for the reader to grasp the finding and connect theory with the results. 

 

Chapter 5: Analysis - The fifth chapter analyzes the results from the Chapter 4 and 

discusses the differences and similarities of the two investor types. Ultimately this chapter 

answer the research question and provides a framework of VPOs and SIIs. 

 

Chapter 6: Conclusion - The final chapter provides general and theoretical contributions 

of the study as well as the limitations of it. Additionally, limitations of the study will be 

named and suggestions for future research will be made.   
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2. Literature Review  
The literature review provides further information about the two examined approaches 

to allow a better understanding of the applied theories. The first part of this chapter is 

dedicated to the research undertaken in the field of entrepreneurial finance, in regard to 

impact investment, and introducing the two main types of organizations. The second part 

explains the impact investment process in general in each stage, for both players and the 

used practices.    

 

Generally, the literature is divided into three different groups taking different stances. 

Maduro et al. (2018 p. 22) classify them as maximalists, minimalists and the 

policymakers. The group of maximalists considers impact investing as a panacea for some 

issues of capitalism. The group of minimalists, on the other hand, sees impact investing 

as a different way of allocating uncertainties away from the investors. These two groups 

have to be kept in mind while analyzing the publications to gain a comprehensive view 

of the already undertaken research. Furthermore, it is important to note that with growing 

attention a polarization can be discovered which divides the public debate into hype or 

skepticism. These two viewpoints have to be considered and included in order to present 

a diverse review of the existing literature. In the context of the dominance of grey 

literature, this is especially important since the publications are not compelled to have a 

comprehensive literature check. This issue led to the challenge to find a suitable point of 

departure for our thesis since the field of research has not yet agreed on one precise 

definition for impact investing to use. Therefore, we considered many sources to find the 

definition which was cited by most of the sources, and we agreed the most on. 

2.1 Entrepreneurial Finance 

Innovation has a crucial role in the economy. A lack of innovation in business or economy 

leads to a lack of economic growth. This understanding is acknowledged by Applegate & 

Harreld (2009, p. 2) where they state that due to lack of innovations the economic growth 

is not driven, thus leading to financial crisis. Innovation importance in contemporary 

economies is also recognized by Tellis et al. (2008, p. 2), who state that success of the 

firm comes from innovation which leads to growth in wealth of the nation, and as such is 

a leading factor of better living standards for society. A contemporary challenge of 

innovation is providing solutions for problems that society is facing, most of them are 

social and environmental. There is a growing number of individuals that encounter these 

challenges every day and come up with solutions for their local communities, with 

potential for global scale. Therefore, entrepreneurs are considered as agents of change. 

However, for this change to happen, they need a source of financing for growing their 

ideas on a larger scale. 
 

For entrepreneurs - the realization of their business idea as the main focus - capital is an 

essential instrument to reach that goal of growing the venture. Especially in the first 

stages, the start-up and growth phase, of a venture additional financial support is needed; 

it is essential to obtain the necessary capital and overcome “the valley of death”. This 

valley is described as the time between the initial finding and the time where the venture 

is generating revenue. During that time the risk of the venture failing is high. The cost of 

operations such as equipment, inventory, accounts receivable and working capital should 

be covered by external funding until the venture is self-sustainable. Two major categories 
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of financing are debt and equity, from where several alternatives are derived (Vinturella 

& Erickson, 2003, p. 21-22). 

 

Debt financing is a concept of financing where the venture gets funding which later the 

credit user has to pay back. Commercial banks usually obtain short-term debt financing 

in the form of a loan. Long-term financing can be found in various forms: renting the 

equipment by a manufacturer, factoring accounts receivables to a financial company, 

trade credit and installment sales credit offered by vendors (Allman & De Nogales, 2015, 

p. 260-252). In addition to that, venture banking is also part of debt financing where a 

bank provides a loan to a high-growth firm that has already received venture capital. In 

exchange, venture capitalists offer the equity of that firm as collateral. Another vital 

stream of financing is equity financing. The range of capital provided in this form is of a 

considerable size, “from owner-invested funds at start-up to stock sales on organized 

stock exchanges (Vinturella & Erickson, 2003, p. 89)” However this range can be divided 

into two major sectors, public equity, and private equity. The major differences between 

these two are involvement of investor with the founder and management team, and 

whether the trading of shares is done on a stock exchange or not. As this study is 

performed on the field of entrepreneurial finance, we are focusing only on the private 

equity form of financing. The main characteristics within this form are that the venture 

that gets financing through selling shares that are not publicly traded on a stock exchange. 

Another crucial point is the high engagement of the investor with the founder and 

management team.  

 

One of the first choices for entrepreneurs to finance their venture is to address a venture 

capital firm. Those firms are usually categorized in four main forms. The first form is the 

private limited partnership which obtains the funding from other institutions such as 

pension funds, foundations, insurance companies, corporations, and wealthy individuals. 

Publicly traded funds are the second form, providing additional management support to 

the ventures that they invest in. Corporate venture capital firms which in most cases are 

owned by big corporations that aim to invest in those ventures related to the corporation 

are the third form. The last form is angel investors who are wealthy individuals. In 

general, these firms backup all four rounds of financing, the start-up stage, the 

development stage, the expansion stage, and the growth stage. Additionally, they offer 

also leveraged buyout financing, turnaround situations, and public offerings (Gladstone 

& Gladstone, 2002, p. 13-18). However, during our research angel investor networks and 

private limited partnership venture capital firms (hereinafter referred as venture capital 

firm) point out to be the principals in investing in early-stage and growth stage social 

entrepreneurial ventures. 

 

Angel investors are HNWI-investors, who mostly act on their own or as a group and 

invest their own money directly or via funds. The targeted businesses are unquoted, with 

which the angel investor has no family connection. After the investment, the angel 

investor generally stays involved in the business. This occurs either through the role as 

an advisor or a member of the board (Mason & Harrison, 2008, p. 282). They focus on 

early-stage investing, thus closing the gap of the initial financing originating from family 

and friends and capital provided by venture capitalists. This gap is mostly due to the 

venture capitalist ticket size, which is the average size of the investment. The ticket size 

of the venture capitalist is usually big and incorporated with requirements most early-

stage ventures cannot meet. Angel investors typically have a smaller ticket size and 

provide money with fewer requirements. One of the main differences between angel 
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investors and venture capitalist is that angel investors invest their own capital in a venture, 

while venture capitalists invest the capital of institutions or the group of individual 

investors (Kortum & Lerner, 2000). While angel investors focus mostly on first-round 

financing or the financing of the start-up stage, venture capital firms focus on the second 

round of financing, the development stage of a start-up (Morrissette, 2007, p. 54). 
 

Social Entrepreneurship 

The importance of entrepreneurs in the economic context was identified in the early 

eighteenth century until it developed to today’s notion of it. Many researchers in this field 

imply that entrepreneurship’s primary goal is profit. According to Ebrashi, “however, 

forming new ventures and their outcomes were not identified stricto sensu for profit 

making (Ebrashi, 2013, p. 189).” This development brings results in another theory, the 

social entrepreneurship theory. This theory is built on the entrepreneurship theory but is 

differently defined. The definition relies on the mission and impact purposes of the social 

entrepreneur. According to Ebrashi (2013, p. 199), “the social entrepreneur is called 

’transformative social entrepreneur’ if this person shows another form of behavior that is 

called here ’intentional replication’.” This is a distinguishing characteristic of the social 

entrepreneur from business entrepreneurs. Contrary to the business entrepreneurs, social 

entrepreneurs look forward to their solution being used by other organizations in order to 

create a broader social impact change with their solution even if that means to go beyond 

their organization (Ebrashi, 2013, p. 199). Additionally, Mair & Noboa (2006, p. 121) 

argue that the major difference between traditional and social enterprise is a social impact 

mission and the aim for change. Furthermore, explains Ebrashi (2013, p. 190) impact as 

“the sustainable long-term change that happens in beneficiaries’ lives as well as the 

community at large; for example, changing stereotypes or creating new vocations 

(Ebrashi, 2013, p. 190).” However, in addition to that, they have identified three main 

aspects that differentiate these two types of entrepreneurship. “First, social entrepreneurs 

are moved by different motivations to discover and exploit a distinct category of 

opportunities; second, the way they pursue opportunities might diverge from typical 

business approaches; and third, the outcome social entrepreneurs aim for involves both 

social and economic aspects.” (Mair & Noboa, 2006, p. 121). Another differentiation is 

that social entrepreneurs exploit opportunities for offering a service or a product from 

market failure, but unlike the business entrepreneurs’ perspectives, this failure can come 

from external effects, public goods, or distributional allocation (Ebrashi, 2013, p. 189). 

 

Social Finance  

Like, traditional entrepreneurs, social entrepreneurs face similar challenges to funding, 

but to a greater extent. This is due to implications that come from their social mission 

sustainability being as important as financial sustainability. The access to financing for 

these types of entrepreneurs is the same as for the business entrepreneurs. However, the 

investors that are part of the social finance differentiate from traditional investors. The 

main difference lies in the purpose of investing. While traditional investors´ main goal is 

to gain financial profitability, social investors aim to bring solutions that create a positive 

impact on society and the environment, alongside financial returns. This being said, we 

have focused on the newly developed field of social finance: impact investment. As a 

result, we are focusing on the two main players that invest in social impact generating 

ventures: VPOs and SIIs. 

 

Figure 1 provides an overview of the sustainable investment ecosystem and where VPOs 

and SIIs are located in it. Most of the SII have obligations towards their financial backer, 
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therefore, they are expecting at least a minimal return of the original investment and aim 

for a market return. Hence, the SIIs are - to some extent - emphasizing finance first. SIIs 

are mostly investing in SPOs and to some small parts in traditional businesses. SPOs 

include revenue generating social enterprises and socially driven businesses whereas 

investable traditional businesses are companies that focus on good CSR practices. VPOs 

focus on the generating of impact, whereby financial return is not always expected. 

Therefore, an investment can result in a return that is below the market return rate or even 

come with a loss of capital. SPOs are the only targeted organization form which can be 

divided in revenue generating social enterprises and charities. An important goal for both 

groups is to create proactive, measurable impact.  

 

 
Figure 1. The Sustainable Investment Ecosystem. 

Source: Based on Jaquier (2016, p. 20) & European Venture Philanthropy Association, 

(2018, p. 41). 

2.1.1 Venture Philanthropy Organizations 

One of the main players that are funding the ‘changemakers’ to bring their idea to life are 

VPOs. From the semantic of this term, one can understand that they are a form of 

philanthropy combined with the form of venture capitalist firms. 
 

Philanthropy as a phenomenon exists for many years now. In ancient cultures, it was 

already present in different forms. However, the philanthropy that we know today started 

to develop in the late 19th century after the dot.com bubble, where wealthy individuals 

were creating a foundation or donating money to existing ones (Scarlata et al., 2012, p. 

285). Donations are a transfer of capital by wealthy individuals and corporates to non-

profit organizations intending to bring positive change in the society through their 

projects. One of the latest definitions of philanthropy is the one by McCully (2008, p. 13) 

which describes philanthropy as “private initiatives for the public good, focusing on 

quality of life.” This definition came as a result of several other earlier explanations. 

Foundations are organizations that perform philanthropic funding. As mentioned above, 

they are funded by wealthy individuals or by government grants. Traditional philanthropy 

players, grant-making foundations, face several challenges. One of the main problems is 

that following a project driven funding approach makes SPOs drift their mission to suit 

the criteria set by the foundation in order to get the funding. This shift may lead to the 

SPO not being able to achieve the promised social objective. Additionally, this type of 

funding leaves no space for the SPO to create an asset base, as it covers the current 

expenses net of any revenue that SPO generates. Following this funding approach burdens 

SPOs scaling up their solution, as additional follow-up funding is needed for that. Another 
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criticism that traditional philanthropy faces is that they fund based on need, rather than 

on social impact targets (Scarlata et.al., 2012, p. 286). Criticism of the challenges that 

traditional philanthropy faces have led to the evolution of venture philanthropy (Kramer, 

2002, p. 41). 

 

The idea behind venture philanthropy was to develop philanthropy into a more effective 

approach by utilizing the practices of venture capital firms. Resulting from a flow of funds 

that was fueled by the high-tech boom, small capital firms in California designed 

extensive practices of due diligence for the screening process and financial analysis to be 

able to offer sufficient capital for the early-stage firms. Additionally, high involvement 

practices were developed in the form of mentoring and consulting for development and 

managing the company. On the other hand, political development in 1991 with the 

Democrats taking a business-like approach investment initiative to overcome public 

problems, brought along the social return. Those two developments resulted in what is 

termed venture philanthropy (Frumkin, 2003, p. 8). The term venture philanthropy was 

proposed in 1969 by John D. Rockefeller III (John, 2006). It is a mix of philanthropy and 

investment by adopting venture capital approaches to investing. Venture philanthropists 

use their business knowledge and experience to help the SPOs grow by not only investing 

in them financially but also supporting them with their time. As stated by John (2006, p. 

7), “venture philanthropy is defined primarily by the relatively high level of engagement 

of the funder in the organization [sic] being supported, over an extended time period, 

injecting skills or services in addition to finance.” Venture philanthropy relies on three 

main pillars, which are intended to be a solution for traditional philanthropy problems 

(Scarlata et al., 2012, p. 285). According to Kramer (2002, p. 38), “the three main 

elements of venture philanthropy are building operating capacity, close engagement 

between donors and recipients, and clear performance expectations.” Frumkin (2003, p. 

9) states that venture philanthropy is a three-legged stool, the legs being: capitalization, 

engagement, and performance measurement. Additionally, the most recent definition of 

venture philanthropy and its characteristics is provided by the European Venture 

Philanthropy Association: “VP is a high-engagement and long-term approach to 

generating social impact through three core practices: tailored financing, organization 

[sic] support, and Impact Measurement and Management (European Venture 

Philanthropy Association, 2018, p. 15).” This being said, venture philanthropy is a form 

of investment in SPOs that uses the approaches and methods by venture capitalist for 

investment processes. Therefore, for the purpose of this study we will be using the 

definition:  

 

Venture philanthropy is a funding model that utilizes social purpose organization-specific 

financial resources which “align with the unique incentives and constraints of . . . [social 

purpose organization] combining business and charity at their core (Battilana & Lee 

2014, p. 411).” 

 

Venture philanthropy uses a business-like approach, the one adopted by venture capital 

firms, to create social impact. This approach is known as The Investment Metaphor. One 

distinguishing characteristic of venture philanthropy is its approach on getting to scale. 

Traditional philanthropy heavily relies on government support as the main tool for new 

ideas support. However, governments tend not to be very keen to support this “pilot 

program”. In contrasts, venture philanthropists are interested in achieving to scale and 

grow faster. Thus, they focus their effort to assist the supported SPOs through the 

development process, by supporting the creation of strategies and the implementation of 
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them. The main aim behind this is to create a broader impact through these projects. Two 

of the main methods they use to get to scale is through a franchise model and 

commercialization. According to Frumkin & Imber (2003, p. 102), the franchise model 

can be described as “a programmatic idea [which] is packaged and made available to 

other social entrepreneurs either through autonomous units or through affiliated entities.” 

Commercialization method is when venture philanthropist focuses on growing the SPO 

to the point that is self-sustainable. This definition alone does not portray the full picture 

of venture philanthropy and its core operation. For one to have a better grasp of this form 

of blending philanthropy and investment, we will thoroughly discuss the components that 

characterize it: financing approaches, high-engagement approach, and impact 

management and measurement approach  

 

Financing Approach 

Unlike traditional philanthropy, venture philanthropy takes a business-like approach in 

its core financing operations. Important characteristics here are the size of the investment 

and the length of it in terms of time. As the aim of this ’investment’ for venture 

philanthropist is to build a self-sustainable organization, they tend to deploy a larger 

amount of capital in their selected investee. Unrestricted financial support combined with 

long-term funding indicates a high level of commitment by venture philanthropist to assist 

the SPO to achieve real scale and impact. (Frumkin, 2003, p. 10; Scarlata et.al., 2012, p. 

287). Besides a large amount of capital, the form of financing is tailored based on the 

venture’s characteristics. Tailored finance aims to make the SPO self-sustainable after 

exiting. Tailored investment instruments range from those that aim only social returns 

such as non-returnable grants, to the ones who blend financial returns into their 

expectations such as loan, mezzanine or equity-like finance (European Venture 

Philanthropy Association, 2018, p. 15; John, 2006, p. 11). Moreover, aiming for capacity 

building within the social enterprises the VPOs invest in, venture philanthropists focus 

on the core operating cost. Multi-year support, usually between three-to-five years, is also 

provided to strengthen the development process of the venture and make it independent 

when the VPO is no longer supporting the venture (European Venture Philanthropy 

Association, 2018, p. 15; Scarlata et al., 2012, p. 287).  

 

Engagement approach 

One of the most distinguishing features of venture philanthropy is the high-engagement 

approach. Venture philanthropy has the mainstream model of philanthropy re-engineered 

by bringing the funder and the recipient closer together (Frumkin, 2003, p. 11). This high 

involvement is also known as non-financial support, where venture philanthropists use 

their experience, knowledge, and network as an advisory for the entrepreneurs. According 

to Frumkin (2003, p. 11), “venture philanthropy takes a different approach to 

donor/recipient or investor/investee relations, one that extends the time horizon and 

deepens the contact between all parties.” After the financial commitment has been done 

the non-financial support commences to ultimately achieve resilience and financial 

sustainability (European Venture Philanthropy Association, 2018, p. 15). Venture 

philanthropists involve themselves at the strategic and operational levels of the venture, 

often as board members. They provide services that add value to the venture, such as 

strategic planning, communications or access to networks and marketing (John, 2006, p. 

11). The non-financial support is built on the assumption that will bring at least two 

benefits to the involved parties: the recipient develops a skill through consulting with 

someone who has the skills, and that they would be able to use these skills in the future 

and create value out of that (Frumkin, 2003, p. 11). 
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Impact measurement and management 

Claims that venture philanthropic funding is more efficient and has a more significant 

impact than other forms of financing can only be validated if there is a possibility to 

measure the impact. As such, a centerpiece block of venture philanthropy is performance 

measurement, also known as impact measurement. According to John (2006, p. 10), 

“venture philanthropy investment is performance based, placing emphasis on good 

business planning, measurable outcomes, achievement of milestones, and high levels of 

financial accountability and management competence.” Social return measurement is 

highly necessary for both parties, the investor and the investee. Investors, on the one hand, 

will be satisfied when proven that the intended goals of investment have been reached 

and the investee, on the other hand, will be able to prove that his solution has the 

capability to solve a specific social problem thus promoting it for scaling up. Frumkin 

(2003, p. 13) believes that “this kind of philanthropy affords a unique opportunity to 

measure impact these enterprises have both a business and social bottom line.” One of 

the well-known, internationally recognized measurement tools for SPOs is Social Return 

on Investment. This tool was developed primarily by the Roberts Enterprise Development 

Fund. Through this tool, the fund aims to measure and analyze the social impact that 

enterprises in their portfolio bring in the lives of individuals targeted, and to communities 

they live in (Frumkin, 2003, p. 14). 

 

All the three above mentioned characteristics offer a better view of the venture 

philanthropy phenomenon. In other words, the funds are channeled through venture 

philanthropy from investors to investee. Besides, venture philanthropy itself provided 

non-financial support to the investee. The investee can be an SPO or a non-profit 

organization that aims to solve social problems such as healthcare, education, 

environment, culture, and medical research (European Venture Philanthropy Association, 

2018, p. 16). This form of philanthropy has generated numerous debates around different 

social ties. The attention that is given to these debates is bringing positive developments 

in the field and arousing interest to new people to get involved (Frumkin, 2003, p. 15). 

2.1.2 Social Impact Investors 

The idea behind impact investment is not very new, creating a positive impact with money 

can be found in various examples through history. Impact investment as a concept and 

term, however, is a rather new phenomenon. In 2007 the Rockefeller Philanthropy 

Advisors defined impact investments “as investments which are intended to deliver both 

financial returns and social and environmental benefits (Rodin & Brandenburg, 2014, p. 

2).” Besides risk and return, the impact is the third dimension of any investment which is 

getting more and more attention (Eckert & Schäfer, 2015, p. 14). Due to the novelty of 

this field the definition of impact investment is not unanimously decided. These different 

definitions aim to distinguish between the different nuances from traditional investments 

with the focus on financial return to investments with a solely philanthropic focus to 

create non-financial returns. However, the level of expected returns and the importance 

of them from an investor’s perspective, are used to group them on main categories, such 

as classical, responsible investment, sustainable investment, impact investment, and 

philanthropy. Depending on the motivation of the investor the two approaches - finance-

first and impact-first - can be found (Freireich & Fulton, 2009, p. 31). Differences 

between those categories rely on what matters most for the investor and the extent of the 

importance of the cause or the profit. During the literature review, we found that the 
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definition by the Global Impact Investment Network for impact investment is one of the 

most used ones. The Global Impact Investment Network (2019a) defines impact 

investment as following: “impact investments are investments made with the intention to 

generate positive, measurable social and environmental impact alongside a financial 

return.” Based on this definition, it can be seen that impact investment consists out of 

three different criteria: the intention of the investment, the measurement of the created 

impact and the financial return. For impact investing the intention of the SII to focus on 

particular social challenges is a defining characteristic (Jaquier, 2016, p. 16). The second 

criterion is the created measurable evaluated and managed impact of the investment. A 

regular investment might have an impact but to be considered as impact investment, the 

impact has to be measurable. This criterion differentiates impact investing from 

sustainable and responsible investing (SRI) where the investor seeks for an impact but is 

not able to trace the created impact. The final criterion is the expected return of the 

invested capital. Depending on the profitability of the investment opportunity an investor 

can expect a return on capital from zero to a market return (Jaquier, 2016, p. 17).  

 

The market size of impact investment has not been fully quantified yet, therefore the 

available information differ. In 2009 the Monitor Institute estimated the total market size 

to be $500 billion by 2020, whereby the Calvert Foundation estimated a market of $650 

billion in the USA (Conway & Stevens, 2012, p. 1; Freireich & Fulton, 2009, p. 9). In 

2013 the size of the European market for impact investments was estimated to be €20 

billion, with a growth rate of 50 percent since 2011 (Maduro et al., 2018, p. 26). The 

current market size is hard to determine since the impact of investment is not centrally 

measured. The Global Impact Investment Network did the most recent research 

concerning the total amount of impact investment assets under management (AUM) in 

2019. In this global investor survey, 1,340 organizations were discovered, which, by the 

end of 2018, combined $502bn invested in assets with an impact. Considering that this 

research has not included HNWI and not all impact investing organizations it can be 

assumed that the predictions from the Calvert Foundation and Monitor Institute have been 

accurate. With 58 percent of all headquarters most of the SII are located in the USA. 

Continental Europe is the second biggest hub with 21 percent. During our market analysis, 

we discovered a concentration in Europe, more precisely in Switzerland. In the global 

level, the average amount of AUM is $452 million, while the median investor manages 

$29 million. This allocation of AUM indicates that the majority of organizations are 

mostly small, while a minority manages rather big portfolios (Global Impact Investment 

Network, 2019b, p. 6).  

 

To gain an understanding of the potential of the impact investment market, one has to 

look at four megatrends. Martin (2013, p. 10) determines them as follows: the demand of 

the “Bottom of the Pyramid” markets, the growth of the green economy, the 

reconfiguration of the welfare state and the rise of consumers who see health and 

sustainability as a certain lifestyle. The possibilities of impact investment become again 

clear when one looks at the total amount of estimated invested capital of $300 trillion. A 

shift of one percent of this invested capital towards impact investing could cover the $2.5 

trillion, which are needed to achieve the SDGs (Rockefeller Philanthropy Advisors, 2017, 

p. 2). Although Alijani & Karyotis (2018, p. 12) state the fact that while “fund managers 

invested a staggering 43 trillion dollars in global financial markets during the first half of 

2017” the impact invested capital aggregated less than 0,01% of this amount, is the 

interest in impact investment growing. A study by the U.S. Trust (2018, p. 23) revealed 

an overall steady increase of interest and ownership in impact investment while 
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millennials contributed the most to the increase in ownership with nine percent. This 

outlined development and the potential of increasing interest in impact investing allows 

the prediction that this way of investing will establish more in the overall means in the 

upcoming years. Cohen and Sahlman (2013) are even speaking of a development in which 

“impact investing will be the next venture capital.”  

 

 

 

 

Main Players and their problems 

Impact investments serve different beneficiaries those are mainly: the organizations 

which got invested in, the people benefiting from the created positive impact and the 

investors who are benefiting from the financial ROI. Depending on the size of the funded 

project, the range of people benefiting from impact investment can reach from the 

underserved and the poor in a small local community to every human on a global level. 

Reaching this audience can happen through offering different products or services, 

integrating the targeted group into a value chain or into the workforce and ultimately 

enabling disadvantaged groups into the ownership of companies. Ultimately the 

beneficiaries will benefit from accessing different jobs, products or services, which they 

can now afford in a higher quality than before (Jaquier, 2016, p. 30).  

 

The various impact investors can be divided into four different types. One group of impact 

investors can be found in the group of HNWI which describes a wealthy individual who 

invests his own money directly in projects to increase his prosperity while generating a 

positive impact on the general environment. Those HNWI can act on their own or as a 

group of investors. Other players are wealthy families who invest their money through a 

family office or a separate family foundation which invests in a philanthropic way for the 

family. The third players are investment funds which will make the investments in SPOs 

for the financial backer. Another type of those financial intermediaries can be a fund of 

funds, which invest in several funds that have a focus on generating an impact (Jaquier, 

2016, p. 23). 

 

Assets of impact investment are the same as in traditional investing while they differ in 

distribution, goals, and execution. The easiest form of impact investing is the conscious 

decision to hold cash, not in a traditional bank but a community or sustainable bank. 

Those banks are providing funding for organizations which seek to create an impact. 

Another investment class is the fixed income, which includes, for example, several kinds 

of funds, bonds, or loans the investor grants the SPO. Private equity as the third asset 

class is a class which needs the most involvement since it is the most active one. The 

investment can be made directly or via funds. In contrast to traditional investing the 

opportunities in impact investing for public equity are rather limited. This limitation is 

due to the reason that only a few social enterprises are listed. Hybrid investments as a 

combination of equity and debt, are receiving more and more attention with the increasing 

importance of social impact bonds. Real assets as the last asset class are allowing the 

investor to invest in identifiable and tangible assets, which derive value from their own 

intrinsic properties, rather than being a claim on other assets (Global Impact Investment 

Network, 2017, p. 2; Jaquier, 2016, p. 22). The development of the internet and its 

opportunities also developed the possibility for less wealthy persons to invest via 

crowdfunding in social ventures (Miller & Stacey, 2014, p. 30). 
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2.2 Investment Process 

The investment process describes the appraisal process for new investment opportunities 

from the screening of potential deals until the exit or follow up of the investor. The 

process is based on the overall investment strategy of the investor which will determine 

the focus as well as objectives of the investing organization and will result in different 

social, environmental or financial goals (European Venture Philanthropy Association, 

2018 p. 36). The following subchapters elaborate the investment process in detail. First 

of all, a broad overview will be provided to the reader and explain the investment stages 

in general. Following the different stages are described more in detail and the respective 

practices of the VPO and SII are stated.  

2.2.1 General Stages in the Investment Process  

Figure 2 shows the generic investment process of VPOs and SIIs. In general, the 

investment process can be divided into five different stages, plus an additional stage, 

which is usually not included in the investment processes but is combined with it. 

 

 
Figure 2. The investment process of VPO and SII. 

Source: Based on European Venture Philanthropy Association (2018, p. 54). 

 

The initial step is the screening for opportunities which are eligible for the VPOs and SIIs. 

The funnel for opportunities can be filled proactively, by, for example identifying 

potential SPOs and approaching them or developing opportunities that meet the required 

criteria themselves. Passively filling of the funnel, as the second method, can be 

undertaken by an open application process or by referred opportunities out of the VPO’s 

and SII’s network (European Venture Philanthropy Association, 2018, p. 55). The 

prospects have to pass through at least two rounds where the initial series is a full check 

to see if the business plan fits the requirements. After the decision to proceed, the second 

screening step will have an even closer analysis of the opportunity. The stage after the 

initial screening is known as due diligence, which is supposed to reduce the investor’s 

risk. “Due diligence is the process of in-depth analysis and investigation of a potential 

deal, after it has been screened and confirmed to fit the investment criteria (Jaquier, 2016 

p. 251).” The idiosyncrasy for venture philanthropy and impact investment is that the due 

diligence consists not only of the financial due diligence as in traditional investments, like 

organizational resilience and financial sustainability, but also is the potential created 

impact assessed (European Venture Philanthropy Association, 2018, p. 58-59).  

 

One of the results of the due diligence phase is the determination of the financial needs 

of the SPO. Here one has to distinguish what is the best financial instrument for the SPO. 

The critical question of this phase is if there is a market existing for what the organization 

is offering. As shown in Table 1, the instrument of investment depends on the 

development of the market. Depending on the kind of return and the business model of 

the SPO different investment instruments are more suitable than others. The decision for 
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the investment will be more precisely explained in the inherent chapters later on. This 

will lead to the distinction of the optimal partner either venture philanthropist, which fund 

via grants and other financial instruments or impact investor, which use every instrument 

except grants. If the right partner is found and the decisions about the optimal financial 

tool are made, the capital will be transferred (European Venture Philanthropy 

Association, 2018, p. 59-69; Jaquier, 2016 p. 251). 
 

Table 1. Matching the expectations of the VPO/SII with the financial needs of the SPO 

Source: European Venture Philanthropy Association (2018, p. 65) 

 
 

The following phase is the investment management phase where the VPOs and SIIs 

monitor the actions of the investee and if they match with the agreed terms and the overall 

expected performance of the organization. This monitoring can occur via regular 

meetings, formal reports required by the investors or a field visit of the organization. 

Depending on the previously agreed terms the investors have different tools to influence 

the investees but also various obligations towards them. Those tools are similar to the one 

of traditional investing such as board representation, voting rights or additional financing. 

Another way of influencing the investee for a VPO or SII could be the addition of value 

to the SPO allowing the investee to perform better and make the business model more 

sustainable (European Venture Philanthropy Association, 2018, p. 70-76; Jaquier, 2016 

p. 258-260). 

 

The last phase in the investment process is called the exit and describes the end of the 

relationship between VPO/SII and the SPO. At the exit several options occur. The first 

option is that the organization becomes self-sustainable and does not need any additional 

support. The second one is the one where the organization has to shut down, and the third 

option is to look for extra support. The post-exit evaluation and the follow up are not a 

direct part of the investment process but essential for learnings out of the investment, to 

evaluate the project’s success and to keep the contact with the organization (European 

Venture Philanthropy Association, 2018, p. 77-79). 
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2.2.2 Practices by VPO in each stage 

Deal Sourcing 

The first stage in the investment process, is identifying and getting in contact with the 

potential investee. Looking at the venture capitalist process of deal sourcing, one 

identifies two main approaches, the active and the passive deal sourcing. The passive 

approach is when the entrepreneur reaches out to the venture capitalist, or when a venture 

capitalist receives a referral from his/her networks and other partners. The active approach 

involves actively seeking for investees through their communities, networks, existing 

portfolio and others (Scarlata et al., 2012). Venture philanthropists have also adopted 

these two approaches for the first stage of investment. When using the passive approach 

venture philanthropist are open for being reached by investees through their website 

forms, email, and/or calls. Another source is through conferences and seminar attendance, 

and - just as venture capitalists - through the referrals they receive from their networks 

(Scarlata et al., 2012). At the same time. the active approach requires more effort by the 

venture philanthropists while searching for investees. Scarlata et al. (2012) found in their 

study that the practices used in the active approach by venture philanthropists asking for 

referrals from their network of investors and partners, result in incubation programs. 

While in the incubator, the VPO checks whether the SPO aligns with the mission and the 

goals of the VPO, performs market research and reaches out to experts in the field to gain 

background knowledge. VPOs also attend conferences and collaborate with public 

agencies to seek out for potential investees. Even though, both of the approaches are used 

by venture philanthropists, the active approach has shown to be more reliant. Within this 

approach, there is also a best practice that has been identified as the most reliable and 

efficient. According to the study performed by Gordon (2014), “Embeddedness in the 

macro-network is viewed here as a critical factor of the capacity of the foundation to 

identify and act on opportunities for future philanthropic investment.” Referrals are 

arousing from the network of contacts, partners, acquaintance, consultant, and the 

existing portfolio has been identified as the best practice in this stage of investment 

(Gordon, 2014; Scarlata et al., 2012).  
 

Deal Screening 

After identifying a potential investee, the complementary action of deal sourcing is the 

screening using early-stage criteria to check for suitability with the organization’s 

mission, vision, and objectives. Achleitner et al., (2011), have categorized this criterion 

in formal and informal one. Looking at the formal criteria in more detail, they differentiate 

between knock-out criteria, such as geographical focus, sector focus, investment stage of 

the SPO, and negotiable criteria like financing instruments and the investment size. In 

their informal criteria, they look at whether the SPO’s social value set matches with the 

one of the VPO. Likewise, similar criteria have been identified by Gordon (2014) in his 

study. However, he has used three categories to define these criteria, which are discussed 

in the following part.  

 

The first category, out of the three identified criteria indicates the level of suitability 

regarding social and economic factors of the SPO. The focus in these criteria is given to 

whether the SPO has the potential to solve the problem they aim to solve, and whether 

that problem is within the scope of venture philanthropic objectives (Gordon, 2014). 

VPOs tend to focus on the early stage decision making to identify if the solution provided 

is innovative in solving a social and economic problem. Thus, VPOs look for the relative 

advantage and latent demand within the screening process (Martin & John, 2006, p. 6). 

Additionally, it is essential for the VPO to screen the economic, social, and intellectual 
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capital of the SPO to support their solution. This being said, VPOs are interested in the 

organization growing, creating a social impact, and in the long-term be financial self-

sustainable. According to Scarlata et al. (2012, p. 317), the potential is to create a social 

impact supplemented by a check for financial sustainability and scalability of the SPO. 

Additionally, the VPOs are screened for their ability to become self-sufficient and 

therefore if the organization can survive in the long-term. Further, the external 

environment seems to be of importance for the VPO, as to know to what extent there is 

support provided for the development of that solution by other players, the government, 

or complementing VPOs (Gordon, 2014; Scarlata et al., 2012). 

 

The second category in decision-making criteria deals with leadership and the 

management of the organization. In other words, this criterion identifies the potential of 

the human capital, especially of the entrepreneur and the management of the organization. 

One of the characteristics of venture philanthropy is a high involvement with the investee. 

Martin & John (2006, p. 39) annotate that social entrepreneurs who accept the fact that 

the VPOs take a role in the SPOs board and therefore take over more influence in the 

SPO, are more compatible with the preferences of the VPOs. As such, they have to 

identify that the people they are going to work with have characteristics such as 

trustworthiness, leadership capacity, truthful when presenting information, awareness of 

the risks that threaten their organization, and their level of flexibility for change and 

adoption during the learning process (Gordon, 2014). According to Scarlata et al. (2012, 

p. 316), the decision criteria regarding the leadership and management team intends to 

identify if they have appropriate experience to overcome and handle the challenges of the 

organization’s life cycle. 

 

The third category considers the potential for social return and exit. The VPOs aim to 

identify before they invest if the solution has the potential to bring social impact and that 

this impact is scalable (Martin & John, 2006, p. 39). In terms of the exit options, VPOs 

feel more secure to invest in an idea where there has been at least some development in 

the form of a pilot program or product/service by other SPOs. The reason behind this 

criterion is to ensure that an exit option exists, and how feasible that option is (Gordon, 

2014). This is further supported by Martin & John (2006, p. 39), as they present that “a 

core stated principle of venture philanthropy is the desire to be able to exit funding at 

some point because investees have achieved financial self-sufficiency.” 

 

Due Diligence 

The screening process provides VPOs with insights over the SPO business model, the 

impact they are targeting, and more. However, there is a need for in-depth analysis of the 

concept, market, financial, and social impact as well as the social entrepreneur (Achleitner 

et al., 2011). In this stage, one of the main characteristics of venture philanthropist is built 

which is the relationship between the investor and investee. Every potential collaboration 

is preceded by a period which is up to twelve-months. This period is part of the due 

diligence process (Hafenmayer, 2013, p. 536). This stage is the opportunity for both 

parties to assess the corporation’s possibilities. Relationship building is essential to allow 

both investor and investee to conduct due diligence prior to any contractual agreement 

(Gordon 2014, p. 91). After the initial screening and before the formal commitment to 

invest a relationship is to be built with the potential investee. The strength of this 

relationship determines ’knowledge transfer’ or a ’two-way flow of information’ 

efficiency. Besides the benefit of making the due diligence process more efficient and 

easier, this relationship has fundamental importance for the process of collaboration. As 
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it is expected that the projects are not generating a positive revenue flow at the time of 

evaluation, this phase is essential to build a trusted relationship which will allow both 

parties to create programs that will bring the best out of the investment (Gordon, 2014, p. 

93-94). Therefore, a ’heavy dose’ of engagement is needed in this stage (Frumkin, 2003, 

p. 15).  

 

Particular attention is given to the potential of scaling the impact (Frumkin, 2003, p. 15; 

Grossman et al., 2013, p. 3). The extent of impact can be viewed from two perspectives, 

the magnitude of the impact in people’s lives or the ratio of solving a societal problem 

(Grossman et al. 2013, p. 3). The theory of change is one of the main tools used to measure 

and manage the social impact. This theory offers the opportunity for two parties to 

collaborate and achieve common goals by creating a system of change that can be 

managed and measured. According to Jackson (2013, p. 100), “the term ’theory of 

change’ . . . refers to the construction of a model that specifies (usually visually) the 

underlying logic, assumptions, influences, causal linkages and expected outcomes of a 

development program or project.” Further, studies from Funnell & Rogers (2011), Morra-

Imas & Rist (2009) and Rogers (2008) presented in Jackson’s (2013, p. 100) work, 

suggest that using this model for the purpose of collecting and analyzing the performance 

data, allows program managers to intervene and modify the design of the model with the 

aim of achieving the desired outcome. Later the results of the intervention can be 

compared with the actual process (Jackson, 2013, p. 100). This theory includes a set of 

questions that shall be asked to be able to evaluate the impact, however, the main 

question, as Jackson (2013, p. 100) states it, is: “to what extent do impact investments 

really make a difference in the lives of the poor and marginalized?” Using the theory of 

change, one projects how change occurs in the world, based on scientific evidence. In 

general, is the theory of change used for the purpose of improving outcomes and 

spreading on a specific problem by increasing the knowledge on that field (Patton, et al., 

2015, p. 11). 

 

The rest of the process is similar to the of due diligence performed by venture capitalists, 

such as: “reviewing financial disclosure documents, requiring the presentation of a 

strategic plan, and the submission to a site visit (Frumkin, 2003, p. 15).” Particularly, the 

business plan will be reviewed and other providers of solutions for that specific problem 

will be assessed considering their financial sustainability and competitiveness. Further, a 

thorough investigation is performed to evaluate the management capacity and impact 

management as well as the measurement of impact (Grossman et al., 2013, p. 3). The 

process mentioned above can be grouped into three main categories: social impact, 

financial sustainability, and organizational resilience. Social impact includes assessment 

of the theory of change, impact management and measurement. For the second category, 

financial sustainability, venture philanthropist evaluates market potential, sources of 

income and financials. The third category is the process of evaluation the organizations 

potential to provide and manage promised the product/service (European Venture 

Philanthropy Association, 2018, p. 58-59). As a summary, a venture philanthropist 

evaluates the potential investee by assessing the need in the market provided by the 

solution and its potential to have an impact on solving a societal problem. The impact of 

scalability is a crucial point of the due diligence. The readiness of the market for the 

provided solution and the risk related to that investment are investigated extensively as 

well as the willingness and ability of the organization to handle potential challenges 

(European Venture Philanthropy Association, 2018, p. 63).  
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Investment decision  

In the phase of the investment decision, the decision-making process of venture 

philanthropist follows a similar pattern to that of a venture capitalist or foundations. 

According to Gordon (2014, p. 97), “similar constructs (concept, management and return) 

proposed by Hisrich & Jankowicz (1990), are used as decision-making criteria applied by 

VCs.” After an extensive due diligence process and the evaluation of the potential 

investee, the investor can take the decision for investment. One of the important parts of 

this process that defines the type of funding provided to the organization depends on the 

second part of the due diligence process. If a market exists for the provided 

services/products or activities, the type of funding will look differently than the type of 

funding for services/products or activities with no existing market. Possible funding 

instruments are the pure grant; grants with the possibility of transition from the grant 

model to a social investment model or a mix of instruments. This mix is also known as 

hybrid financing and exists out of a blend of either grant and equity, grant and loans or 

equity and loan. An investment without grants can also be considered by the VPO, which 

would be either solely equity, loan or hybrid financing (European Venture Philanthropy 

Association, 2018, p. 59). The decision for the right instrument can be seen below in 

Figure 3.  

 

Figure 3. Path of the SPO - Assess the SPO´s financial needs 

Source: Based on European Venture Philanthropy Association (2018, p.54) 

 

Four different scenarios help to identify the right financial instrument. When there is no 

market for the solution provided by other SPOs, and the SPOs do not have a business 

model that allows it to be self-sustainable, the appropriate financial instrument which is 

provided is a grant. Similar to that, the investor can provide a grant that can be 

transformed into a social investment instrument, when there is potential for the SPOs to 

build the market, and thus become profitable. There is another scenario where the market 

exists for some part of the service or product that the SPO is offering. In that case, the 

investor can choose to invest a combination of two financial instruments. The mix of 

grants and equity or loans as well as hybrid financing can be used for SPOs, which will 

have some offerings that will be self-sustainable and other parts which will not. If a 
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market exists and the SPOs has the potential to be self-sustainable, the financial 

instruments will be either equity, loans, or a hybrid form.  

 

Post-Investment 

A distinguishing feature of venture philanthropists is their multi-year and high 

involvement approach (John, 2006, p. 7; European Venture Philanthropy Association, 

2018, p. 15). As such, after investment, they are actively involved with the investee. 

Involvement is done by offering non-financial support and monitoring. Non-financial 

support is the assistance provided by the VPO to help the investee develop three core 

areas: social impact, organizational resilience, and financial sustainability (European 

Venture Philanthropy Association, 2018, p. 48). According to John, this assistance comes 

in the form of “value-added services such as strategic planning, marketing, and 

communications, executive coaching, human resource advice and access to other 

networks and potential funders (John, 2006, 10).” Strategic consulting and networking 

are viewed as the essential services provided by VPOs to their investee (Bammi and 

Verma, 2014, p.136; John, 2007p. 16). 

 

In addition to non-financial support, monitoring is an essential part of the post-investment 

involvement. It is very important for both parties to be transparent in order to achieve the 

goals set in the investment agreement. Also, in case there is a lack of development in one 

of the goals to be achieved the VPO can help the investee. According to a report by the 

European Venture Philanthropy Association (2018, p.72) “the main objective of 

monitoring is to learn from the data collected and analyzed [sic.] so that changes can be 

made, and corrective actions implemented.” Monitoring, therefore, should be done 

regularly. It is mostly done in the form of reporting and meetings. Reporting can be done 

quarterly, monthly, and annually (European Venture Philanthropy Association, 2018, p. 

71). In addition to that, VPOs may choose to take a seat on the SPO’s board, which 

influence their meeting frequency. Another survey performed in 2012 resulted in the 

findings that the interest of VPOs taking board seats has decreased. In regard to the rate 

of meetings, it occurred that the majority have quarterly meetings, followed by monthly 

meetings and less only annual meetings (European Venture Philanthropy Association, 

2012, p. 77). As such VPOs, besides formal meetings, keep close communication with 

their investee through phone and email correspondence.  

 

Exit 

There are several reasons why a VPO may choose to exit an investment. Usually, these 

reasons are pointed out on the investment contract. However, there should exist an exit 

plan with the following key elements: investment goals of the VPO, goals and milestones 

of the SPO, the timing of the exit, mode of exit, resources, and exit market scenarios 

(European Venture Philanthropy Association, 2018, p. 69). These plans help both parties 

to be more transparent and know what to expect from the investor-investee relationship. 

When the goals of the investment are reached, and the SPO becomes self-sustainable, it 

signals a potential exit of the investment (Hero, 2001, p.52). This describes VPOs as 

assistance that aims to make the SPOs independent. When they can no longer provide 

assistance, and involvement does not seem to create more impact, they choose to exit. 

Another reason for an exit is also when the SPO is not performing well, and they have to 

cease to operate (European Venture Philanthropy Association, 2018, p. 12).  

 

In that case, depending on the financial instrument, the appropriate route of exit is chosen. 

When the financial instrument is a grant, there would be a discontinuation of the grant. 
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For debt instruments repayment of the loans is the only exit strategy. For equity the 

disinvestment or selling to other buyers can be a viable option. The modes of equity 

investment exit are buy-back, strategic sale or merger of the SPO, non-profit initial public 

offering (IPO), and franchising (European Venture Philanthropy Association, 2016, p. 

98). One common goal that VPOs have, no matter what exit options they choose, is to 

keep the social mission of SPO going (European Venture Philanthropy Association, 2016, 

p. 99). 

2.2.3 Practices by SII in each stage 

Deal Sourcing 

The initial stage of all types of investment is sourcing or the creation of a potential 

investment. The entire investment process is influenced by the quality of the sourcing 

process (Allman & De Nogales, 2015, p. 12). Social investors find or develop potential 

investment opportunities via several channels. Those channels include deal platforms, 

investors group and clubs, family networks, bottom-up origination of possibilities via a 

personal network, conferences and networks, incubators, accelerators, and online 

crowdfunding platforms. Consultants and other intermediaries are also possible sources 

of investment opportunities as well as other impact funds which are looking for co-

investing (Jaquier, 2016, p. 204). These channels can be further categorized into two 

approaches: the passive and the active approach. The above-mentioned channels fall 

under the active approach of sourcing. In the case of the passive approach, the potential 

investee approaches the investor, inquiring financing. In order for the impact investor to 

effectively source auspicious investments opportunities, the active approach is more 

promising. According to Allman & De Nogales (2015, p. 13), there are three main reasons 

why passive sourcing is considered a luxury for impact investors. The first reason is that 

only the best entrepreneurs approach well-known investors and incubators. The second 

reason is that many social entrepreneurs present a very aggressive social mission in their 

business plan, which influences the business model to be considered weaker. The last 

reason is that there is a higher risk associated with impact investment due to the focus in 

the developing world. One of the channels to identify potential investments is through 

web-based platforms. There are several web-based platforms created that only list or offer 

the opportunity to trade investments. Even though these platforms are relatively cheap 

and have a high number of possibilities, the quality of deal flow seems low, or the 

competition for good quality investments is very high. One of the most known databases 

of impact investment fund in Europe is Impact Base. 

 

Networks with other organization, investors, clubs or consultants are crucial for impact 

investors dealing with limited investment opportunities (Ormiston et al., 2015, p. 371). 

Referrals coming from investors groups and clubs are one of the alternatives of sourcing 

that reduced costs and efforts to perform due diligence, since the deals referred are already 

pre-screened from the trusted source of referrals or other investors. However, due to 

different investors spectrum within a club or group, there can be discrepancies between 

the criteria that each investor has set for their targeted investment. Also, the size of the 

investment coming from this channel is rather small (Jaquier, 2016, p. 205). Some 

investors have created their own personal networks which include entrepreneurs, 

consultants such as lawyers and accounts, and other social investors. High net worth 

investors most often set up their family office thus creating a network of trusted sources. 

This method is one of the most effective sourcing methods, a bottom-up origination 

method where investors research, identify and approach the potential investee. This 
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practice derives high-quality deals, less competition, better terms of investment and an 

approach that allows the investors to be able to add higher value via their investment. 

Nevertheless, this approach suffers from the lack of the number of deals since it requires 

a considerable amount of time and resources to identify these deals, and also there are 

cases where the investee is not looking for an investment (Jaquier, 2016, p. 205).  

 

An additional resource of seeking for opportunities to invest is via investor networks and 

association. According to Ormiston et al. (2015, p. 371), “market building organizations 

are perceived as crucial to fostering investment opportunities, optimizing capital flows 

and developing the market to maximize impact and mitigate risk.” Howbeit, the primary 

service of these networks, is not matchmaking between investors and entrepreneurs. 

These networks are a channel where investors can scan and identify many deals. 

Regardless of the vast amount of deals coming from this source, not all of them are 

investable, neither match all of them criteria and targets of the member’s investors in 

these networks and associations (Jaquier, 2016, p. 205). 

 

As impact investment is still being developed, several conferences and events are 

happening that intent to bring actors within the area together to develop impact investment 

further and link the supply side with the demand side (Allman & De Nogales, 2015, p. 

25). At these events investors who are looking to invest have the opportunity to notice 

potential investees. Having a vast number of investors in these events creates high 

competition among investors, which leads to low-quality deal flow. Many investors 

participate in incubators and accelerators events where they do not have to input high 

effort and find small attractive investment deals. This can also be considered as a 

disadvantage since working with the small-early-stage venture is more time and resource 

intensive (Allman & De Nogales, 2015, p. 25; Jaquier, 2016, p. 205). The process of 

sourcing, especially in the impact investment field, has been shown to take much of 

investors effort and focus (Allman & De Nogales, 2015, p. 12). Therefore, some investors 

collaborate with a consultant or another type of intermediaries which find investment 

opportunities for them. These opportunities are favorable for investors as they are already 

pre-screened by an intermediary and submitted to the investor with all necessary 

information for evaluation thus making the due diligence process easier. However, the 

cost of intermediaries may be relatively high. The lack of intermediaries with essential 

skills is another advantage which is followed by many of them being biased in their 

selection (Jaquier, 2016, p. 205). Taking into consideration the sourcing channels 

mentioned above and their pros and cons, one of the most effective practice is co-

investing with impact funds (Jaquier, 2016, p. 205; Ormiston et al., 2015, p. 372). This 

alternative of sourcing offers high-quality deals, low risk, low cost of due diligence, and 

an opportunity to learn from other fund managers. These advantages come as a result of 

impact fund experience and professionality of impact fund managers. In order to 

collaborate with impact investment funds, the investor has to invest either in the fund or 

in the specific investment and pay a fee. As the fund seeks investments based on their 

criteria and focuses, this may lead to an adverse selection bias, where co-investing 

opportunities are offered only for those deals that are riskier to spread the risk (Jaquier, 

2016, p. 205). 

 

Deal Screening 

Depending on the way of sourcing used for a specific deal, the screening process might 

be slightly different. There are two forms of screening, positive and negative screening. 

Negative screening excludes specific industries and activities, like alcohol, gambling, or 
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tobacco, from consideration. Many critics consider that these approaches are not very 

effective approaches to guarantee to choose an investment that has the potential for 

impact. Positive screening includes a set of criteria, such as aligning with the priorities of 

the funder, targeting specific themes, sectors, or geographical regions (Kappen et al., 

2019, p. 229-230). Most of the investors have their must-have criteria that a deal has to 

pass through before further evaluation. These are basic criteria, which consider the 

business plan, the impact themes that the deal is targeting, the social impact, the size of 

the investment, the development stage of the investee, the most suitable investment 

instrument and the minimum financial return (Allman & De Nogales, 2015, p. 26; Jaquier, 

2016, p. 206). After passing this initial screening, the investors screen for the potential of 

the deal to grow and scale up the impact. Further, a major focus is shifted to the team that 

is managing the enterprise, their skill set, experience and motivation. Additionally, the 

market size in which the SPO is operating, is of high importance as it provides insight for 

the potential to grow fast, be supported by other players and offer exit options. Besides 

the market, enterprise operations, the ability to manage the tension between impact and 

financial objectives, the business model and applicable technology play a crucial role in 

proving the potential of the deal (Jaquier, 2016, p. 206).  

 

 
Figure 4. Impact Value Chain 

Source: Allman & De Nogales, (2015, p. 27). 

 

In general, the screening criteria can be classified in three groups. The first criteria set is 

to evaluate the social impact, which according to Allman & De Nogales (2015, p. 27) 

follows seven steps which create an impact map as presented in the Figure 4. This is also 

known as theory of change where the aim is to define what is the change or impact which 

is to be achieved, and how. The change refers to change in people’s well-being. The 

second criteria aim to identify the business strategy and operations. The questions asked 

in this stage focus on the advantages of the business model, the scalability of the solution, 

the stage of the company, the innovation, as well as the risk of the technology, the team, 

and any regulatory risk (Allman & De Nogales, 2015, p. 34). The third set of criteria deals 

with the investment agreement components such as: board seat, investment size, 

compensation, legal, and tax implications (Allman & De Nogales, 2015, p. 37; Jaquier, 

2016, p. 250). 

 

Due Diligence 

The screening process offers the investor a more unobstructed view on a potential deal. 

However, further investigation of the deal is needed. This investigation is performed 

during the due diligence phase. This phase includes three main categories: the impact 

analysis, the financial analysis, and the investee and co-investor analysis.  

 

Being a social investor, the first conducted analysis is the one of the impacts that the 

investee is aiming to achieve. According to Ormiston et al. (2015, p. 365), “it is need to 

employ the same professional due diligence practices as mainstream investment, but 

importantly with the added consideration of social impact.” The first topic to look into is 

the impact thesis and the impact risk. This is provided through the theory of change, or 

the impact value chain presented in the figure 4. The first step is the mission of the 
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company, how the SPO´s business model works and how financial, social and 

environmental return are generated. Step two includes the statement regarding the 

objectives toward the social and environmental impact that the solution provided by the 

company will influence (Allman & De Nogales, 2015, p. 119-120). The entrepreneur 

should provide credible evidence that and how the intended impact will be reached. The 

business model of the enterprise is highly essential for the investor as it ultimately shows 

if the company has the ability to achieve the targeted performance and if a trade-off 

between financial and impact returns might occur. This will be considered in step three, 

four and five of the impact value chain. In the third step inputs such as human resources, 

invested capital and necessary technology are analyzed. Following the input step, the 

activities of the SPO are considered. Investors within the field of impact investing analyze 

whether the operations within the venture may produce unintended impact. Thus, they 

also check for alignment with the ESGs, and the risk or opportunities associated with that 

alignment (Allman & De Nogales, 2015, p. 122; Jaquier, 2016, p. 31). As a result of 

activities and input, are the outputs considered. This is step five. The outputs can be 

products, services or activities provided by the SPO. A direct consequence of the outputs 

are outcomes, which are the positive effects or benefits resulting from the outputs (Allman 

& De Nogales, 2015, p. 123; Jaquier, 2016, p. 31). Further in terms of impact analysis, 

the investor tries to make sure that when exiting the venture, the exit will not endanger 

the mission of the company and they will still be able to provide impact. Out of this 

analysis results the knowledge of the long-term positive changes arising from these 

outcomes, in other words the impact targets (Allman & De Nogales, 2015, p. 125; Jaquier, 

2016, p. 31).  

 

After analyzing the impact criteria, the financial analysis follows. This process is similar 

to the due diligence of the traditional investment, but it focuses more on the business and 

operational level (Allman & De Nogales, 2015, p. 129). Hence the investor evaluates the 

business model parts: targeted beneficiaries, customer relationships, key products and 

services, critical resources of the companies, key partners, distribution channels, revenue 

streams, and cost structure (Jaquier, 2016, p. 212). Further, a market analysis and an 

analysis of the competition shall be provided by the investee in order for the investor to 

evaluate the current state of the market, scalability, and first entry advantage.  

 

Management and governance of the investee company play a key role in this part of the 

analysis as the investor wants to make sure that they have the capability to perform needed 

operations to reach the targeted objectives (Allman & De Nogales, 2015, p. 129). 

Characteristics such as experience in the sector, commitment to mission, leadership, 

honesty, and integrity, motivation and collaboration with investor skills are important 

criteria to be provided for the due diligence phase (Jaquier, 2016, p. 214). Finally, in the 

case of a co-investment those criteria are important so the SII can make sure that the co-

investors criteria align with the own ones. In the context of the co-investor analysis the 

SII will consider criteria like the vision or the reasons why the co-investor invests. Other 

criteria might be the return hurdle, the investment horizon, the investment management 

style, the ability to add value, and the ability to collaborate (Jaquier, 2016, p. 215). 

 

Investment decision  

Once the potential deal is passed through the due diligence stage, the investors evaluate 

the results and decide on whether to invest or not. A decision to invest in a deal comes to 

a result of the venture proving that they have the capabilities to offer a solution that will 

have an impact and be financially profitable for the investors. In addition to that investor 
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have to decide on the appropriate instrument of investment that would be suitable for both 

parties.  

 

An investment committee created by the organization runs through the evaluation results 

of the potential investee and takes the decision about the instrument of investment. As 

one of the impact investment characteristics is the long holding period, the investor will 

look for those instruments that “limit [the] dependence on exit and allow earlier return to 

investors (Jaquier, 2016, p. 218).” Due to the fact investors look for self-liquidating 

instruments, like hybrid or mezzanine structures. Further, one of the challenges when 

dealing with early to growth stage ventures is that it is difficult to value them. As such, a 

safer option are convertible loans which depend on the performance of the SPO allowing 

the investor to convert them from debt to equity investment (Jaquier, 2016, p. 218). 

Additionally, legal structures of the ventures and the regulations of the market have to be 

considered when deciding the appropriate instrument (Jaquier, 2016, p. 218). The 

appropriate instrument of financial investment in a venture is usually accompanied by 

non-financial support. This support is provided in the form of mentoring. By this an early-

stage business can overcome the challenges of capacity building. One additional 

challenge is the valuation of the venture considering the decision of either equity or 

hybrid. The assessment is performed using methodologies similar to venture capitalists: 

the price/earnings ratio, the EBITDA, the sales multiples, the discounted cash flow, the 

book value or the precedent transactions. However, taking into consideration that the 

potential investee is in the early stage, and has a dual return objective the above-

mentioned valuation method is not easy to be used. Multiples are the most difficult 

method to use since it is tough to find comparable impact driven businesses (Jaquier, 

2016, p. 219).  

 

Post-investment 

One of the objectives of the impact-driven business is to create a positive social impact 

through their business. For the investor to make sure that the business will be able to reach 

the social targets, they have to be able to measure and monitor that process. Similarly, the 

investor is interested in the financial and operational performance of the investee (Allman 

& De Nogales, 2015, p. 208). Thus, investor and investee have to agree on the terms of 

impact measurement and assessment. The steps they follow usually starts with setting up 

key performance indicators (KPI) that include targeted output and outcomes, and 

methodologies how to assess them, the measurement of them and the benchmarking 

(Jaquier, 2016, p. 222). Likewise, for financial reporting, the investee and investor have 

to agree on the financial and operational metrics. Financial metrics can be: sales growth, 

operating expenditure, EBITDA margin, net profit margin, current ratio, cash conversion 

cycle and components, free cash flow, interest and debt service coverage ratio, fixed asset 

turnover ratio (Allman & De Nogales, 2015, p. 210-213). Additionally, reporting on the 

impact is highly valuable for the investor; therefore, the collection of information is 

performed by other third-party companies. With the information gathered on how the 

impact will be achieved, that information will be evaluated and compared to benchmarks 

to estimate whether the venture is able to reach their objectives and deliver the returns 

promised to the investor. Depending on the results of this evaluation of performance and 

the accompanying risk, the investor may take corrective actions to help the investee 

deliver on time (Jaquier, 2016, p. 222). The frequency of the reporting depends on the 

targets and metrics agreed upon. If the reporting metrics are easy to assemble the reporting 

can be done on a monthly basis. If not, the reporting should be done quarterly (Allman & 

De Nogales, 2015, p. 210). 
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Exit 

One of the main aims of the SIIs is the protection of the mission of the SPO even after 

exiting. Therefore, they evaluate the best possible options for exiting. The first approach 

would be to choose buyers that have a matching mission to achieve with their investment. 

The second approach is locking the mission of the SPO by bylaws, legal forms, or 

certificates. Third, is choosing the most suitable exit route (Jaquier, 2016, p. 224). 

According to Allman & De Nogales (2015, p. 229), “selling a noncontrolling interest of 

shares to another party is one of the more common forms of exit for early stage investors.” 

Most efficient is when investors select self-liquidating instruments (Jaquier, 2016, p. 

224). These are investments that are automatically terminated based on the characteristics 

of the investment and pay the investor out. One example of such an instrument is special 

purpose vehicles. These are used for investments that are in the form of a project (Allman 

& De Nogales, 2015, p. 234). Other routes of exit are: selling to a corporate acquirer, 

selling to the management throughput options, selling to other financial investors, and the 

IPO (Jaquier, 2016, p. 224). 

2.3 Preliminary Framework: Comparison from Literature Review 

In the examined literature, the investment process for the two types of investors that we 

have researched in our study is similar. However, we have encountered some differences 

in terms of the approaches and their focus within the stages identified. Furthermore, it has 

to be noted that the identified approaches originate from different studies and researchers 

and that therefore, unanimity for all of the used terms is not given. As such, for the 

purpose of our research, we have used similar terms for the approaches of both types of 

investors to describe the differences in the results. 

 

Deal Sourcing  

Approaches used in deal sourcing are classified as passive and active approaches. During 

the literature review, we have identified that the passive approach is occurring when the 

investee contacts the investor. The forms of contacting identified for VPOs and SII are 

the same and are mostly websites, emails, calls, seminars, and conferences. On the one 

hand, SIIs use more forms of active approaches than VPOs to generate investment 

opportunities. VPOs, on the other hand, are more likely to request referrals for potential 

investment by their network and the existing portfolio. However, SIIs use networks as a 

source of origination as well, but their networks also include family and personal 

networks, intermediaries and co-investing partners. SIIs also tend to do their own desktop 

research, where they originate sources via a deal platform, incubators and accelerators 

(Allman & De Nogales, 2015, p. 12-25; Gordon, 2014; Jaquier, 2016, p. 204-205; Scarlata 

et al., 2012). 

 

Deal Screening 

Results from the analysis of the existing literature on the deal screening criteria show that 

there is no noticeable difference. Researches have labeled the criteria sets differently. 

However, they all fall under the same three main categories. The initial screening starts 

with the collection of criteria that identifies the alignment of the investor with the 

investee, in terms of mission, geographical focus, sector focus, investment stage. Once 

there is a match on this phase, the second set of criteria identifies the characteristics of 

leadership and management of SPO. Alongside that, the next set of criteria aims to 

identify impact potential of the solution provided by SPO (Allman & De Nogales, 2015, 
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p. 26-37; Gordon, 2014; Jaquier, 2016, p. 205-250; Martin & John, 2006, p. 6-39; Scarlata 

et al., 2012). 

 

Due Diligence 

In-depth analysis of the impact potential, financial sustainability, and the SPO are 

performed on the due diligence stage by both VPOs and SIIs. The impact analysis 

conducted by VPOs use the theory of change as a tool to measure the impact potential. 

Here we identified the first difference in the literature for this stage. Results show that 

SIIs have developed a process of measuring and managing the impact through the impact 

value chain. This chain is based on the principles of the theory of change building upon 

several steps that identify the source, the causality, and the impact target. The other 

analysis is about the financial sustainability of the SPO, which included business model, 

strategic plan, and market analysis for both investors. An analysis of the SPO´s resilience 

identified no difference either. Both investors analyze management, leadership, and the 

team of the SPO in order to determine the potential for a long-term trust-based 

relationship. During the examination of the existing literature we identified that VPOs are  

 

 

more prone also to perform onsite visits as part of the due diligence, while SIIs do not  

perform this kind of activity (Allman & De Nogales, 2015, p. 119-129; European Venture 

Philanthropy Association, 2018, p. 58-63; Frumkin, 2003, p. 15; Grossman et al., 2013 p. 

3; Jaquier, 2016). 

 

Investment Decision 

VPOs and SIIs deploy an investment committee, which is composed of internal and 

external members of the VPOs and the SIIs that take the final decision for investment. 

Therefore, there was no difference identified in the literature regarding the team 

composition of the decision-making committee. This committee evaluates the results of 

the due diligence analysis and takes a final decision that is in alignment with the investor's 

strategy, mission, and objective for both types of investor. The investment decision is 

made based on the concept of the SPOs, the management, the societal, environmental, 

and the financial return for both types the same way. However, one difference is that SIIs 

also take the legal structure of the SPOs into consideration, when deciding whether to 

invest in an SPO or not (European Venture Philanthropy Association, 2018, p. 59; Gordon 

2014, p. 97; Jaquier, 2016, p. 218-222). 

 

Post-investment 

Non-financial support and monitoring are the two main activities performed by the two 

groups of investors. Through the literature review, we found that only VPOs perform non-

financial support, but in several forms. Strategic planning and consulting, and leveraging 

network are the support most often offered (Bammi and Verma, 2014, p.136; John, 2007 

p. 16). Another difference found in the literature review is that VPOs tend to seek board 

seats (European Venture Philanthropy Association, 2012, p. 77). In addition to non-

financial support, monitoring is an essential part of the impact investment process for 

both groups. Monitoring is usually done in the form of reporting and meetings. Reporting 

is done on impact KPIs, financial, and operational metrics. Frequency of reporting 

depends on the complexity of reporting metrics and targets. However, it is shown that 

quarterly reporting is the optimal solution, followed by a monthly report, and annual 

reporting (Allman & De Nogales, 2015, p. 210-213; European Venture Philanthropy 

Association, 2018, p. 71; Jaquier, 2016, p. 222). 
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Exit 

There are several reasons the investment may come to an end. Most of the time, it depends 

on the financial instrument. Discontinuation of the grant and repayment of the loans are 

the exit routes for grants and loans, respectively. However, for equity investment, many 

reasons are existing. In most of the cases, it is set on the investment agreement what would 

be the reasons, the chosen time, and the exit-options. From the literature review, we 

identified that one of the main reason of a VPO to decide to exit is when the goals of 

making the venture self-sustainable are reached, and they recognize that they cannot play 

an active role anymore in the relationship VPO - SPO (Hero, 2001, p.52). Another reason 

can be low performance or non-performance by the SPO (European Venture Philanthropy 

Association, 2018, p. 12). When deciding to exit, both VPOs and SIIs take into 

consideration to protect the mission of the company even after exiting, by doing 

responsible exit. As such there are some options of exit that are common for both VPOs 

and SIIs: management buyback, strategic sale, selling to other investors (European 

Venture Philanthropy Association, 2016, p. 98; Jaquier, 2016, p.224), and IPOs (Jaquier, 

2016, p.224). 

 

Using the results from the literature review, we have constructed a preliminary framework 

which involves stages of investment process horizontally and investor categories 

vertically. For each stage, we have included the main approaches used in the literature, 

for both of the investor types. This framework will be used as a guide for the data analysis, 

as well as a base for the final framework that we aim to develop from this study. With the 

preliminary framework, we aim to visualize the differences in the approaches which are 

found in the literature (see Figure 5).  

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5. Preliminary Framework from Literature Review - The Differences of VPO and SII in the Investment Process 
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The investment process of the two types of investors has resulted in Figure 5. A summary, 

in greater detail, of the investment process stages of both types of investors, is presented 

in the Appendix 1 (Investment Process Stages). Besides, we have summarized the main 

differences found in the literature between VPOs and SIIs in each stage of the investment 

process. 

 

Differences in the investment process stages  

1. Deal Sourcing: The passive approach is the same for VPOs and SII. In the active 

approach, SIIs use deal platforms, and create personal and family networks to 

search for a potential deal, while VPOs do not. 

2. Deal Screening: No difference identified in the literature 

3. Due Diligence: For the impact analysis, VPOs use the theory of change, while 

SIIs use the impact value chain. Also, perform VPOs onsite visits in this stage 

while SIIs do not.  

4. Investment decision: The difference is that SIIs take into consideration the legal 

structures of the SPO for their investment decision, while VPOs do not.  

5. Post-investment: SIIs do not seek for seats in the board of the SPOs, while VPOs 

do.  

6. Exit: One difference is that VPOs exit an investment when they can no longer 

perform an active role in the SPO; SIIs can stay longer. Another difference is that 

VPOs also use non-profit IPOs as an exit option, while one of SIIs exit options is 

IPO. 
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3. Methodology  
 

The third chapter displays and motivates the approaches used for the research 

methodology of the thesis. The chapter is introduced with the choice of literature as well 

as, the research philosophy consisting out of the ontological, epistemological and 

axiological stances. This is followed by a consideration of theoretical and practical 

methodology. Further we explain the data analysis, alternative methods which could have 

been used. The chapter is completed by a reflection on ethical issues concerning this 

thesis as well as quality criteria.  

3.1 Reflection on the Choice of Literature 

 

The purpose of the reflection on the literature for this thesis was to clarify four aspects: 

to get a better perception of the concepts used in the field of research, to classify the 

research question within it, as well as identifying potential gaps in the existing research 

and distinguish theories of value for the thesis (Bryman, 2016, p. 6). One general issue 

considering the choice of literature in the context of impact investing, was to find 

sufficient publications (Höchstädter and Scheck, 2015). Maduro et al. (2018, p. 22) state 

that there “. . . is not much scientific literature and the limited academic work in this area 

comes, mostly, from the management and economic domains.” The majority of 

publications are grey-literature, “coming especially from those organizations [sic] that are 

trying to position themselves in this new rising market (Maduro et al., 2018, p. 22).” 

However, we have performed our literature review trying to gather and combine findings 

from different studies done in this field (Werkmeister Rozas & Klein, 2010, p. 395), per 

each group of investor and then comparing these results to identify the differences. 

 

This initial review of the literature was conducted by investigating the available sources 

about impact investing and venture philanthropy in the library of Umeå University. 

Additionally, we used the search engine Google to discover the leading organizations in 

both of these topics and articles which were not listed in the Umeå University library. 

Additional databases such as EBSCOhost, JSTOR, and Taylor & Francis Online were 

also helpful to find additional literature. The keywords and phrases we used in the initial 

gathering of information are: impact investing, venture philanthropy, social investments, 

impact investment process, impact investment stages, sustainable and responsible 

investing, sustainable development goals, incubation, social enterprises, sustainable 

entrepreneurship, and entrepreneurial financing. Using the articles from an initial 

literature collection we were able to find more useful references. This procedure led to 

the fact that we were able to choose between more suitable and relevant articles and those 

which were not. Also keeping in mind to add the ones with more established findings as 

well as those with new findings. One of the key leads of our research was the book Guide 

to Impact Investments, which was recommended by academics doing researcher in this 

field. Two organizations which were especially standing out were Global Impact 

Investment Network and European Venture Philanthropy Association, providing a 

considerable amount of information. Overall this way of gathering insightful publications 

and the amount of grey literature explains our focus on primary and secondary literature, 

as defined in Saunders et al. (2012, p. 83).  
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3.2 Research Philosophy 

The following three sections are discussing and describing the research philosophy 

related to our research. The sections focus on our ontological stance addressing the nature 

of reality. In the following will be explained what we consider as acceptable knowledge 

and finally our axiological perception, and the role of values. 

3.2.1 Ontology 

Ontology as a part of the theoretical methodology is dealing with the way of how the 

researcher perceives the nature of reality. The philosophical frameworks of, for example 

positivism or pragmatism, influence the way how the researchers perceive reality and if 

the world, in general, is more objective and measurable or subjective constructed by 

society (Collis & Hussey, 2014, p. 47). The ontological assumption we have chosen for 

this research is the one of a pragmatism view. A pragmatist perceives reality as everything 

what is practical and useful and focuses on the importance of the researched problem and 

the research question behind it, resulting in outcomes which can be deployed in the field 

of research. The world is not seen as absolute unity but changing and influenced by many 

processes and practices. The reasoning for this decision is that we assume that impact 

investing as well as venture philanthropy are social phenomena and therefore steadily 

changing. We also presume that every organization is having differences in their approach 

of investing in SPOs. The decision in favor of pragmatism emphasizes also our decision 

for conducting semi-structured interviews, which are subjective, external and complex 

impressions of the interviewee’s reality. The pragmatist can use multiple ways of 

gathering data or analyze this data. For this research we chose the pragmatism approach, 

which is later described (Creswell & Poth, 2017, p. 26-35; Saunders et al., 2016, p.137).  

 

We are aware of the fact that there are in total five research philosophies. We do not want 

to provide a universal reality, such as a researcher with a positivistic philosophy want to. 

Researcher who are using the critical realism in their ontological approach have an 

intransient and external nature of reality. We believe that the phenomenon is not just 

temporarily and so is our research. The nature of reality or being arises in the 

postmodernism approach via power relations, which allow a dominance of some realities 

and a silencing of others. During our research we did not experience such power relations 

and therefore decided against it. While interpretivism would have also been a possible 

option we chose not to use it due to the fact the reality is socially constructed. 

Additionally, are the researcher part of the researched field and are allowed to be 

subjective. During our research we tried to be as objective as possible and generally 

believe that even though we are connected via our collaboration partner with the research 

field, we are not part of the actual researched phenomenon.  

3.2.2 Epistemology 

The choice in favor of the pragmatism paradigm also affects the epistemological 

assumption. Epistemology refers to the decision to what is adequate knowledge and 

examines the relationship of the researcher and the research (Collis & Hussey, 2014, p. 

47). Following the lead of the philosophical assumptions of the ontological approach 

adequate knowledge arises either from objective or subjective evidence. The knowledge 

originates from phenomena which are observable and measurable. Additionally, the 

knowledge can emerge from the participants of the study, while the researcher takes the 

position of a distant observer or one of a researchers who is allowed to interact with the 
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observed phenomena. The consequences out of the decision mentioned above in regard 

to the philosophical assumptions made for this thesis, are important to determine what 

sources of information are considered as applicable. Pragmatism allows us to interact with 

the VPO’s and SII’s, to conduct the mentioned semi-structured interviews, and thus to 

gain insights from subjective perception on the investment process stages. The so 

gathered information can be considered as acceptable knowledge.  

 

The later explained method of analyzing parts of the data, the qualitative comparative 

analysis (QCA), is supported by the decision for the pragmatism paradigm. As an 

exploratory study this research is generating knowledge and the QCA aims for defining 

a measurable phenomenon. Knowledge arising due to the comparative nature of this 

research is according to Velástegui (2016, p. 451) also supported by the choice for 

pragmatism and the QCA. With creating different gradings of the examined 

organizations, we can assign the organizations to the particular group and try to make the 

phenomena measurable. Furthermore, the determination of the gradings is based on our 

subjective perception and therefore inductive evidence. 

3.2.3 Axiology 

“The axiological assumption is concerned with the roles of values (Collis & Hussey, 

2013, p. 48).” While the positivist researcher is an outside observer, the interpretivist is a 

part of the conducted examination. Following the ontological and epistemological 

assumptions the axiological assumptions are also made from a pragmatist’s stance. By 

using the pragmatism paradigm, the researcher integrates the view of the researcher and 

the one of the researched participants. We believe that it is hard to have a point of view 

detached from any values and biases and conduct an objective investigation of the 

phenomena. In special regards to the QCA, we try to be as close to a positivist as possible, 

meaning as value-free and unbiased as possible. We are aware that this is very unlikely 

and want to point out this as an opportunity for further research, with a stronger focus on 

a quantitative methodology.  

 

Given that the researchers themselves conduct the interviews online, and are also 

responsible for interpreting the findings, their own values and suppositions are an integral 

part of both the process and the output. Since the results of this study are predicated on 

the researchers analyzing their communication with the participants, it is impossible to 

remove the researchers altogether from the outcome of the research. Such an approach is 

a double-edged sword. It may allow for more biases and researcher influence than the 

more objective approach of positivism; but equally, it will enable the researcher to capture 

the kind of nuanced social information that is unattainable for the detached positivist 

observer. The pragmatic axiology recognizes this tradeoff and considers it as part of this 

study.  

3.3 Theoretical Methodology  

To be able to develop an adequate research question, we made use of the inductive 

approach. Analyzing qualitative data can be done by using either the deductive or the 

inductive approach. The deductive approach relies on an existing theory on which the 

research question and the associated approaches build on. The inductive research is a 

method which moves from individual to general observations and develops a theory out 

of these findings. The deductive research is the reverse method, starting with a theory and 

subsequent empirical observations (Collis & Hussey, 2014, p. 7). The inductive research 
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seems the most suitable for this thesis since data is already existing, like in 3.1 mentioned 

mainly via grey literature, but the number of academic publications is scarce. Following 

the approach of Werner and Schoepfle (1987) described in Collis & Hussey (2014, p. 

106) we decided for a grand tour question, “which is a single research question, posed in 

its most general form.” This way any lines of inquiry will not be blocked, and the 

researcher can focus on the entire phenomenon. Further it has to be again annotated that 

the research about SII and VPO is rather sparse and that theories and frameworks are not 

common. Therefore, the grand tour question can contribute to the filling of this lack of 

knowledge by providing fundamental knowledge. 

 

Research Approach  

The investigated phenomenon is the differences in the practices of venture philanthropic 

organizations and social impact investors in the investment process stages in the DACH 

region. Out of this research problem, were deduced the consequences for the theoretical 

and practical methodology. The first consequence is that we consider the qualitative 

research methodology as the research approach for our thesis. Bryman (2016, p. 32) 

supports that argumentation by stating that the qualitative research strategy is the most 

appropriate strategy for the generation of theory. While the quantitative research and with 

it the most applicable paradigm of positivism is most suitable for phenomena which occur 

in terms of quantity (Kothari, 2004, p. 3). Qualitative data is data which is “understood 

only within context and [is] associated with an interpretivist methodology that usually 

results in findings with a high degree of validity (Collis & Hussey, 2014, p. 130).” To be 

free of constraints originating from the choice for favoring one of the two paradigms, 

pragmatism is the chosen paradigm. This decision allows us to select the methods we 

consider the most suitable to answer our research question (Onwuegbuzie & Leech, 

2005). The choice to conduct an inductive research also supports the decision in favor of 

a focus on the qualitative research methodology. The data for the observed qualitative 

phenomena is usually acquired via interviews, focus groups or protocol analysis (Collis 

& Hussey, 2014, pp. 133-145; Kothari, 2004, p .3). To be able to gather the best possible 

output we have decided to conduct semi-structured interviews.  

 

While the prioritization and the initial use lies in the use of qualitative research, quantified 

qualitative data was used. The undertaken procedure is explained in chapter 3.5. As a 

result of the novelty of the research originates the need for a generalization of the 

exploratory findings of the qualitative methodology (Creswell & Plano Clark, 2011. p. 

9). With the focus on the qualitative method, the qualitative data also are quantitatively 

presented and analyzed.  

 

There are six different research designs where exploratory, descriptive and explanatory 

are the mostly common ones (Creswell & Plano Clark, 2011. p. 166; Saunders et al., 2012, 

p. 170). As the explanatory study examines the relationship of variables and is most used 

for quantitative studies, the descriptive study is focusing on the accurate description of 

certain events or phenomena. This thesis is an exploratory study, which is following its 

inductive nature by focusing on theory development and obtaining further insights into 

the topic under study. It has the characteristic of being pragmatic and flexible and makes 

use of the interviews as a tool. The consequences out of this will be examined further 

below. 
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3.4 Practical Methodology 

Based on the theoretical methodology constraints are derived that have to be considered 

for the practical methodology.  

3.4.1 Interview Design 

An interview is a method to gather data via a purposeful conversation. The purpose of 

conducting an interview is to ask topic-related questions to gain insights into the particular 

field of research to answer the research question (Saunders et al., 2012, p. 373). Following 

the indications of the pragmatism paradigm as well as the ones of the exploratory study, 

we used the semi-structured interviews to allow certain flexibility while conducting the 

interviews. Another aspect used is the ability to dig deeper into specific fields when the 

first question was not sufficiently answered. The order of the asked questions was 

flexible, so the interviewee was not interrupted when he or she were drifting away from 

the asked questions. The reason for this was to generate a better flow of the interview as 

well as discovering new areas we might not have thought of before (Collis & Hussey, 

2014, p. 133-134; Saunders et al., 2012, p. 377-379).  

 

The semi-structured interview aims to obtain qualitative data which later will be 

quantified to illustrate the similarities and differences of VPO and SII as mentioned earlier 

in chapter 3.2.1. The questions address the investing process, meaning that they aim to 

scrutinize the investment we illustrated in the literature review which each interviewed 

organization. The majority of the questions are of the open and closed type of questions, 

while we also used probe questions to clarify not answered or not properly answered 

questions (Saunders et al., 2012, p. 391-92). The initial questions arose out of a previously 

conducted industry mapping process of the key players within the industry of impact 

investing and venture philanthropy. A test interview was held in the sense that we 

discussed the meaningfulness of each of our initial questions with an actor in the 

examined field with whom we were collaborating. The pilot interview allows us to check 

the phrasing, the order and the scope of the questions to ask. Based on the provided input 

we adapted the interview questions. 

 

Another influence on the interview questions was the previously explained decision for 

the QCA. Even though purely quantitative data was not used in this study, the qualitative 

data was quantified. To analyze this data the conducted qualitative data was quantified. 

This approach is used “. . . to count the frequency of certain events, or of particular reasons 

that have been given, or in relation to specific references to a phenomenon (Saunders et 

al., 2012, p. 563).” In the findings chapter of this study the quantified data was used to 

assign the particular organizations to either VPO or SPO, which makes it in the end easier 

to compare their investment process stages.  

 

To be able to get the best outcome possible, some key questions and the logical order of 

the interview were determined. A variety of additional questions accompanied the key 

questions. While the key questions had the purpose of serving as a guideline for the 

interview, the additional questions were functioning as exploratory questions to clarify 

the range of the activities of the organizations. Like already stated the initial questions 

arose out of a previously conducted industry mapping and additional input from an expert 

of the field. The questions focus on four different sections addressing the interviewee and 

the organization the interviewee is working for, the donation or investing process, the 

services provided to the investee besides the financial support and finally the questions 
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thematizing the network of the interviewee. Looking at the interview sections, it can be 

seen that there are five categories. This is because that either a VPO or an SII was 

interviewed and some questions had to be customized to the individual type of 

organization. The majority of the questions were the same. The initial email, as well as 

the interview guide, can be found in Appendix 2. Out of the outlined process a list of in 

total 68 questions originated. Those questions were used to generate ten general key 

questions which were forwarded to the interviewee to ensure that the interviewee had 

enough time to be prepared. Depending on the exhaustiveness of the answers provided 

by the interviewee, we were able to fall back upon some of the beforehand prepared 

questions. Due to the nature of online and telephone interviews the insights through 

additional methods like the observation of the interviewees are limited. While performing 

the interviews, the cameras were turned off except for one case. To have a consistent 

treatment of the interviews, we exclude any observation made in that particular case from 

our thesis. 

3.4.2 Interviewee Selection 

As a qualitative researcher, we conduct this study to provide a deep understanding of the 

examined phenomenon. Aiming for this we have to purposefully research participants 

who have knowledge about the phenomenon (Maykut & Morehouse, 1994, p. 56). The 

small number of interviewees and the qualitative focus of the thesis favors a decision 

against probability sampling favoring the non-probability sampling technique (Saunders 

et al., 2012, p. 262). The non-probability sampling technique allows the use of subjective 

elements by the researcher (Saunders et al., 2012, p. 281). Using purposive sampling, the 

researcher decides actively for the best interviewee who will help him answering the 

research question. The participants of the interview were selected on a beforehand 

conducted market analysis.  

 

Firstly, due to the difference between the two investigated types of SII and VPO we chose 

the purposive sampling method. This was secondly also done since the variation within 

the types was rather the heterogeneous (Saunders et al., 2012, p. 287). The basis for the 

market research was the publication by Jaquier (2016) and the Global Impact Investment 

Network database, using some of the mentioned characteristics and organizations, to gain 

a first overview of the industry. Based on these findings we had a grasp of what 

organizations and attributes to look for. Since our research focuses on impact investing 

and venture philanthropy in the DACH region we had to look for suitable interviewees 

within this geographical restriction. In conjunction with this only the organizations where 

the interviewees were able to speak English fluently were contacted, so we could make 

sure that the interviewee understands and answer the questions. Additionally, it was 

necessary to avoid any misunderstanding for both involved parties. Another aspect is the 

distinction between these two approaches with SRI and other forms of investing. The 

heterogeneous sampling looks for a maximum variation within the sampling to gain 

findings with high variation, considering the two groups but also within them (Saunders 

et al., 2012, p. 287). Therefore, we approached any kind of investor or charity 

organization we classified as SII or venture philanthropist which each of them has 

different philosophical and investment approaches. The preliminary classification was 

done by the initial market research. After the interview we assessed the interviewees 

according to the QCA and made sure that our initial perception matches the actual 

classification. Once conducted all interviews for one type, we stopped to search for more 

interviewee partners for that particular type and reached out to organizations which we 

thought belong to the other type.   
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Another sampling technique used is the snowball sampling, which is utilized to benefit 

from the participant’s network to discover new potential interviewees (Maykut & 

Morehouse, 1994, p. 57). To obtain the possibility of interviewing a member of the 

organizations turned out to be difficult, especially as we are master students with no 

publications as reference. Therefore, the snowball sampling technique was used to 

acquire more interviewees. After each interview, we asked the interviewee for possible 

contacts in his/her network for either SII or VPO. These contacts were generally more 

open to being part of our study, we believe this is because of the importance of referrals 

within the network. Overall it can be said that the number of samples acquired via 

heterogeneous sampling and snowball sampling is balanced, since four of the 

interviewees originated from either of the methods.  

 

The size of sampling has consequences on the generalizability of the results of the study 

(Maykut & Morehouse, 1994, p. 62). To decide the optimal sampling size for a research 

study is not easy nor is there a general rule to choose for the optimal size. The quality of 

the provided information and the depth of the interview is more crucial for the legitimacy 

of the findings (Magnusson & Marecek, 2015, p. 36). The conduction of interviews and 

analyzing them is associated with effort and should provide new insights. Maykut and 

Morehouse (1994, p. 62) as well as Saunders et al. (2012, p. 283) state that a saturation 

point can be found between 12 to 30 samples. The overall minimum size of a sample 

depends on the homogeneity of the examined population. The more homogeneous the 

researched sample is, the fewer interviews are needed and vice versa. To gain valuable 

insights we decided to conduct eight interviews, four with each organization type. This 

amount is also in accordance with the requirements of the QCA, which asks for small to 

medium-sized samples (Greckhamer et al., 2013, p. 50).  

3.4.3 Conducting the Interviews 

The majority of interviewees were contacted via a direct mail to the contact form of the 

organizations. Nevertheless, the highest response rate was after an initial referral of a 

previous interviewee to a potential interviewee. After a positive response, the parties 

agreed on a time, and the mentioned key questions were sent to the interviewee. The 

interviews were conducted online via a preferred method by either Skype or Zoom 

without the video-function. Therefore, we were able to reach interviewees throughout 

DACH region and use the voice recording of these tools to acquire the interviews in the 

best possible audio quality and gain the possibility of transcribing it afterward. The 

transcription of the interview results in a more accessible and more comprehensive data 

analysis. At the interview, both researchers were attending to make sure that all topics are 

discussed and understood by both parties. The interviews were conducted within 32 days, 

between the 10th of April and the 12th of May in 2019. While the interviewer made sure 

to conduct the interview in a quiet and non-disturbing environment, the interviewee could 

choose the location of the interview which suits him or her best. Conducted were eight 

interviews, lasting from 31 to 60 minutes. The procedure and as well as the prepared 

questions for SII and VPO were the same, but we made sure to adapt the questions 

towards the used tools and methods.  
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The interview started with a general introduction and the comment that the interview will 

be recorded. After the introduction of the interviewers and the research project, we asked 

for general pieces of information which afterward allowed the classification of the 

interviewee. Following the actual interview was conducted, always starting with the key 

questions and then digging more profound with the complementary and probing 

questions. 

 

As previously mentioned, the interview questions consist four different sections which 

were derived from the theoretical analysis of the topic. The first section aimed to 

familiarize the two parties with each other and the theme of the study. Secondly, each 

interview aimed to obtain general information about the interviewee and the organization 

he or she is working for. The interviewee was supposed to present himself/herself and 

his/her educational and professional background. Additionally, the interviewee was asked 

to talk about the organization, its vision, and mission, as what type of organization they 

identify with and their perception of the theory of change. Besides that, it was asked in 

which way the organizations differentiate themselves from other organizations and 

players performing similar activities. That information was used for our individual 

classification of the organizations, in size, geographical location and focus as well as their 

philosophical motivation.  

 

The second and the third studied categories were thematizing the investment process. The 

categories were customized and changed depending on the addressed interviewee. The 

sections focused on the entire investing process, from the stage before the beginning of 

the collaboration until the end of it. The section with the broad question of describing the 

entire process was the initial starting point. Since the process is enormous, we asked 

several follow-up questions to get the broad but also detailed picture we were looking for. 

Those two sections aimed to discover the used approaches by the individual organization 

and ultimately explore the differences and similarities between the two types. Besides, 

that was another aim to validate the findings in the theoretical background chapter, 

meaning that if our analysis of the existing literature contained everything decisive or if 

some aspects got ignored and have to be considered again. Thirdly this section ensures 

that the market landscaping and the decision for the respective organization have been 

conducted well enough.  

 

While the fourth section focuses on the non-financial support provided by the SII or VPO 

to the organizations which are receiving the financial support, the fifth section focuses on 

the community and network of the interviewee. During the review of the existing 

literature a prominence of the investing process came to light. The literature about non-

financial support and existing networks of the SII and VPOs was rather sparse. To be able 

to analyze the impact of both influences on the receptive processes a detailed examination 

by us was needed. During the revision of the existing literature mentioning the non-

financial support a difference between the two types of organizations but also within these 

types was observable. To be able to elaborate on that more in the data analysis further 

data had to be collected before. 

 

The interview ended with another expression of our gratitude towards the interviewee 

appreciating his or her time and the insights we were able to get. We made sure that the 

interviewee was able to mention any concerns or comments which might have come up 

during the interview. Ultimately, we used the above-mentioned snowball sampling 

method, asking the interviewee for suggestions of potential interviewees.   
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3.5 Data Analysis  

The previously made decisions regarding the methodology, its approaches and methods 

result in the analysis of the gathered data. Since qualitative data is more ambiguous, 

depending on abstraction, and is not standardized, it is necessary to have a well-founded 

analysis (Saunders et al., 2012, p. 546). The decision for inductive research, reasoned in 

chapter 3.2.1, aims to develop a theory which is based on the by us gathered data 

(Saunders et al., 2012, p. 548-549). The interviews were firstly conducted, secondly 

transcribed word by word, and thirdly the main parts of the transcript were summarized 

to be able to analyze them better.  

 

A central concern during the interviews was the missing assignment of the organizations. 

Only two organizations clearly stated to which type they consider themselves belonging 

to. The other interviewees were classified on the prior conducted market analysis. To 

distinguish the differences in the used practices by the examined VPOs and SIIs, it is 

essential to classify or label them. Therefore, the first step in the analysis of the used 

practices was the labeling of the studied companies. 

 

Comparative Analysis 

Another consequence deduced from the examined research question is the decision to 

make use of the comparative method in the context of a qualitative study. To be able to 

answer our research question we are “. . . interested in identifying the similarities and 

differences among macrosocial units (Ragin, 2014, p. 6).” In addition, a geographical 

focus can be noticed; in our case, it is the focus on the DACH region. At the same time 

the comparative method allows to explore combinations of occurring conditions. As 

stated above for the qualitative research, Ragin (2014, p. 16) claims that the comparative 

method is “well suited for the task of building new theories and synthesizing existing 

theories.” Moreover, Ragin et al. (2003 p. 323) states that the “qualitative comparative 

analysis . . . offers researchers the opportunity to combine the intensiveness of case-

oriented research strategies and the extensiveness of variable-oriented approaches in a 

single framework.” The QCA is an approach which allows conclusions based on the 

methodical comparison of several cases. The usage of the QCA requires only a moderate 

number of cases to obtain well-founded case-based and comparative results. Furthermore, 

the QCA is a hybrid method designed to link the qualitative and quantitative research 

approaches. Thus, using QCA the collection and analysis of qualitative data is prioritized 

and supported by a quantification of these data. 

 

The QCA has two major concepts that can be used to analyze an aspect of our research. 

The crisp concept can be used in cases where the conceptual boundaries are clearly 

defined. The crisp concept consists of a number of outcomes and each of the outcomes 

has two causal factors which can be expressed in binary terms. In the process of data 

collection, these outcomes and binary terms become clear and can be used for the QCA. 

The binary terms have the value of either zero or one and are afterwards totaled up. The 

term crisp originates from the use of binary terms and the particular value (Befani, n.D, 

p. 6). A QCA using fuzzy sets or with other words, imprecise empirical measurement is 

more suitable for studies analyzing phenomena with blurry boundaries. Instead of binary 

terms, different degrees can be used with a scale up to 6 different points, starting from 0 

to 1. 
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According to Schneider & Wagemann (2012, p. 24) the crisp sets requires a decision if 

the case is allocated to one set or the other. Even though we limit this research to a certain 

extent by only allowing either one option or the other we believe that the crisp set is more 

suitable for this research than using a fuzzy set. The crisp QCA method appeared to us as 

the more appropriate one. This method consists out of six steps, where the researcher at 

first has to collect the data then organize the data for the analysis and following the 

outcomes as well as the factors were chosen. Afterwards, one has to analyze the dataset 

and interpret the findings. In our case we found eight outcomes, all of them evaluated by 

two factors which explain these outcomes more in detail (Befani, n.D, p. 6).  

 

The purpose of this method is to assign the interviewed organizations to either the group 

of SIIs or to the group of VPOs. Since the terms VPO and SII are the umbrella terms for 

several player in the field of research, we decided to neglect the sub-categories and assign 

those sub-categories to the two main player. This simplifies the research and provides a 

better understanding. Since we are only focusing on comparing the practices of the two 

types of organizations, we believe that a further specification within the two types should 

not be part of this study. 

 

 

Thematic Analysis 

Out of the categorization of the QCA, we can derive the differences in the practices used 

by the two types of organization. Deriving the differences of the two groups is done by 

the thematic analysis described by Saunders et al. (2016, p. 579-587). Firstly, the themes 

within the analysis are determined. This categorization follows the outline of the literature 

review and can, therefore, be divided into six stages. Using this method, we make sure 

that we focus on the essential parts and do not ignore essential aspects. Secondly, the 

qualitative data is coded and unitized, which means that the data is assigned to the 

respective theme. The interviews were evaluated individually and subsequently 

combined. Due to iteration and new insights based on the interviews the themes can be 

confirmed or changed. Finally, the results of the qualitative data are reported. By choosing 

this procedure, following the same structure as the literature review, assigning the 

organizations to the two types and analyzing the data gathered in the interviews, we aim 

to provide a complete image of the phenomenon under study and to develop the 

framework even further. 

3.6 Alternative Methods 

 

The decision for a qualitative, exploratory, comparative study combined with semi-

structured interviews and the quantification of the gathered qualitative data is based on 

the research questions and its implications. We are aware of the fact that this approach is 

somewhat unconventional, however, the most suitable. Following, we will describe 

alternative approaches and reason why we did not choose these other methods. Creswell 

& Poth (2017, p. 67), describe five different methods which can be used to address the 

research focus.  

 

The narrative research focuses primarily on the exploration of the life of an individual. 

The phenomenon under study is not only the study or narrative of this individual but also 

the investigation of the background. Since this approach focuses too much on the 

individual and its stories, we are not considering this approach as appropriate for this 
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study. The focus of this study is more on exploring the organizations the individuals are 

working in (Creswell & Poth, 2017, p. 67-74). 

 

Phenomenological research describes the essence of the lived experience of a particular 

phenomenon. Applying this approach implies a strong philosophical component, by the 

examined phenomenon and the analysis of it. The phenomenological research is often 

used in sociology and other health sciences. We consider this approach very close to 

narrative research since it is focusing on the common experiences of several individuals. 

This makes this approach again not suitable for our study (Creswell & Poth, 2017, p. 75-

76). 

 

The grounded theory research is often used to generate a theory for a phenomenon 

whereas this theory is grounded in data originating from the view of the participants of 

the study. Ultimately this approach produces a framework which can be used for further 

research. This approach also arises from sociology research by Glaser and Strauss in 

1967. The goal of grounded theory does not differ from our goal; instead, differences can 

be found in the general way of proceeding. The reasoning against grounded theory lies in 

the fact that even though it is a qualitative research approach, it is based on a large number 

of interviewees and a longer timeframe. The grounded theory is based on an existing 

framework which is used to test hypotheses. Since this research is an exploratory study, 

there is no framework existing. Therefore, the grounded theory is not appropriate 

(Creswell & Poth, 2017, p. 82). 

 

Ethnographic research describes and interprets a group which is sharing the same culture. 

Based on a larger number of examined individuals an ethnographer is trying to explore 

the shared patterns within the culture. This presented characteristic, the preferred method 

of participant observation and the fact that ethnographic research focuses on the culture 

of the examined individuals led to the decision against this approach (Creswell & Poth, 

2017, p. 90).  

 

Case studies try to produce a description of single or multiple cases and analyze them to 

provide an understanding of the case or cases. This approach stresses the importance of 

the context. We believe that the limitation on interviews as the only source for data is not 

sufficient to choose this approach since it is usually based on multiple sources. 

Additionally, it can be said that the identification of the case and its boundaries is 

essential. Taking into consideration that this field of research lacks theoretical research 

we assume that our parameters would be too limited to describe the case sufficiently 

(Creswell & Poth, 2017, p. 96-97).  

 

Concluding it can be said that the philosophical framework of pragmatism allows us to 

use the QCA to get an overview of the different players in the field and provide the reader 

with a general understanding. Additionally, we are able to use the generic approach 

described by Saunders et al. (2012, p. 556-557) to answer the research question. The 

alternative methods are not appropriate to answer our research question or contribute to 

the knowledge generation to the desired extent. Time restrictions as well as restrictions 

concerning the necessary number of participants are also considered in our choice for the 

used approach.  
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3.7 Ethical Considerations  

“Ethics refer to the standards of behaviour [sic] that guide your conduct in relation to the 

rights of those who become the subject of your work, or are affected by it (Saunders et 

al., 2012, p. 226).” Conducting a study and especially a qualitative one is always 

connected with social norms and ethical restrictions. It affects all parts of the study from 

before conducting the study to the gathering of the necessary data as well as the analysis 

of it and includes also the ethical treatment of the data and its source after publishing the 

study. Therefore, ethical behavior ultimately has an impact on the quality of the study 

(Creswell & Poth, 2017, p. 55-56). Social norms describe a type of behavior which a 

person should use in a specific situation, while the code of ethics can deduce the ethical 

restrictions. Following the standard perception of the social norm, the focus of this thesis 

was to be fair and honest, as well as not harming anyone during the research or with the 

answer to the research question. The ethical restrictions can be more precisely phrased 

and are mostly concerned with academic writing and the following of the rules and laws 

of the country Sweden and the university. This being said, transparency was an issue we 

focused on during the entire writing process, so it was appropriate referencing the findings 

of other researchers. The goal of this was to avert plagiarism.  

 

Since the results of this thesis are based on the answer to the research question by 

gathering data from semi-structured interviews, we made sure that the interviewees are 

treated in an appropriate way. This means that their safety has to be guaranteed as well as 

a fair, and respectful treatment, which also involves honesty towards them. In the initial 

request for an interview, we gave the participants the option to provide a non-disclosure 

agreement to protect their privacy and the confidentiality of the provided information. 

This possibility was not used. Before conducting the actual interview, we made sure that 

the interviewee knows the background of the researcher as well as of the study and that 

he or she gave us informed consent to be part of the study which is accompanied by an 

interview. This procedure is necessary, so the interviewee knows how his/her rights will 

be protected and to make sure that he/she knows his/her right to decline an answer and to 

stop the interview at any time. It was also pointed out that the organization and participant 

were not named in the research.  

 

Additionally, we made sure that the interviewee knows how his/her data and the 

conducted record of the interview was treated afterwards. Following, all of the 

participants gave their verbal consent to agree to the terms. This procedure was based on 

the publication of Magnusson & Marecek (2015, p. 44). Even though no interviewee 

refused to answer a question we wanted to make sure that the participants and their 

organizations do not suffer any negative consequences because of their participation in 

our study. Therefore, the recordings of the interview and the transcripts will be stored on 

the private laptops of the interviewer, not shared with anyone and deleted after the 

submission of the thesis. We used Creswell’s & Poth’s (2017, p. 175) suggestion always 

to have two devices recording the interview to have a backup recording if needed. This 

was done to ensure that if the participant expressed any negative information or 

connotation towards his employer or the goal of impact investing and venture 

philanthropy, no negative consequences arise for the interviewee.  

 

Before the interview, we made sure to create a quiet and safe environment from our side. 

This means that the interview was conducted in a separate room, where safety of the 

information provided by the interviewee could be guaranteed. We trusted the interviewee 
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to do the same. Most of the interviews were conducted during working hours what allows 

us to conclude that the interviewees were at their workplace or in their home and therefore 

in a favorable environment for the interviewee. Another consequence of conducting the 

interviews this way is that we expect the chosen places by our participants to be safe for 

their physical and mental health. Before the interviews and again at the beginning of it 

we made sure that the interviewee has the necessary expertise to answer the question. 

Therefore, we did not feel the need for clarifying the fundamental concepts of our study.  

3.8 Quality Criteria 

Conducting a qualitative study and the use of semi-structured interviews is connected 

with issues concerning the quality of the data and therefore the trustworthiness of the 

research. Saunders et al. (2012, p. 381) identify four different data quality issues which 

are all related to each other. This chapter discusses the quality criteria of reliability, 

generalizability, validity. The importance of bias and their impact on the thesis and its 

quality will also be covered in this chapter. 

3.8.1 Researcher and their Preconception 

Norë Arifi and Lukas Richter are both students of the Master Program at the Umeå 

University in Sweden. Norë has specialized in Finance while Lukas focused on Business 

Development and Internationalization during their studies. Both have had during their 

private or professional life contact with investing and developed an interest in alternative 

approaches of investment. Another common interest of the researcher is sustainability. 

The researchers are aware of their carbon footprint and the role they play as individuals 

in the world. One overlap of both topics is impact investing and explains the decision for 

the topic. It should also be noted that the researchers are aiming to either be a part of a 

venture philanthropy organization or a social entrepreneur seeking investment in the 

future.  

 

During the process of setting up the research, we were looking for potential partners and 

organizations we could collaborate with. The process of finding a suitable collaboration 

partner proved to be difficult, but we came across an overall positive reception of our 

research. Out of the search emerged a collaboration of us as the authors of the thesis and 

an angel impact investor who provided us with a lot of information and connections to 

actors in the industry. Resulting of this input we were able to conduct the interviews, to 

gather the necessary data, and make use of the network of the interviewees using the 

snowball sampling method. It has to be mentioned that the collaboration partner had no 

influence on the selection of the interviewees or the research question itself. The 

repercussions of this approach will be discussed below.  

 

The initial influence on the research is expected to be the precognition of the researcher 

on the field of study. The precognition plays a major role as it could be considered as the 

starting point of the research and has to be considered in the research approach. Another 

aspect we kept in mind is the fact that we could fall too easily for the maximalist view on 

impact investing. This would result in a distorted perspective, being too optimistic or even 

hype-liked mindset of what the possibilities of impact investing and venture philanthropy 

are. 
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3.8.2 Reliability 

 

Reliability, also called stability or consistency, covers the standardization of the research 

in the context of qualitative research and especially semi-structured interviews (Gay et 

al., 2012, p. 165; Saunders et al., 2012. p. 381). This means that the data collection 

technique and the analysis of it might not result in findings which are consistent when 

repeating the study with different participants or by different observers. Due to the fact 

that this study has chosen to prioritize the qualitative methodology and conduct 

interviews, it could be argued that the findings might be not or just to a certain degree be 

repeatable. In this manner, the studied phenomenon is in the complex environment and 

dynamic. To allow reproduction of a similar study, we report every undertaken action and 

every limitation which was considered. The usage of semi-structured interviews results 

to be an advantage in terms of the flexibility in our study. Some could argue that this is 

an issue with regard to reliability since the method and the findings might differ because 

of this flexibility. To be able to explore the field of research in all its complexity and 

range we are willing to accept this concern. We believe that the advantages and 

implications of the decision for the research design as well as the chosen methods and 

strategies in this study are well enough stated and explained to face any concern regarding 

reliability (Saunders et al., 2012. p. 382). We believe that by asking the interviewee the 

same questions, a researcher trying to replicate this study would get similar answers to 

the once analyzed in this research. The interviews were not targeting the perception of 

the interviewee about a certain topic but trying to show the methods and strategies used 

in their way of doing business. In regard to analyzing the data, we would expect minor 

differences in regard to the crisp-method in QCA. The classification of the different actors 

might be different since it backed with literature but to some extent subjective. 

Conducting another research could impact the overall answer to the research question. 

Furthermore, the bias of the researcher influences the research and therefore the reliability 

of the research.  

3.8.3 Generalizability 

Saunders et al. (2012, p. 382) describe generalizability as “. . . the extent to which the 

findings of a research study are applicable to other settings.” Generally, the 

generalizability of qualitative research is an issue. Due to the small number of examined 

organizations the possibility of misleading results is higher than with a bigger number. 

However, the higher the number of cases, the lower is the probability to have misleading 

results (Saunders et al., 2012, p. 265). Nevertheless, generalizability is depended on the 

research topic along with the phenomenon under study. Generalizability is associated 

with external validity that results in the question if the findings of the study can be 

transferred to other conditions and are still applicable. Gay et al. (2012, p. 395) stress that 

“. . . qualitative researchers are less concerned than quantitative researchers about the 

generalizability of their research” and that “. . . the power of qualitative research is in the 

relevance of the findings to the researcher” thus offering an ultimate an understanding of 

the occurring phenomenon and why it is happening. We believe that our study is 

transferable to other settings. As stated in the issue of reliability the research question is 

focusing on the procedures and strategies of SII and VPO’s. These organizations are all 

located in the DACH area, but work with a global or local scope. Legal regulations and 

reporting methods will differ in other geographical regions. We believe that the influence 

of these deviations on the course of action of the organizations will only be minor. The 

generalizability should, therefore, be given.  
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3.8.4 Validity 

 

To ensure that the research is of good quality, validity is necessary. “In qualitative 

research, validity is the degree to which qualitative data accurately gauge what we are 

trying to measure (Gay et al.. 2012, p. 392).” Validity can be classified into four different 

forms, namely: descriptive, interpretive, theoretical and evaluative validity. The 

descriptive validity addresses the factual accuracy, meaning that the gathered 

information, either during the literature analysis or during the data collection, are 

presented in the same manner as collected. This was pursued by us to do that to the best 

possible degree by following the rules set in the thesis manual. The interpretive validity 

is concerning the meaning of the gathered information. Stating this we seek to reflect the 

sense of statements as they were intended to be. The theoretical validity is referred to as 

the ability to define and explain the phenomenon under study. We believe that the 

literature review gives the reader an understanding of the two approaches and the 

environment they take place in. Evaluative validity is the ability to present the gathered 

data without any prejudice and bias. We are aware of external influences which can 

influence us and our study and the possible bias resulting out of that. We pursued to 

minimize those, and in the cases where we could not, we tried to limit these influences.  
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4. Findings 

This chapter focuses on presenting the findings originating from the conducted 

interviews. The proceeding of the data generation is shown in the methodology chapter, 

while the presentation of the data in this chapter bases on the structure and content of the 

literature review. At first, the interviewees are described, so the reader gains an overview 

of the investigated organizations. Next, the findings are elaborated. This elaboration is 

done with a total of five tables, which present the information more clearly and quotations 

of the particular interviewee. 

4.1 Contextual Information  

The interview partners were selected based on a beforehand conducted market analysis. 

The aim of this was to get to know the entire bandwidth of players in the impact investing 

and venture philanthropy context. Out of this process and the willingness of the 

interviewees to be part of our study, we came up with eight interviews. The players differ 

from each other in many aspects and allow us to get a broad view of the environment. All 

the interviewees are based in the DACH region. Six out of the eight interviewed 

organizations have their headquarters located in Switzerland therefore a concentration in 

Switzerland can be found. This can be explained because of the strong finance sector in 

Switzerland. Every organization state on their website that they are either an organization 

which is investing for-profit with an impact generating focus or a VPO. We used the QCA 

to be able to assign the eight organization to either one of two groups. 

 

As described in the chapter 3.5 this consists out of six steps. What Befani (n.D, p. 6) refers 

to outcome is in our case the examined organization. These organizations were analyzed 

considering eight various factors (see Table 2). During our research, we found certain 

tendencies of these factors towards one of the researched organization types. Factors with 

the value of 1 tend more to be SII orientated, while the value zero is considered to be 

VPO orientated. The first factor is the initial funding of the organization. In this case, it 

is considered whether this funding is originated from an investment of a third party or if 

the funding money originates from a donation. The second factor is the legal structure of 

the organization, and therefore if it is taxable by the respective government, of the country 

they are based in or not. After the taxability, the location is investigated. We differentiate 

between a global and narrow focus. The stage of development is our fourth factor and is 

differentiating between organizations which focus primarily on investments in early stage 

and those which provide financial resources to every kind of SPO. The fifth factor is the 

market focus of our interviewee. There, we distinguish between a narrow focus, most of 

the times developing and emerging markets, and a global focus. With our sixth factor, we 

examine the average investment size of the organizations. An average ticket size over 

$500,000 is more common for SIIs while a ticket size below that is more common for 

VPOs. The seventh factor is the provision of non-financial support. The last element was 

the used investment instrument. During our research, the financial instrument of grants 

emerged as an instrument primarily used by VPOs. 

 

The necessary data to examine the organizations was collected and organized in the 

dataset, which can be seen in Table 2. Due to the eight factors the organizations can have 

a score from zero to eight points. Because the distribution should be equal, we assign a 

maximum of four points to every type. Every organization which scores more than four 

points is assigned by us to the SII type, while everything from zero to three is a VPO. An 
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organization scoring four points is lying in the middle and would be considered as 

exception. The classification of the organization leads to one organization that we score 

with eight points and three organizations which score six points. They are, therefore, 

labeled as SII’s. The remaining organizations score each once three, two, one and zero 

points and are therefore categorized as VPOs. The analysis of the organization confirms 

the preliminary evaluation we did, based on the market landscape. 

 

Table 2. The crisp QCA of the Interviewees. 
 

Sc
ore 

Funding Taxable Location Stage of 
Develop-
ment 

Market 
Focus 

Invest- 
ment  
Size 

Non- 
Financial 
Support 

Investment 
Instrument 

1  Investment Taxable Global Different All Markets 500 
thou. to  
10 
million 

None everything/ 
excluding 
Grants 

0  Donation Not 
Taxable 

Narrow Early 
Stage 

Developing  
Emerging 
Markets 

50 thou. 
to  
500 
thou. 

Non- 
financial 
Support 

combination 
with Grants 

 

Characteristics SII 1 SII 2 SII 3 SII 4 VPO 1 VPO 2 VPO 3 VPO 4 

1.) Funding 1 1 1 1 0 1 0 1 

2.) Taxable 1 1 1 1 0 0 0 0 

3.) Location 1 1 0 1 0 1 0 1 

4.) Stage of Development 1 1 1 1 0 0 0 0 

5.) Market Focus 0 0 1 1 1 0 0 0 

6.) Investment Size 1 1 1 1 0 0 0 1 

7.) Non-Financial Support 0 0 0 1 0 0 0 0 

8.) Investment Instrument 1 1 1 1 0 0 0 0 

Sum 6 6 6 8 1 2 0 3 

 

A summary of the conducted interviews can be found in Table 3, where general 

information about the interviewed organizations and our interview partner can be found. 

The first organization (SII1) is an investment advisor, with assets under management 

worth $880 million. The organization is focusing among others on healthcare, education, 

basic infrastructure, renewable energy, and access to finance. The organization in its form 

today is active since 2005, where it tries to improve the livelihoods for people and 

supports inclusive growth. The preferred financial instrument is equity as well as direct 

and fund investment. The second interviewed organization (SII2) is a microfinance fund 

with assets under management worth $1.9 billion. This organization is focusing on 

lending money to micro, and small and medium-sized enterprises (SME), to foster smart 

and inclusive growth including frontier and emerging markets and at the same time, tries 



54 

 

to provide attractive returns for the investors. The created impact is evaluated by a self-

developed tool. The third interviewee (SII3) is the co-founder and ex-director of a newly 

founded impact investment fund. It is focusing on responsible production, climate action, 

fighting hunger, and tries to improve good health. The procedures and used methods are 

based on the founder’s experiences of the industry. The fourth interviewed organization 

(SII4) is a wealth manager founded in 2014 and manages $500 million for mostly HNWI 

and family offices. It offers different investment strategies while one of them is focusing 

on investing in funds which are creating impact. However, an overall focus on creating 

financial return can be observed. A charitable limited liability company is the fifth 

interviewee (VPO1) we examined. It has assets under management worth approximately 

$3 million and focuses especially on poor and underserved children in Germany. The 

focus lies on providing grants to long term projects for up to twelve years, which are 

tackling those problems. The second studied VPO is a philanthropic venture fund (VPO2) 

founded in 2012, which is focusing on closing the funding gap of early-stage social 

businesses. The usual ticket size is $100,000 to $300,000, with a focus on projects to up 

to five years. The third VPO (VPO3) is the organization which scored 0 points in our 

QCA and is a foundation which exists since 2006. The last interview was conducted with 

a VPO (VPO4), which manages assets worth $200 billion and is part of a company group 

which performs banking, impact investing and venture philanthropy. In our analysis, we 

included the venture philanthropy part of the organization solely. 

 

Table 3. Interview Summary 

Legal Structure Code Title of the interviewee 

Assets under 

management Lengths of the interview 

Investment Advisor SII 1 

Managing Director of 

Operations $880 million 45 min 

Microfinance Fund SII 2 

Head of Investment 

Solution $1.9 billion 60 min 

Impact Investment Fund SII 3 Co-Funder $40 million 60 min 

Wealth Management SII 4 Partner $500 million 48 min 

Charitable Limited Liability VPO 1  Project Manager $3 million 45 min 

Philanthropic Venture Fund VPO 2 Partnership Manager $5 million 57 min 

Foundation VPO 3 Chief Operating Office $4.5 million 47 min 

Venture Philanthropy VPO 4 CEO $200 billion 31 min 
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4. 2 Investment process stages 

4.2.1 Sourcing 

Depending on the organization’s structure, funding, investor type, and targets the 

particular sourcing strategies differ. The approaches used are not easy to be categorized 

and distinguished, which is more favorite and which not since they usually complement 

each other. However, there is a tendency for some of the approaches to be more favorable 

than the others. 

 

Social Impact Investors 

SII1 is a well-established investment advisor organization in the industry; thus, they are 

well networked. As stated by the Managing Director of Operations, “for instance, in South 

East Asia, I knew every fund manager within our space. Thus, I knew when a new one 

was created. I knew when someone was creating a new SME focused impact driven fund.” 

This is one of the approaches this organization uses for the so-called bottom-up sourcing 

approach where they source potential deals from referrals received from fund managers 

working in the field. On the other hand, SII1 use the top-down approach when they want 

to cover a new area. In that case, they go on the ground, visit all the players and establish 

relations with them. Further, they would ask for referrals from them where to invest. 

 

SII2 invests in different assets classes. Thus, the approaches used for sourcing are similar 

within the asset class. In that perspective, they perform different investments analyses, 

but all these investments follow a structured process. They have developed a framework 

where they have designed the strategy of the fund, designed allocation of the fund, as of 

how much should be invested in senior debt, subordinated debt, term deposits, and bonds. 

Further in this framework the diversification is defined, currency, and exposure. Thus, 

the framework is the foundation of the investment process, and is complemented by three 

sourcing approaches bottom-up, top-down, and risk management. The bottom-up 

approach is based on referrals for the investment they received from their local team. The 

top-down approach is used to source based on the goal of the fund, and the diversification 

they target. The third approach is risk management, one where they look at the country 

risk, currency risks, inherent risks, and others. According to the Head of Investment 

Solutions “Investment teams propose transactions, then from the fund perspective, you 

filter out transactions that do not match the fund.” This strategy fits into proactive 

sourcing. However, they did not mention other used approaches, such as passive, where 

the investee would contact them directly. 

  

SII3 has established their sourcing process in three main categories proactive, active, and 

reactive. A proactive approach is the form of partnering up with firms, incubators, and 

startup accelerators. SII3 is doing this with organizations across Switzerland and Europe. 

Thus they, sourced for potential investees via these channels. Further on the proactive 

side, they mentioned that another approach they take is, as stated, “We collaborate and 

discuss with many impact funds, hoping to co-invest together, and have like-minded 

investor in the same compatible.” Additionally, they use another approach which they 

call active sourcing. This approach refers to own research usually via different websites, 

social media, and other forms. The third used approach is a reactive approach, which is 

when companies contact the fund via its website, social media and start an initial 

discussion. This approach is the least preferred approach by the fund. 
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SII4, being a wealth management company, has close communication with their 

investors. Thus, they take the “purpose of the client, goal of the client, which you translate 

that into a portfolio and what they want to achieve with their investment” into 

consideration. As wealth managers, they collaborate with banks and funds; thus, they 

invest through them. Fund managers approach them and present investment opportunities 

where they should invest. Therefore, the sourcing approach that this company uses mostly 

is referrals from fund managers.  

It is also interesting to mention that when asked specifically about the sourcing 

approaches, they only mentioned this approach. Referrals from the network, partners, and 

consultant is the most used method among the other all of the SIIs. 

 

Venture Philanthropy Organizations 

VPO1, as a venture philanthropy organization, uses both passive and active sourcing 

approaches. “There is a lot of network related actions going on where we get our potential 

projects. In the case that there is an interesting contact or portfolio this could be via 

direct contact, people writing us to get in contact with. Also, our partners sometimes have 

been contacted by people, and they connect us with them.” said the Project Manager that 

we interviewed. 

  

The venture philanthropic fund, VPO2, has its local investment teams in the markets they 

are investing in. These teams are constantly on the lookout for potential investee that. 

This describes their proactive approach. The local investment teams collaborate with 

partners in the field, investors or others working with entrepreneurs, which refer potential 

investee to the fund. Another approach they use, which falls into this category is their 

investment readiness programs. These programs are a form of accelerator where they 

work closely with several candidates to find a potential investee that matches the fund’s 

target. On the other hand, a passive approach where companies approach the fund is less 

likely to be used. 

  

The foundation VPO3 uses one approach that we did not encounter in the other 

interviewee responses. According to the Chief Operating Officer, typical sourcing 

procedure is as followed “We do scouting as every private equity firm does it. We have 

regular scouting tours, where our team members select the country, or the region then do 

desktop research look for companies in these areas, travel there, meet with the 

organizations and then come back with many new notes and contacts. Further, we follow 

up for the screening phase.” From this, one can comprehend that their proactive approach 

is the scouting tours, followed by an active approach of desktop research. Further, they 

also receive proposals from the organizations directly, or partners in the field, which are 

part of the passive approach. Referrals received from their existing portfolio organization 

fall also under the same approach. 

  

Foundation VPO 4 uses only referrals as their sourcing approach. Even though they 

receive referrals from their networks, their mainstream approach is the referrals from the 

team, proactive approach. When asked if they are open for direct approaching, they stated 

that “we do not accept unsolicited proposals it has to come through a trusted network or 

partner, maybe a referral from the CEO of one of our portfolio organizations. But it is 

primarily our local teams, our local network.” 
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4.2.2 Screening  

Screening of investment opportunities that the investors find or receive is the initial stage 

of identifying whether that investment matches the investor´s profile or not. The 

investor´s profile can be identified via some of their investment targets or objectives. As 

such during our data collection we have identified key characteristics that create a profile 

of an investor: themes of investment, investment ticket size, market focus, geographical 

focus, investee type, and stage of development; 

  

Due to the fact that we are dealing with investors that aim to make an impact with their 

investments, themes they focus the investment on, are one of the main characteristics of 

their profile. During our interview process, we have asked the interviewees what their 

themes of investment are, with the aim to relate them with the SDG. Only one of the 

investors stated them in terms of SDGs. 

  

SII1 focuses on the solutions that deal with agriculture which falls under G2: zero hunger, 

healthcare under G3: good health and well-being, education under G4: quality education, 

renewable energy under G7: affordable energy and clean energy; access to finance under 

G9: industry, innovation and infrastructure, and basic infrastructure. 

  

SII2 has four different services as a result of the themes they focus on. The microfinance 

fund focuses on financial inclusion, which is part of the G9: industry, innovation and 

infrastructure. Equity investment focuses on the climate insurance, thus G13: climate 

action, sustainable infrastructure and G9: industry, innovation, and infrastructure, and 

through their blended finance services they cover other goals too, such as G7: affordable 

and clean energy, and G4: quality education with focus on finance. 

  

SII3 is the one that has related their themes to the SDG goal directly. Thus, they focus on 

G2: zero hunger, G3: affordable healthcare, G9: innovation and infrastructure, G12: 

responsible consumption & productivity, and G13: climate action. 

  

SII4 perform both classical and impact investment, and they include in their portfolio 

both types of investment and have not specified any specific theme of investment. 

However, they are open to all the themes within the impact field, depending on their 

investment objectives and expected financial return.  

  

Further, VPOs focus on fewer themes than SII. VPO1 focuses on only one theme, which 

is one target of the G3: Good Health and well-being. They focus on the social well-being 

of children, in their early childhood. VPO3 also concentrates on only one theme, fighting 

absolute poverty which falls under G1: No poverty. In contrast to those two, VPO2 

focuses on four themes: G2: zero hunger with a target to agriculture & livelihood, G3 

focusing on healthcare only, G4: education and G7: Affordable and clean energy. In 

addition, VPO4 focuses on three themes: G3: Healthcare, G4: education, and G15: 

conservation. The results as mentioned above are presented in Table 4 below:  
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Table 4. The interviewees and the SDGs. 

SDGs SII 3 SII 2 SII 1 VPO 1 VPO 2 VPO 3 VPO 4 

GOAL 1: No Poverty      

absolute 

poverty  

GOAL 2: Zero Hunger zero hunger  agriculture  

agriculture & 

livelihood   

GOAL 3: Good Health 

and Well-being 

affordable 

healthcare  healthcare 

social well-

being of 

children- early 

childhood healthcare  healthcare 

GOAL 4: Quality 

Education  education education  education  education 

GOAL 7: Affordable and 

Clean Energy   renewable energy  energy   

GOAL 9: Industry, 

Innovation and 

Infrastructure 

innovation & 

infrastructure 

financial 

inclusion access to finance     

GOAL 11: Sustainable 

Cities and Communities   

basic 

infrastructure     

GOAL 12: Responsible 

Consumption and 

Production 

responsible 

consumption 

& 

productivity       

GOAL 13: Climate 

Action climate action climate      

GOAL 15: Life on Land       

conservati

on 

 

Further, the other factors that create the investor profile of our interviewees are listed on 

the table below: 
 

Table 5. Investor Profile 

Investor 

Investment ticket 

size 

Stage of 

development of 

the investee 

Location 

focus Markets 

Profit/not 

for profit 

investee 

SII 1 1,800,000 different stages Global 

developing countries and 

emerging markets Profit 

SII 2 

2,500,000 - 5,000,000 and 

1,5 -10 million (PE) Micro-enterprise, SME Global 

emerging and frontier 

markets Profit 

SII 3 1,000,000 - 4,000,000 different stages Europe developed Profit 

SII 4 500,000 - 30,000,000 different stages Europe not provided Profit 

VPO 1 50,000 - 550,000 early stage Germany developed not for profit 

VPO 2 100,000 - 300,000 early stage Global developing markets Profit 

VPO 3 250,000 early stage Global emerging markets Profit 

VPO 4 500,000 - 2,000,000 from early stage Global emerging markets both 
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Thus, for an investee looking for funding in one of our interviewed investors they first 

should examine whether they match with the necessary criteria. An example for such an 

examination of the themes is presented in the tables above. Included are the themes, 

investment ticket size, stage of development, location focus, market, and if the 

organization is aiming to generate profit or not (see Table 5). These are the basic 

requirements that the organizations have. However, in addition to that, we found out that 

some of our interviewees have developed a set of criteria that help them screen the best 

possible investment opportunities and ease the process of due diligence. These criteria 

are mostly in the form of a checklist to identify whether the potential investee aligns with 

the investor’s strategy.  

 

The SIIs that we have interviewed have all developed their internal checklist that adds up 

to basic requirements. Two of them, SII1 and SII4, do not have general screening criteria 

for all the investment; they customize them based on the country they invest in or the 

client’s objectives. SII1’s Managing Director of Operation states “There are these 

internal gate reviews, we have a screening meeting internally, but up to that screening 

meeting it is up to the respective team in charge to decide, to filter out and set criteria.” 

The reason behind is that every region is very different, and as he states, “our Africa 

Private Equity team is based on very different criteria than our South East Asia team.” 

Therefore, the screening criteria is created based on country-specific approaches. SII4, on 

the other hand, has close communication with their investor and their investment criteria 

is based on their client. As the partner of this firm states “the starting point is the client, 

so we always have an asset management mandate where the client decides which product 

we are allowed to invest in and which not, and we have to contain to that.” Thus, the 

criteria are customized based on their client input. 

 

SII2´s screening criteria are also customized according to the strategy of the fund. They 

have created a framework which defines the strategy of the fund, thus offering a clear 

understanding of how the fund should look and what kind of portfolio they target. As 

stated by the interviewee, “we designed allocation of the fund, how much should be 

invested in senior debt, subordinated debt, term deposits, bonds. We then define, 

diversification, currency risk, country risk, exposure, and so.” Based on this framework, 

the investment team proposes the transactions; then from the fund perspective, they filter 

out transactions that do not align with the fund. The alignment with the investment 

strategy is also key to screening an investee by SII3. However, they disclosed more 

information on what is included in this checklist criteria that defines if an investee fits 

into the strategy of investor. The requirements of SII3 is compounded of several factors, 

but there are four main criteria that a company has to fulfill. Besides passing fund 

alignment criteria, they have to be for-profit business model, and the social and 

environmental impact should be embedded within their core business operations. 

Following up to that they look at their theory of change to understand the impact goals 

that potential investee has. To do so they check for the challenges, impact goals, and 

innovation impact. Finally, they take into consideration whether the potential investee has 

legal issues.  

 

Further criteria focus on the assessments of the market, team and business model. The 

market and product criteria set aim to assess market attractiveness, market-product fit, 

differentiated/breakthrough solution, and benefits of the solution in terms of a better 

experience, cheaper, faster, reliable. Additionally, they asses the team’s capabilities such 
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as team-market fit, team - SII3 fit, sufficient equity to keep the investee motivated, and 

whether they have strong advisory board. 

 

Venture philanthropic organizations have a more open approach when it comes to sharing 

their criteria. VPO1 funds projects that offer a solution that increases the likelihood of 

children to grow up in wellbeing. They check whether sustainability is part of the project, 

if it has the potential of transferring the solution to other locations, and special focus is 

given to the team. VPO2 firstly looks if it is a tangible solution that has a social impact. 

Further, they look at the experience and the skillset of the team to move forward the 

business. Business model criteria are also included in the screening process where they 

focus on the model of profitability, if the targeted markets are underserved, and if the 

solution provided has potential to improve people’s lives and increase their incomes. 

Furthermore, the potential for scalability of the solution to other regions and countries is 

of high importance. VPO3 has also developed similar criteria with first focus on absolute 

poverty since that is their theme of investment. Further criteria which are posted on their 

website are long lasting social impact, the entrepreneurial, long-term, self-supporting 

approach, that the SPO has already established a proven concept; the need for non-

financial support besides the financial and the conformity with the strategic focus areas 

of the VPO3. VPO4, on the other hand, focuses on three main themes, although in the 

case there is an outstanding proposal from different themes they take into consideration. 

They have factsheet criteria that they use on the screening phase, which initially looks at 

the organizational and management quality, the effectiveness of the solution, the potential 

for growth, and the efficiency of an implementation. They also have exclusion criteria, 

which are used to remove these deals that do not fit with the mission of the foundation. 

4.2.3 Due Diligence 

Social Impact Investors 

The due diligence process is an in-depth analysis of the information provided in the 

screening process. In general, the team handling the investment analyzes the information 

and keeps close communication with the potential investee for the supply of further 

information needed. The process of due diligence, among the players we interviewed, is 

divided in two main categories, assessing the impact potential and the financial potential. 

However, all of them have particular activities they perform, distinguishing them from 

each other. 

  

SII1 is an investment advisor and they advise public, institutional and private clients. For 

all types of investment, they have a detailed checklist. As stated during the interview, ”the 

checklist is customized but not by region. Instead it is customized by investment type, and 

the kind of legal structure, as those investment types are very different from each other.” 

Further, when describing the investment process, they mention several stages. The first 

step is to build an investment case and the impact thesis, lists expectations, and lists all 

the risk noticed at the initial stage before having conducted due diligence. These 

informations help them to map out all the due diligence that they intend to do. The 

provided information goes to the investment committee which analyzes it further and 

provides feedback. That feedback helps to add more checkpoints to the due diligence 

checklist. During the stage of due diligence, they aim to fully build the case by 

documenting all the necessary information that add to concept clearance. Additionally, 

depending on the investment there are also specific due diligence items that are put on 

the list depending on the type of investment, as the Managing Director of Operations 
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states, “if we look at the sector specific fund in renewable energy we would have a lot of 

items for the due diligence based on the markets in the respective countries for renewable 

energies. If we do a sector specific fund focusing on Cambodia, we would do a lot more 

research on the political macro case, risks and the depths of the markets in Cambodia. 

“During due diligence process they find the match between the market opportunity, the 

investment strategy and the team. This triangle combination should be looked at an 

individual level, and case by case. Thus, the due diligence in these institutions is a detailed 

checklist which is further customized based on the investment type, sector, and market. 

The financial return evaluation from SII1 is based on models they develop through the 

entire investment case. They use an internal rate of return (IRR) to target the return they 

aim for; thus, the total IRR of the excited portfolio is 15.57%. Taking into consideration 

that they invest in several different countries with high systematic risk, they have 

developed a portfolio-wide internal risk rating system. In the terms of evaluating the 

impact potential they use the number of jobs created through the active portfolio and exit 

investment portfolio. In total, through their portfolio they have created more than half 

million jobs. One of the impacts they aim to reach is also to improve the gender ratio 

among jobs. 

  

The microfinance fund, SII2, is in the market for many years and has established an 

extensive due diligence process. The gathering of information originates from three 

different sources: publicly available information, local expertise, and additional market 

intelligence. They have developed a scorecard, over the 20 years that the fund is investing. 

This framework uses a scoring system, as the interviewee states, “what S&P or Moody’s 

would do, in emerging markets.” This helps the fund to get the necessary information that 

provides insights into financing strength and more. In addition to the framework, they 

have built a social performance, impact reporting and intelligence tool, which integrates 

the key deliverables, the purpose of the loan, how it will be utilized, and how well the 

organization performs in the impact dimensions. Further, the investment team performs 

on site visits to look into certain dimensions of the company. After all the information is 

provided, analyzed and agreed on with the client, financial data, impact data, and the 

performed scorecard-rating, is then combined in a 60-page memo analysis and presented 

to the credit committee of SII2. The fund works and invests in different mandates, which 

all have a dedication portfolio management team. For every fund they create a financial 

model to estimate the return. When asked whether these models are default or customized 

the interviewer said “it depends on the asset class. For regular fund, the model is 

established. For mandates, quite customized model where you take into consideration 

assumptions, labor development, historical patterns, and other data in SII2 financial 

solution to model our expected return.” Further, other factors that help them estimate and 

achieve the return for their investor are the deployment pace, monitoring if it is above or 

below target, and monitoring the asset allocation comparing to the model. Likewise, for 

the impact measurement they have developed an in-house impact assessment tool which 

is used for analyzing each potential investee. These tools have been developed for nine 

years, and it is compounded of nine principles. Principle one looks at the market 

positioning of the investee. Principle two looks at the balance between impact and 

financial returns. Principle three assesses the investee’s contribution to the achievement 

of the impact objectives. Principle four addresses the systematic assessment of its impact 

objectives. Principle five is about the monitoring of the institution’s impact risks and 

performance. Principle six is used to managing the institution’s impact risks and the 

performance. Principle seven manages potential negative effects. Principle eight is about 

the impact assessment after the investment. Principle nine addresses the public disclosure 
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and verification of the impact results and relevant impact and ESG policies. Using these 

principles, they assess the potential to generate impact, if impact is embedded in the 

business model, and the monitoring and managing of the impact. As such, the institution 

would able to report impact among several areas: the amount of people that gained access 

to financial and related services, the number of climate insurance beneficiaries, the 

number of female end clients, the number of rural end clients, the number of students and 

learners reached, the KWh of saved energy, and the tons of avoided CO2, with the 

investment portfolio. 

  

The structure of the third social impact investor is similar to that of venture capitalists. 

Their due diligence process is very extensive which includes several sets of criteria 

arranged in three categories, the fund specific fundamentals, the artificial intelligence, 

and the financial and macro analysis. According to our interviewee, “concept due 

diligence is the core of due diligence process. From the three categories you can start 

wherever you wish, but effectively you want to start with financial part the first and then 

go into firm specific fundamental, a deep dive into the company.” From the financial side 

they focus on, among others, valuation and deep analysis. Afterwards, for the fund 

specific fundamentals they have a list of criteria focusing on the firm characteristics 

(product, technology, revenue model, target market, distribution channels, supply chain, 

marketing strategies, competition). Additionally, on this category the fund looks at the 

impact profile, the management team, the market opportunity, the SWOT-analysis, the 

industry analysis, the human capital and culture within the SPO, and the exit strategies. 

As they invest mostly on the tech driven business, they also perform due diligence specific 

for businesses working with artificial intelligences, where they look for certain elements 

such as strategy, framework, data quality assessment, feedback loops, model quality 

assessment, risks, and regulations. For SII3, the extensive models of financial return 

estimated by venture capitalist are not very realistic in the impact investment field. 

However, they look for a conservative multiple of 2 or IRR of 10-12% on the upper end 

in emerging markets, and in developed market are around 6-8% expected. The fund uses 

the Steward Redqueen tool for managing and measuring the impact. The first step is to 

upload the information in the system regarding their theory of change. In the theory of 

change section, the entrepreneur provides information on the challenges they are 

targeting, the impact goal, the innovation impact, the innovation capabilities, the 

innovation ecosystem, the activities, as well as information about the targets, and the 

measurement of them. Thus, they use the tool for three different parties. The first party is 

the entrepreneur who uploads the data. The fund is the second party, which analyzes the 

data and decides to invest or not. The investor of the fund will also have access and can 

see what impact the portfolio is creating and the financial performance. Further the tool 

is also used for reporting the created impact. 

  

SII4 collaborates closely with banks, as they do the investment through them. Therefore, 

when asked about the due diligence process, they stated, “we distract all the information 

from banks, so we get many company reports, many analyses from banks and brokers. 

We gather all this information in our own system. Based on the information, if we have 

interest to invest in a single company then we do further analysis.” As such, the due 

diligence process is performed by the banks, but in specific cases they analyze the 

provided information further. The financial return evaluation for SII4´s investment 

partners is performed by the banks SII4 is collaborate with. However, in addition to that 

they do scenario testing and back testing the current portfolio, where, according to the 

interviewee, “we can compare the current portfolio, what would happen in the financial 
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crisis in 2008, what would happen with Brexit, what would happen with this portfolio 

during the oil crisis.” Additionally, they use the ESG score. SII4 is working to find the 

best method of measurement and management of the impact, even though they find it 

quite difficult especially due to the fact that they have a mixed, traditional investing and 

impact investing, portfolio. However, they are aiming to be able to measure the impact, 

as stated “that we can say that you reduce your CO2 emission with this portfolio by X 

percent.” 

 

Venture Philanthropic organization 

VPO1 has a different approach to due diligence since they have a pre-investment phase 

program. This is a twelve-month program that they fund with an amount of $50,000. 

During this period, they work with the organization on developing the business plan and 

the approach to the theory of change. During this twelve-month period, they contact 

people in the market where that project is originated, gathering information for the 

project, team and market opportunity of the project. Additionally, when there are difficult 

cases to assess the project’s impact they collaborate with universities or institutes to 

evaluate that specific program or service, or with an external evaluator of the program or 

service in regard to the impact or outcomes of these services. The main indicator over the 

portfolio of this VPO is if they will be able to raise the number of people utilizing these 

programs and services. For an organization to get funding from VPO1, the SPO has to 

have a solution that has this capacity. Even though VPOs mostly focus more on the impact 

assessment, offers VPO1 solely grants, therefore aims for financial return. However, the 

focus is largely on assessing the impact that a project is promising. Therefore, they have 

individual theories of change where they analyze the impact of each funded project. 

VPO1 states, “when we are not sure what exactly is the impact of a specific program or 

service, we work together with universities or institutes to evaluate this specific program 

or service.” Additionally, VPO1 uses the external evaluation of program in order to 

identify the impact or outcomes of these services. 

  

VPO2 originate investment opportunities from the local teams and the investment 

readiness programs. When they come from local teams, the partners are also investing 

and working with other entrepreneurs in that market. In that case the performed due 

diligence is easier since the source of information originates from the one who referred 

the investment opportunity. The other approach, the investment readiness program, is 

looking at participant within the program to find potential candidates for investments. 

This approach supports the due diligence process, since they work for a period closely 

with the potential investee thus, they have more information and time to closely assess 

the fit of them into VPO´s strategy and targets. This being said, once a business goes 

through the investment process screening process and there is some unclarity, the 

investment teams will go back and provide answers to all these questions. After that is 

approved, they perform legal or financial due diligence and send the information to the 

committee where the final decision is then taken. When asked about the financial 

evaluation of the companies they invest, VPO2 stated “our focus is on finding social 

business that we think actually are sustainable, scalable and can grow.” To find these 

social businesses they perform financial analysis on identifying the market share, and the 

market potential. Additionally, VPO2 looks at the ability service ratio, the debt service 

coverage ratio, their current debt ratio, the credit history, the projections for the next 

years, and the units of economics of the SPO. On the impact measurement side, they are 

still on the development stage and training the staff. They have not adopted any specific 

tool, but they use some tools that are internally developed. This are Google-sheets and 
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reporting templates that the investigators use, that allow them to report back on specific 

indicators that they have set up together. 

  

One of the first things to be assessed by VPO3 is whether the business model of the SPO 

fit in what VPO3 has as objective, and whether VPO3 has the knowledge in. They have 

four thematic areas which are used to evaluate a business for due diligence process. These 

areas have to answer questions such as: “Does it create impact for the people living at the 

base of the pyramid? Is the business model of the company going to be sustainable at one 

point? Are the people involved in this business able to work on that business model and 

to make that business model a reality? Are the people flexible to change the strategy, if 

that business model does not work?” Answering to these questions is the first step in due 

diligence, further followed by the assessment of whether the business model is innovative, 

if its credible and plausible, and if the financial plan will function. Furthermore, VPO3 

on the due diligence stage assesses the business model, the impact potential, and the team 

potential. Financial evaluation of the potential investee business is not the primary goals 

of VPO3. They look for an understanding of what direction the SPO goes, but they do not 

use models of evaluation, or prediction. The focus on forecasting when they will reach 

break-even. While on the impact side they have fully developed their impact measurement 

methodology. That is applied during the due diligence and again at the time when the 

investment decision is taken, to set the targets. These targets are set for a five-year time 

frame, and then re-evaluate on an annual basis. “We track the progress of the organization 

and assess it at the end of the collaboration to see if we have achieved out targets. This 

methodology gets audited once a year by a social impact audit company.” This tool 

considers several factors for the calculation of the impact. Among others is the impact of 

the SPO´s activity on the individual analyzed, as well as, the concept of the business 

model in terms of innovation and transferability, the economic viability and the execution 

capability of the organization, and finally the thematic and country risk factor. 

  

The due diligence process for VPO4 starts with the evaluation of the business plan or the 

proposal of the SPO. Following, is the discussion with senior management team members 

of the SPO which are used to take a primary decision if the SPO is a match with the 

company. When there is a positive decision to go forward with the further due diligence, 

they perform onsite visits, and also ask for reference calls for each management team 

member of the SPO. The due diligence process involves assessment of the business, the 

risk and the capabilities of the SPO, followed by an in-depth and scale of impact 

assessment. These assessments are used to identify KPIs and determine milestones. Since 

they invest in early stage SPOs, VPO4 does not use valuation of the company, because as 

stated by them, “we would not necessary do a DCF on an early stage because you might 

as well just make up the numbers, because real accuracy is not there.” However, they use 

a comparable investment for the private equity side, and ratios. In addition to that they 

perform a sensitivity analysis. Further, they also target an IRR of 15% for late stage, but 

for early stage they do not use IRR targeting. On the impact side, they ask the SPO to 

deliver their theory of change, which would include: what solution they are offering, what 

problem they are looking to solve, how are they are going to do that, in other words, the 

business model and also SPO´s financial model. “These categories are generic you can 

apply these for both for-profit and nonprofit models.” Regarding the assessment of 

impact, they use a blend out of best practices of international standards but given the 

infancy of the area they do not use any quantitative method. Further they have their own 

internal KPIs that are linked to the value creation and to the risk minimization of the SPO. 
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4.2.4 Investment Decision 

Social Impact Investor 

SII1 works as an investment advisor, thus the ultimate investment decision is taken by 

the client. However, the investment team proposes investment cases to the board, where 

they review, validate and take the decision. That decision is proposed to the client. SII1 

also works as an investment manager; in which case they are tasked with making the 

investment decision. In that case there is an investment committee that takes the final 

decision, without proposing it to external partner. There is an independent investment 

committee consisting of six independent members. They meet at the very least on a 

monthly basis to review all the cleared concepts and all the final investment papers that 

have been submitted to them.  

  

SII2 has different committees based on the type of investment. If it is a decision 

concerning the microfinance fund, there is the credit committee that takes the final 

decision, proposed by the investment team. For certain transaction, above a certain size 

or a new counterparty, there is higher escalation committee called the global committee 

which takes the decision. On the private equity side, is the investment committee taking 

the final decision. 

  

SII3´s investment committee is compounded of the investment team, partners of the 

investment fund, and external experts from the field. 

  

The investment team of SII4 collaborates with external fund managers, which take the 

final decision for an investment.  

 

Venture Philanthropic Organization 

VPO1´s process of decision making starts with project managers reporting to the director. 

If that is approved, the project managers propose the investment to the supervisory board 

that takes the final decision. 

  

VPO2 has investment committees for each local investment fund. The investment 

committee tend to consist out of three to five people. There is at least one representative 

from the global team, a representative from the local team, an additional one from either 

global or local side, and external experts in the investment committee. The investment 

decision making process has three stages. First stage, IC0 is when the investment team 

introduces the potential investee, to the investment process. Usually the global investment 

team leader decides whether the business can proceed past the initial stage. IC1 is when 

the investment committee reviews the materials on the financial analysis and impact-

based analysis and produces a number of questions that are used for the next stage of the 

analysis and due diligence. The investment teams will go back and provide answers to all 

these questions, and report to the investment committee which takes a formal decision. 

Pending is the legal or financial due diligence. This is the IC2 stage of the decision 

making. The final stage involves anti money laundering checks, looks at the final legal 

and financial due diligence results, and following the investment committee takes the 

final decision. 

  

The first stage of the investment decision in VPO3 starts with scouting tours, followed by 

the project team proposals. Further, the potential investee has to pitch the business model 

in front of the project team. If the majority approves the SPO, it moves to the next stage 



66 

 

of the due diligence. All gathered information and analysis are proposed to the investment 

committee, which takes the final decision. 

  

The process of decision making for VPO4 starts with the local teams doing the initial 

sourcing and screening. The regional heads present the screened proposals to the global 

investment committee. The committee reviews the deal and decides to go further, 

continuing with the due diligence. After the thorough due diligence stage, the results are 

again presented to the global investment committee. This is then presented to the board 

which takes the final decision.  

4.2.5 Post-Investment  

Social Impact Investor 

SII1´s post-investment process is hands on. They aim to have seats in the governance 

bodies of each of investments. This allows them to have the proximity and nurture the 

relationship which is built during the due diligence. They will make sure that they have a 

physical visit at least once or twice per year. Monitoring is also part of the post-

involvement process. They have a report base model monitoring. The investee sends 

financial reports and development impact data reports based on the specification that they 

enforce in the time of investment to the investor. Further, there are monitoring calls and 

visits depending on the case. The frequency of meeting with the management teams and 

the governance body of the investee depends on the business. In some cases, there could 

be monthly board meetings, where they physically meet every three months and the others 

are by phone. Other cases involve catching up with the manager on a monthly basis by 

phone, performing frequent visits and also deep dive visits. These actions are part of the 

basic monitoring process. Additionally, there is a constant interaction via technical 

assistance (TA), which is a form of consulting. In terms of environment, society and 

governance, they perform a compliance review. The value adding program goes beyond 

compliance where a finance team also engages more deeply with the fund managers 

directly or with the management teams. 

  

The post involvement process for the microfinance fund, SII2, involves monitoring of the 

investment, and taking actions in case there is a deviance from the plan. As an agreement 

is signed, the investee has to provide information to the fund. This information include 

data on financial covenants and impact KPI. They have monthly or quarterly reporting 

cycle. Additionally, for selected mandates SII2 performs TA. In the context of private 

equity, SII2 does value creation plans. In these plans they define the steps necessary to 

reach objectives, and the key initiatives that they want to do in that company. 

Additionally, they run the plans together with the board of the SPO, or even together with 

senior level of these SPOs to achieve the objectives of the mandate. “For example, in 

climate insurance, before we buy the company which markets, where can we roll out, 

what are the products, how does it work, the key development.” Thus, on the microfinance 

fund side they monitor and offer TA for the impact measurement through KPIs to make 

sure the investment is creating impact. Similar, on the private equity side they provide 

value creation guidance and assistance. 

  

SII3 tends to be a minority investor in the investments they perform. As such they are not 

the only party involved in the SPO. In the post-investment SII3 offers a platform where 

impact and financial data are uploaded by the investee, to the co-investee and other 

parties. This would facilitate the process of reporting and monitoring for all the involved 
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parties. They also offer assistance in professional excellence in certain areas. Additional 

benefits that the investee will get from this SII, are access to the investors network and 

assistance in operational levels if they need. Considering the business aspects, this 

assistance is provided across three core business areas. The first one is how to grow the 

sales team. The second and third assistance areas, focus on the support  in the 

marketing strategy, and the distribution channels. In the impact area, SII3 provides 

assistance on how to effectively manage and measure the impact. However, this needs 

less assistance because, as the interviewee states “this embed impact within the business 

model is not a problem. Whatever dollar that comes through the door is you creating a 

positive impact, a positive correlation. “ 

  

For the wealth managers, SII4, on the post involvement process they only do monitoring. 

This monitoring is performed using the report received by the bank, and the internal 

system they have created.  

 

Venture Philanthropic Organization 

Standard financial monitoring is one procedure that VPO1 performs on the post-

involvement process. This is a quarterly reporting of agreed characteristics. Additionally, 

monthly reporting via phone with the SPO is part of the process. There they report what 

they did, what the challenges were, and what are they planning for the next 3-4 weeks. 

  

VPO2 monitors closely how the business grows, provides hands-on TA. Additionally, 

they leverage their network for the benefit of the investee, as said by the interviewee “we 

think of portfolio quite actively, thus we are looking out for different opportunities for 

them. That often means that we are looking to connect them to follow on financing from 

our partners so generally we remain quite involved especially for the companies that are 

quite early-stage and need a lot more of that grow support.” Furthermore, they disburse 

the loan in forms of tranches which is also used for the purpose of monitoring the 

progress. This is a performance driver for the investee, since they need to reach the targets 

to unlock the additional funding or the next tranche.  

  

The post investment process for VPO3 involves the participation in regular board 

meetings of the SPOs. These meetings take place four to six times per year, mostly 

electronically or remote by telephone, and only a few times physically. Through the role 

in the board they help the investee in terms of developing and further refining the strategy. 

An interesting insight from this interview was that the procedures of post involvement 

are not always structured because it depends on the many other factors. As state by the 

interviewee VPO3 “. . . have very often quality issues for example you have 

macroeconomic issues. In the end of 2016, there was a huge demonetization in India, and 

that obviously had a huge impact on that one investment we had in there. They had a 

revenue decrease of 80% percent. Then is the question what do you do, do you just lay of 

all of your staff because: first the cost remained the same but your revenue was just a 

fraction of what it was before, second the organization was not break even yet, which 

result in the loss accumulation even faster, leading to liquidity problems?” Thus, helping 

the organization overcome problems they are facing is the form of the involvement that 

VPO3 performs. 

  

VPO4 engages in long term relationships with the supported SPOs; thus, offering also 

non-financial support. This support is provided by fellows which are people with relevant 

business experience. The support is provided on the business side, but also on the impact 
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side. Further they also have a structured reporting, where there is monthly report, 

quarterly reported KPIs, and an annual report. Additionally, every six months they 

perform detailed portfolio reviews and each investment manager keeps close contact with 

the SPO.  

4.2.6 Exit 

Social Impact Investors 

Exiting an impact investment from the SII1´s perspective is complex, since the 

environment for exit in emerging markets is difficult to anticipate. One approach they use 

is finding structures that are self-liquidating in their direct investment. The form of 

investment is contractually agreed and is analyzed during the due diligence phase. An 

example of exiting from the fund was provided by the interview, where he states, “if you 

have a fund with 12 companies each company would typically solve individually, except 

in a few specific circumstances when they are in the same sector.” Key exit routes are 

strategic sales, trade sales, local IPO’s and buybacks by the promoters.  

  

Being a micro fund that has loans as their investment instrument, makes the exit less 

difficult for SII2. The exit happens when the loan is repaid. Concerning the private equity 

side, it is more difficult because it depends on certain cycles and performances. “The good 

thing if you invest in emerging markets is that you can actually see how market develops. 

Specific for the climate product we have at the moment you see a lot of demand, the 

growth rate of insurance is double digit in the emerging markets, and there are many 

established companies that wants to enter the emerging market. Also, you have local 

players where interested to consolidate.” said SII2. In that perspective, environment for 

exit is promising for the company, but nevertheless they have to time it right. 

Additionally, it is very important to choose an investor that has similar values regarding 

the impact. As the interviewee states “we do not want to build up the company and all the 

effort to go to waste if the next buyer eliminates for certain reasons.” Thus, they want to 

make sure that not only from a financial perspective but also for the impact perspective 

the exit is favorable, which is another dimension of impact investing. In this sense finding 

a buyer is less challenging. The main challenge is the impact and currency. 

  

The impact investment fund, SII3, greatly invests financially and non-financially in their 

investees to embed the impact in the invested SPO´s business model. Therefore, when 

SII3 exits, they aim for a responsible exit. As stated by the interviewee “We want to make 

sure that we are selling to a strategic buyer that wants to continue the impact mission but 

that cannot be guaranteed.” 

  

For the wealth managers, SII4, which have both classical and impact investment in their 

portfolio, exit usually happens when there is a high risk, or low performance. When 

exiting from a bond or equity investment, they would preferably sell for profit. However, 

if there are problems with the company or there is a change in management that they are 

not confident with, they will primarily aim to get the investment back.  

  

Venture Philanthropic Organizations 

Due to the fact that they use only grants as their investment instrument, VPO1, does not 

have an exit strategy. However, they would help their investee to find additional funding 

by providing the opportunity to get in contact with other partners.  
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VPO2 has loans as the chosen investment instrument therefore the repayment of the loan 

is marking the exit. However, VPO2 tries also to connect the SPO with other players for 

necessary financing after the exit. 

 

For VPO3, the process differs since they also offer equity investment. For grant or debt 

investment it is the same process, the exit is the repayment date. However, for the equity 

investment, the signal to exit is when they cannot play an active role in the company 

anymore. In that case they look for opportunity where they can exit to a buyer who shares 

similar value for the impact.  

 

VPO 4 offers three types of financing: grants, loans and equity. As such for grant and 

loans the exit date is when the grant support ends by contract, or when there is the 

repayment date for loans reached. In addition to that, equity offers several options of exit, 

such as, a management buyout, the selling to a social strategic buyer, and the selling to a 

social investor. Options of exits are clarified in the pre-investment phase via the terms of 

the agreement.  
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5. Analysis and Discussion 

In the fifth chapter of the thesis, the findings of the previous chapter are analyzed and 

discussed regarding the research question and the literature review. Thereby a similar 

structure is maintained to allow a better understanding of this chapter. At first, the 

general differences between two groups of investors in our sample are presented, 

followed by the investment stages of deal sourcing and screening are analyzed, followed 

by the due diligence. This is completed by the process from the investment decision to the 

post-exit follow up. As the last point a framework is presented, which is a summary of the 

main differences between the VPO and SII and can, therefore, be seen as the answer to 

our research question.  

5.1 General differences between VPOs and SIIs 

The individual interviewees of this study played different roles within the organizations 

or institutions they were part of. The majority of them were part of the senior level 

management, partner, or founder. The interviews lasted between 30 - 60 minutes. These 

interviewees were performed via different online meeting platforms. They were very open 

with explanations and willing to help. The first step of the interview was an introduction 

to the topic, study, and methodology of study by us. They also had a written summary of 

these information on the email we sent when we approached them. This being said, all of 

our interviewees believed our chosen topic and initiative to add value in the research field 

for this topic. Moreover, they were very passionate about the subject and explained 

everything in detail; only a few times we had to follow up with additional questions. They 

were very interested in sharing all the necessary information that they thought would be 

valuable for our study. Additionally, in the end, we would ask if they would like to add 

something that was not mentioned during the interview, and they believe it is essential. 

Most of them provided some additional information or emphasized specific details which 

have already been mentioned. In the end, all of our interviewees were very interested to 

know about the results of the study. Thus, they asked to send the thesis to them, once we 

were done. Taking into consideration these factors, one can notice that the people who 

are involved in the sustainable investment field, care deeply about the problems that they 

are trying to solve with their investments. 

  

One of the findings is a general difference between SIIs and VPOs. The first difference 

between these two different categories of players is their legal structure. From our 

interview sample, the legal structure makes the first difference between these two 

categories. SII firms are typically a fund or an advisory firm, while VPOs are either a 

foundation or a charity. Further analysis of this phenomenon leads to the causality of this 

difference to be taxability. Funds and advisory firms are for-profit organizations; 

therefore, they are taxable in the countries they operate. However, foundations or charity 

organizations like in the majority of the countries, also in the case of our interviewees, 

are non-profit organizations; thus, they are non-taxable. 

  

The second broad difference between these two groups of organizations is their AUM. 

SII companies tend to have a larger number of assets under management. From our 

sample, the range of AUM for these firms is from $40 million up to $1.9 billion. The 

number of assets under management is for VPOs lower and range from 3 million to 4.5 

million. The difference comes as a result of the long- term relationship factor. SII 
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companies offer forms of non-financial support as coaching or advisory, mostly on an ad-

hoc basis when need by their investee. VPOs aim to get a seat on the board; thus, they are 

on constant basis active on the growth, development, and monitoring of their investee 

companies. This commitment of VPOs takes more time and effort from them; thus, they 

tend to focus on fewer investments but higher an involvement in the existing portfolio. 

Another reason behind this difference is that VPOs tend to have a greater focus on 

delivering impact via their investment, rather than profit. This is also related to their legal 

structure since VPOs are a not-for-profit organization, and they have no promised returns 

to investors. These differences can group VPOs into impact first players, while SIIs even 

though have an impact as their primary goal. They also must deliver financial returns to 

their investors, which would categorize them as finance first among the impact investing 

field. In addition to the general differences between the players, the approaches used in 

their investment process resulted in some differences, which we are elaborate further in 

this chapter. 

 

5.2 Investment process stages 

5.2.1 Sourcing 
During our literature review, we have identified that deals can be originated from many 

sources. Depending on how one approaches these channels, there are two main sourcing 

approaches identified, passive and active (Allman & De Nogales, 2015, p. 12-25; Gordon, 

2014; Jaquier, 2016, p. 204-205; Scarlata et al., 2012). Derived as a result of the practices 

performed by our interviewee, we build upon the approaches identified in the literature 

review. Further evidence from interviews resulted that the active approach can be divided 

into the proactive and active approach. Therefore, we have grouped approaches in three 

categories in proactive, active and passive sourcing. A summary of approaches used in 

the sourcing stage grouped in three main categories, proactive approach, active approach, 

and passive approach, is presented on table 4.  

 

The proactive approach is the new approach identified through the interviews. We did not 

encounter this approach or practices within it to be mentioned in the literature review. 

This approach includes practices where the VPO or SII is creating conditions to find and 

invest in an SPO. In other words, using this approach, the investor builds the pre-sourcing 

infrastructure. This includes sourcing in the field via site visits, aiming to gather 

information on the area, and create contacts and network with players in the field which 

potentially refer the best potential deals. For this practice, we are adopting the terms used 

by VPO3, scouting tours, and for the later usage would be coded as PA1. The other 

method that fits into this category is the term used by VPO2, investment readiness 

programs, which are accelerator like programs. In these programs, several potential 

candidates develop their idea into a business plan working closely with the organization 

to be further considered if they are worth investing or not. This term is coded as PA2. The 

third practices that we have categorized as a proactive approach is the creating of a local 

team which is constantly looking for potential investees. They collaborate with several 

local market players in the field which have knowledge and experience in the field. As 

such, the local teams can get referrals from these players. The term for this practice is 

referrals from the local teams, and we have coded it as PA3.  

 

Active approaches are those when the investor has created preconditions and is actively 

originating ideas where to invest. This being said one of the most used approaches in this 

category is desktop research, coded as A1. This is also supported by the literature review, 
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where deal platforms are the source of organization this case (Jaquier, 2016, p. 204-205). 

The other approach is asking for referrals from the networks that were established for this 

purpose. The network includes partners, consultants, advisors, fund managers, and 

investment portfolio. The term we are using for this approach is a request for referrals 

from the network and coded as A2. Similarly, this practice was identified through the 

literature review as well (Gordon, 2014, p. 92).  

 

Passive approaches are those approaches where the investor is not looking to find an 

investee, but they receive a request for financing. The main approach of passive sourcing 

is when a potential investee approaches the investor via their websites, social media, when 

in conferences or other events, and other channels. This is termed as direct approaching 

and coded as P1. During the literature review, direct approaching via website, calls, 

seminars, conferences, and other events was identified as the form of passive sourcing 

(Scarlata et al., 2012). However, during our interview results suggest another practice 

falling within passive sourcing. This is when the investor receives referrals from their 

networks. As mentioned above on the active approaches paragraph, the network includes 

partners, other investors, consultants, advisors, fund managers, and investment portfolio. 

This approach is receiving referrals from the networks and coded as P2. Table 6 illustrates 

the different approaches used by the interviewees.  

 

Table 6. The Sourcing Approaches of the Investees. 

 
Y - The approach is used; N - not mentioned that they use it;  
 

One common source, and most preferred of deal origination has shown to be referrals. 

Referrals come from the local teams and the network, which includes partners, other 

investors, and consultants. Since local teams are created by the investors to originate 

deals, they are part of the proactive approaches. Referrals from the network are part of 

the active approach if the investors ask from their network to refer a potential investee, 

while if they receive unsolicited referral that is part of the passive approach. One 

difference between the two groups of the investors in this phase is the practice of the 

investment readiness program, which is only performed by venture philanthropist. This 

       PROACTIVE     ACTIVE      PASSIVE 

Organiza-

tion 

PA1 

scouting 

tours 

PA2 

investment 

readiness 

programs. 

PA3 

referrals from 

the local 

teams 

A1 

desktop 

research 

A2 

request for 

referrals from 

the network 

P1 

direct 

approaching 

P2 

receiving  

referrals  

from the  

networks 

SII1 Y N N N Y Y N 

SII2 Y N Y N N Y N 

SII3 N N N Y Y Y N 

SII4 N N N Y N N Y 

VPO 1 N Y N N Y Y N 

VPO 2 N Y Y N N Y N 

VPO 3 Y N N Y Y N Y 

VPO 4 N N Y N N N Y 
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approach means that the investee gets pre-funding support to be developed. This support 

can be financial in the form of a grant or participating in a development program. Thus, 

the investor could pay close attention to the investee before getting involved in a long-

term relationship. From the literature review, this was not identified as a practice 

performed by VPOs, however, we believe that this is a result of the focus of venture 

philanthropist on building strong and trust-based relationships which is characteristic of 

VPOs (Frumkin, 2003, p. 11). There is no other noticeable difference regarding the other 

approaches used by the investors in our sample. A summary of the main findings and 

differences is presented on Figure 6 below: 

 

 
Figure 6. Deal sourcing differences between VPOs and SIIs 

5.2.2 Screening 

We have divided the screening criteria in two different groups, the basic criteria, and the 

assessment criteria. During the literature review, in chapter 2, we identified three sets of 

criteria used for the screening phase: the alignment of the investor and investee, the 

leadership and management of SPO, and the impact potential. However, during our 

research by interviewing market players, these are considered the goals that they aim to 

achieve by screening criteria. Taking this into consideration, the set of criteria is built 

upon these goals, but the extent and type of information gathered can be used to categorize 

them into the two criteria sets, the basic criteria and the assessment criteria. In this sense, 

we found that in both sets of criteria, the goal is to identify the match between the investor 

and investee, leadership and management of the team and the impact potential. The match 

identification is the first step, which is the major part of the basic criteria set, 

complemented by the suitability of the SPO team with the investor, and their impact 

potential. In addition to that, assessment criteria are an extended version of the basic 

criteria set where the investor asks for more information to perform a more in-depth 

analysis of the investee.  

 

Basic Criteria 

Basic criteria are these necessary criteria that investor looks for, which also are known as 

knock-out criteria. In other words, these criteria are used to identify if there is a potential 

for a match between investor and investee. Basic criteria are used in the initial screening 

phase. Depending on the form of the sourcing, these criteria may be neglected. For 
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example, using the proactive approaches of sourcing such as scouting tours, investment 

readiness programs, or having a local team in the targeted market the investor already 

pre-screens the potential deals that align with their mission, vision and objectives. This 

being said, basic criteria are themes, investment ticket size, stage of development of the 

investee, geographical focus, and investee type. 

 

The first criterion in this set is the theme of investment. Some investors have chosen to 

express the themes they focus on through the SDGs, and some not. To make it more 

comprehensive and standardized, we have converted all the themes the investors focus on 

into the SDGs. As such, we have been able to analyze and compare the information 

regarding the focus of the two categories of investor. In terms of the number of themes 

focused, there is a slight difference between the two groups, were SIIs tend to be more 

diverse and looking for investment in a greater variety of themes. VPOs, focus mainly on 

only one theme, and maximum four themes. This is not a difference from the literature 

review. Nonetheless, the literature suggests that venture philanthropist involves on multi-

year support where they inject their skills into the venture (European Venture 

Philanthropy Association, 2018, p. 15; Scarlata et al., 2012, p. 287). This being said, one 

can relate that for them to offer this support they have to have experts in their team for all 

the themes, and thus they focus on fewer themes to be able to provide valuable expertise 

in each of their investments.  

 

The second criterion is the investment ticket size. This criterion resulted in a difference 

between the two groups of investors too. SIIs engage in larger investment ticket size, 

where the average ranges from $500 thousand up to $10 million. This range does not 

mean that each of investors has this range of investment ticket size; it is instead the range 

for all investment sizes from the same group of interviewees. The same principle of 

ranging applies for the other category VPOs. Their investment ticket size is slightly lower 

than the one of the SIIs, where the range is from $50 thousand up to $2 million. This is 

one of the characteristics identified from John (2006, p. 12) for VPOs, with a slightly 

different the range $250 thousand to $5 million. However, he had more VPOs in his 

sample, and his study was performed in 2006, which might responsible for the difference 

in range. The third criterion we identified as part of basic criteria is the stage of 

development of the investee. In this range, we have also noticed a difference of focus 

within our sample. All of the VPOs that we have in this sample focus on the early stage 

of development. On the other hand, the range of focus on the stage of development for 

SIIs is from early stage to the late venture stage. The differences between these two 

criterions complement each other, since for early stage of development even in traditional 

investment the investment size is smaller, than for the growth stage of development. Also, 

according to Grossman et al. (2013, p. 9), this has to do with risk-averseness of impact 

investors, since they must generate financial returns, they seek for investments on the 

social enterprises with a proven track record. According to John (2006, p.12), “venture 

philanthropists generally want to direct their resources to young, small-to-medium sized 

organizations with growth potential, at an inflection point such as scale-up, merger or 

turnaround.” This is one of the characteristics of VPOs identified during the literature 

review.  

 

The fourth criterion is the geographical focus. In this criterion, we did not find any 

specific difference between the two groups of investors. From our sample, investors in 

both groups invest in developing and developed countries. Here again, this means that 

some within the group would invest in both types, some in only one type. However, the 
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majority of investors focus on developing countries, and especially those with emerging 

economies. According to Bammi & Verma (2014, p. 136), the reason for this is that the 

gap is wider for expected and actual investment in the social sector. Their study was with 

a focus in India, but this was also supported by some of the interviewees that claimed that 

there is more to offer in these countries; therefore, we believe that this reasoning can be 

generalized.  

 

Assessment Criteria 

The second set of criteria identified during our study is the assessment criteria. We labeled 

this set as assessment criteria since this includes information that would later be used for 

analysis, evaluations, and assessments. We have identified that these criteria for SIIs are 

customized based on client input, the strategy of the organization, and the country they 

invest. The criteria, however, tend to gather information on the business model, the impact 

potential and the team. This is a common criterion for both SIIs and VPOs. However, 

during our interviews, the VPOs emphasized to the scalability potential more often. This 

group of investors aims to fund these projects/business ideas that have the potential to be 

scaled up, and also used in different locations and regions. This is supported by 

researchers on the field where they identify the scale of impact as a criterion for 

investment (Grossman et al., 2013, p. 3; Frumkin, 2003, p. 15). The similarities and 

differences identified are presented in Figure 7 below.  

 

 
Figure 7. Deal screening differences between VPOs and SIIs 

5.2.3 Due Diligence 

The phase of due diligence is an investigation into the investees potential to provide the 

product or services they claim to provide. As such, the investor gathers information from 

several sources to ensure about the value of the investment. One common goal in the due 

diligence phase of the investors from our sample is the concept clearance. As stated by 

Allman & De Nogales (2015, p. 129), “the goal of an investor completing a due diligence 

is to thoroughly vet the company so that the investor is comfortable finalizing the 

investment.” The concept clearance has critical importance on this phase (Achleitner et 

al., 2011, p.14). Out of the literature review arises that the due diligence for the two groups 

of investor focus on in-depth analysis for the financial sustainability, impact potential and 

organizational resilience (Allman & De Nogales, 2015, p. 119-129; European Venture 
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Philanthropy Association, 2018, p. 58-63; Frumkin, 2003, p. 15; Grossman et al. 2013 p. 

3; Jaquier, 2016). This analysis has shown to be part of the concept clearance process 

identified during interviews. 

 

Social impact investors, on one side, analyze the gathered information to identify the 

match between the investor’s strategy, market opportunity, and the team. As such, the 

majority of the interviewed SIIs have a detailed checklist for the due diligence stage, 

which is further customized depending on the investor´s focus. Customization can be 

investment specific, country-specific, and theme specific. They use different approaches 

to evaluate the results of the analysis, where scoring is one of them. Using this approach, 

they aim to assess the financial return, impact returns, and team potential to deliver these 

returns. 

 

Venture philanthropists, on the other side, have a similar approach to due diligence phase, 

but one difference has been identified. A different action identified from the sampling 

approach to due diligence is that they have pre-investment involvement with the team. 

They provide grants or non-financial support for a period before the investment to develop 

the investee up to the level they are confident to invest in them. This allows them to 

analyze in depth the potential investee for an extended period of time. Taking this 

information into consideration, one can say that the characteristic of venture 

philanthropist, identified during the literature review, to build last longing relationship 

with the investee is shown here, and that is also the cause of this difference between these 

two groups of investors (Grossman et al., 2013, p.2). Further, there is another reasoning 

for this difference. One can connect the difference in investment ticket size between two 

main categories of investor. As it was found that venture philanthropist focus in fewer 

amounts of investments, but they pay special attention to selecting the investment that 

has the highest potential for impact creation (John, 2006, p.12).  

 

From the selected samples, social impact investor pays particular focus to use the 

information to estimate financial returns. Two of the investors in this group have 

disclosed using IRR as a target return, while others mention creating a customized 

financial model for evaluating the financial returns. The focus of VPOs within the 

financial evaluation is more on understanding where the potential investee stands in the 

market, their potential to be self-sustainable, and their business model in general. 

However, none of them mentioned estimating the returns for the investment. In this 

investment stage, the difference between these two groups is their financial evaluation 

approaches, where SIIs aim to estimate returns, while VPOs do not focus on estimating 

the returns. Since we have not found a research during literature review addressing this 

difference, we have linked this to two main factors. One is that SIIs are intermediaries of 

the financial backers who expect returns for their investments. Thus, they have to provide 

an estimation of what would the return be from an investment. Second, SIIs tend to focus 

more on the later stages of development of the ventures; therefore, they would have more 

information to estimate the returns. This was also the explanation received from one of 

VPOs when we asked why they do not estimate return. They claimed that it is not effective 

since the companies they invest in are in the early stage, and therefore, the numbers are 

not a credible representation of the company. 

 

On the impact side, there is no homogeneity identified within the groups of investors. 

Both groups of investors pay special attention to having the best tool to measure and 

manage the impact. However, due to the lack of standards as well as unanimity on the 
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approach of measuring the impact, we have found different approaches used by investors 

in our sample for that purpose. No difference between the groups of the investors has 

been identified, however, throughout our sample one can identify that there is a tendency 

to improve the tools to measure impact, adopt new tools, and collaborate with partners to 

develop better tools. One of the social impact investors outstands the group in this 

category since they have developed a sophisticated tool for measuring, monitoring, and 

managing the impact. Others have adopted or created some forms of measuring the impact 

but are still not satisfied with them, thus are still developing. VPOs, differentiate between 

themselves since some of them have developed advanced impact measurement tools. 

Further, others are still developing, and when especially needed, they would ask for help 

from external sources. During the literature review, we identified that for the impact 

evaluation, VPOs use the theory of change to understand the impact (European Venture 

Philanthropy Association, 2018, p. 58-59; Frumkin, 2003, p. 15; Grossman et al., 2013, 

p. 3; Jackson, 2013, p. 100; Patton, et al., 2015, p. 11), while SIIs use the impact value 

chain (Allman & De Nogales, 2015, p. 25; Jaquier, 2016, p. 205). However, this 

difference is not supported by our findings since most of them use some theory of change. 

In the Figure 8 below, we have updated the due diligence process found in our findings 

and made a comparison between the two groups of investors. 

 

 

 
Figure 8. Due diligence differences between VPOs and SIIs 

5.2.4 Investment Decision 

After the due diligence, the decision for investment takes place. To find similarities and 

differences between the two categories of investors in the final decision makers we have 

looked at the decision-making process, and the decision-making team. As such, we have 

not found any noticeable difference between the two groups, even though there are 

differences between the players within the group. All the investors in our sample have 

some sort of committee which takes the final decision about the investment, except the 

investment advisors for which the client makes the final decision. These teams, in both 

categories, mostly are compounded of the internal investment team, project leader, board 

members, partners, and external consultants. Similarly, the decision-making process 

follows a pattern where there is a team that handles the potential investee information, a 

team leader that approves or disapproves to pass it to the next stage, and a committee that 

takes the final decision. In some cases, there is a higher-grade committee that decides for 

specific cases of investment. The literature review supports the composition of the team 
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and the process. Further, there was no difference identified either in the literature review 

between two groups of investors (Jaquier, 2016, p. 218). 

 

The decision is taken based on the results of the previous phases, lattes due diligence. As 

mentioned in due diligence, the investors are interested in identifying the concept of the 

SPOs properly. Further, they perform a financial evaluation, an impact potential analysis, 

and an organizational resilience. Depending on the results of the analysis, the decision is 

taken by the decision-making body. The literature review also supports this (European 

Venture Philanthropy Association, 2018, p. 59; Gordon 2014, p. 97; Jaquier, 2016, p. 

218-222). A difference that was identified during the literature review between the two 

groups of investors is, that SIIs take the legal structure of the SPO for the investment 

decision into account, while we did not find any evidence that VPOs do so. However, 

these findings were not supported by our collected data. Figure 9 provides an overview 

of the differences between the VPOs and SII in the investment decision stage. 

 

 
Figure 9. Investment decision differences between VPOs and SIIs 

5.2.5 Post-Investment  

As identified during the literature review, the post-investment stage is compounded of 

non-financial support and monitoring (Allman & De Nogales, 2015, p. 210-213; Bammi 

and Verma, 2014, p. 136; John, 2007 p. 16; Jaquier, 2016, p. 222; European Venture 

Philanthropy Association, 2018, p. 71). The non-financial support comes in forms of 

having a seat in the board, offering TA and leveraging the network. From the selected 

sample, VPOs tend to provide all these services, while SIIs at least one of them. However, 

this finding is not fully supported by the literature review. According to the European 

Venture Philanthropy Association report (2012, p. 77), VPOs tend to ask for a seat in the 

board when they invest in an SPO, but there was no evidence found that SIIs have the 

same tendency. Additionally, no literature was found, which indicates that SIIs offer any 

kind of non-financial support. Nevertheless, the reason for the difference can be explained 

through the characteristics of VPOs. They aim to play an active role on the SPOs day to 

day operations and build trust relationships, assisting the SPOs to grow (European 

Venture Philanthropy Association, 2018, p. 15; Frumkin, 2003, p. 11). Additionally, 

taking the finding that VPOs focus on early stage into consideration means that the SPOs 

that VPOs invest in, need more financial support than the ones SIIs invest in (John, 2006, 

p.12).  
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During our study, we identified that the financial instrument used for investment, 

indicates to the non-financial support form they provide. If the investors offer private 

equity, the investor most likely will ask for a seat on the board, and then provide 

additional assistance on the business development or impact side. When they offer debt 

financing, the ad-hoc TA is provided. These factors were not identified during the 

literature review. All of the investors in our sample, leverage their network for their 

investee. That could be for further financing, for assistance in a specific topic, or 

collaboration opportunities.  

 

The other part of post-involvement is also monitoring. This process resulted in being very 

similar among the investors in our sample. The monitoring process involves reporting on 

a monthly or quarterly basis to the investor on the financial and impact KPIs, which were 

set in the investment agreement. Literature provides more insights into the impact KPIs 

(Jaquier, 2016, p. 222) and financial metrics of reporting used by SIIs (Allman & De 

Nogales, 2015, p. 210-213). Additionally, meeting and calls are one form of monitoring 

performed by both SIIs and VPOs. The frequency of the meeting and calls did not show 

any difference between these two groups. In general, there is monthly reporting and 

follow-up phone calls, and quarterly formal reporting followed up by a physical meeting 

of the investor and investee. One of the SIIs performs physical visits once or twice a year, 

which is one exception from the sample. Literature review supports this, where both the 

VPOs and SIIs share a similar pattern on the frequency of reporting as the ones from our 

sample (European Venture Philanthropy Association, 2018, p. 71; European Venture 

Philanthropy Association, 2012, p. 77; Jaquier, 2016, p. 222; Allman & De Nogales, 

2015, p. 210-213). Figure 10 provides an overview of the differences between the VPOs 

and SII in the post-investment stage. 

 

 
Figure 10. Post-investment differences between VPOs and SIIs 

5.2.6 Exit 

Figure 11 illustrates the differences between the two types of investors in the exit stage. 

Exit decision differences from our study are shown mostly due to the investment 

instrument. Thus, when the instrument is grant or loan the exit date and the route defined 

pre-investment. Grants are often provided on a one-time basis, while loans can be 

supplied by tranches, but the exit date and route are based on the repayment schedule. 

Thus, once they pay back the principal and the interest, is the exit complete. For private 

equity, there are several reasons to exit. From the SII´s perspective, that reason can be 
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due to a strategic approach, trade purposes, IPOs, buyback from investee, high risk, and 

low performance. Our findings are supported by the literature review (European Venture 

Philanthropy Association, 2016, p. 98; Jaquier, 2016, p.224; Jaquier, 2016, p.224). Our 

findings for the exit stage of VPOs is supported by the literature review. A strong reason 

to exit for VPOs is when they can no longer play an active role and assist the investee to 

develop the SPO (Hero, 2001, p.52). The reason behind is the tolerance to risk. SIIs are 

more risk-averse since they need to provide promised returns to their investor. VPOs, on 

the other hand, are more tolerant to risk since their first purpose is to deliver impact, and 

they have no obligations to deliver a return. Furthermore, do VPOs encounter more risks 

in their investment since they focus more on the impact than on financial performance, 

while it is vice versa for SIIs (Grossman et al., 2013, p. 9;). In general, the common goals 

of all these investors when it comes to exist is to perform a responsible exit, thus aiming 

to allow the SPO to keep creating an impact. 

 

 
Figure 11. Exit differences between VPOs and SIIs 

5.2.7 Framework 

In the section above, we have analyzed and discussed why there are differences. As a 

result of that, we have developed the final framework. In this framework, we have 

presented the approaches used by the two groups of investors in their investment stages. 

Further, we have built upon the preliminary framework constructed from the literature 

review. Findings that were identified in the preliminary framework but were not 

supported by our data collection are not part of the final framework (Figure 12). 

  

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 12. Final Framework: The Differences of VPO and SII in the Investment Process 
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Summary of main differences between the investment stages approaches used by 

VPOs and SIIs 

 

This part is a summary of differences in the investment process stages between two types 

of investors identified during our interviewees. The aim of this summary is to use these 

differences to compare with the literature review differences which are identified in the 

next section.  

 

Stage 1: Deal Sourcing 

Difference 1: In this stage, there was one difference identified. From our sample, none of 

the SIIs use investment readiness programs, which is part of the proactive approach, while 

half of the interviewed VPOs do.  

 

Stage 2: Deal Screening  

Difference 1: The first difference identified from our sample is within the basic criteria 

set; the theme focus that groups of investors have. There is a great variety of themes 

between the investors; therefore, we cannot distinguish between the groups of investors. 

However, the difference comes from the number of themes they focus on. It is shown that 

that SIIs focus is in more themes, then VPOs.  

Difference 2: Part of the basic criteria is also investment ticket size. The difference 

between the size of investment between SIIs and VPOs is one of the most noticeable 

differences within the study. VPOs tend to focus on smaller investment size of range $50 

thousand to $2 million, while the SII´s range of the investment size is from $500 thousand 

to $10 million.  

Difference 3: The targeted stage of the development has shown to be the difference 

between two groups of investors as well. VPOs from our sample focus on the early-stage 

venture, while SIIs in the different stage but mostly in the growth stage. 

Difference 4: The other difference was derived also from the basic criteria set. The 

difference is that SIIs invest only in the for-profit SPO, while VPOs in both for profit and 

not for profit SPOs.  

Difference 5: Within the deal screening stage the assessment criteria was also identified 

as a difference. The SIIs assessment criteria are customized based on the client´s input, 

besides being customized based on the strategy of the investor, and the country. 

 

Stage 3: Due Diligence:  

Difference 1: An activity that helps the due diligence process of VPOs is involvement in 

the pre-investment phase with the SPO, which SIIs neglect. 

Difference 2: For financial sustainability, the analysis has identified that SIIs estimate 

expected returns and have created customized financial models, while VPOs focus only 

on the potential of SPO in the market and potential to be self-sustainable. 

 

Stage 4: Investment decision  

Difference 1: Some of the SIIs have another level of decision committee that decide for 

a specific case of investment, while this was not identified for VPOs in our sample.  

 

Stage 5: Post-investment  

Difference 1: VPOs that invest through loans, use tranche disbursement as a monitoring 

practice. From the SIIs side, even though there were cases that use loans as investment 
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instrument they did not mention to disburse with tranches; thus, they did not mention a 

form of monitoring either.  

 

Stage 6: Exit 

Difference 1: VPOs exit an investment when they cannot play an active role within the 

SPO anymore. 

Difference 2: SIIs exit in the case when there is low performance or high risk of default, 

among others. 

Difference 3: SIIs use IPOs as an exit option which was not identified by VPOs. 

 

Difference between the final framework with the preliminary framework  

This section compares preliminary framework findings from literature with the findings 

from interviews.  

 

Stage 1: Deal Sourcing 

Difference 1: During literature review, we identified two main approaches to deal 

sourcing, the passive, and the active approach. However, during our data collection, we 

identified that there exists another approach, the proactive approach, which according to 

the literature belongs to the active approach. 

 

Stage 2: Deal Screening  

Difference 1: Findings from our sample suggest that both VPOs and SIIs have two main 

categories of criteria, Basic criteria, and assessment criteria. In the literature review, we 

identified the goals of the screening criteria but no differentiation between the sets of 

criteria. 

 

Stage 3: Due Diligence 

Difference 1: The literature has identified a difference between VPOs and SIIs impact 

analysis. In literature, VPOs analyzes the SPO basing on the theory of change, while in 

SIIs the impact value chain is used. Our findings did not support this difference.  

 

Stage 4: Investment decision 

Difference 1: From our data collection, we have identified the investment decision-

making process and the one who takes the decision. This was not identified during the 

literature review.  

Difference 2: One difference that was identified during our literature review between the 

two groups of investors is, that SIIs take the legal structure of the SPO for the investment 

decision into account, while we did not find any evidence that VPOs consider this. 

However, these findings were not supported by our collected data. 

Difference 3: In the final framework, we have reformulated the investment decision 

criteria into three main categories: impact potential, financial sustainability, and 

organization resilience. This includes the concept of the SPO, financial return, impact 

return, management, and financial instrument. The literature did not group these criteria. 

 

Stage 5: Post-investment 

Difference 1: In the literature review, we did not find evidence that SIIs seek board seats 

in an investment. This was disproved by our data collection, as some of the SIIs prefer to 

take board seats in the SPO.  
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Difference 2: From our sample, it has been shown that when a VPO uses loans as an 

investment, they use tranche disbursement as a monitoring form too. This was not 

identified in the literature review.  

 

Stage 6: Exit  

Difference 1: In the literature review we identified that VPOs use non-profit IPOs as one 

exit route. However, these findings were not identified in our data collection.   
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6. Conclusion 
The sixth and concluding chapter of the thesis serves to present the conclusions of the 

study. General conclusions will be made by reflecting on our research purpose and the 

knowledge, social and practical contributions of this thesis. Additionally, will limitations 

and suggestions of future research be presented.  

6.1 General Conclusion  

We, as the researcher wanted to contribute with this study to the overall research 

landscape concerning social impact investors and venture philanthropy organizations. We 

aimed to examine the differences between the approaches used by VPOs and SIIs in the 

investment process stages in the DACH region. Although we sought to present the 

practices more into detail, we believe that we also provide a better understanding of the 

two types of investors. Likewise, the respective methods were explained as well as a 

section of the forms of players which perform within the market. Interviewing eight 

different organizations on their impact investment stages, we were able to answer the 

research question of our exploratory comparative qualitative study. We, therefore, 

contribute to the research in the field of study by fulfilling the purpose of the study and 

providing a comparative framework. This framework compares the investment process 

stages of VPOs and SIIs. We also contribute by laying the foundations for other 

researchers to contribute to the field with further research and analysis.  

 

Our study has resulted in valuable findings that complement the preliminary framework 

built from the literature review. The first result of the study was exploring the basic 

structure of the impact investment process. For us to work on the stages of the investment 

process, we first identified the stages from the literature review. The process stages were 

labeled differently by researches. However, we identified similar characteristics for a 

stage and created an impact investment process firstly from a theoretical perspective, later 

supported with results from the interview. As such, the investment starts with sourcing 

for potential deals, followed by screening, due diligence, investment decision, post-

investment, and exit stage. Following this contribution, each stage of the investment 

process has resulted in being essential for filling the research knowledge gap. This 

research provides information on defining the stage and what it includes, and also shows 

the differences in these stages of two different types of investors, VPOs and SIIs.  

6.2 Knowledge Contribution 

Like mentioned before the amount of existing scientific literature is rather slim. Practicing 

organizations are working on developing frameworks and guidelines; VPOs and SIIs are 

gathering more and more, gather up in networks or associations, and knowledge is built 

within these organizations. This gained knowledge is mostly used to improve the 

performance of the organizations themselves, even though we experienced no 

containment from our interview partners. Therefore, it is a surprise that the research is 

limited in a field that exists by now for over ten years. Generally speaking, our research 

aims to tackle this issue by contributing to the closing of the research gap in 

entrepreneurial finance and social finance. One of the most crucial contributions is using 

the QCA to group our samples in two main types of investors, SIIs and VPOs. This 

approach can be further studied and upgraded for a better definition of the types of impact 

investors. 
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Most of the existing research in the research field of sustainable investment is focusing 

on either VPOs or SIIs and their practices. During our literature review process, we 

encountered only one conducted comparative study. This study, however, compares 

venture philanthropists with a venture capitalist, angel investors, and development 

finance institutions. We did not encounter any publications comparing both types of 

organizations, and no publication provided a sufficient framework about the practices of 

them. Therefore, the knowledge contributions from this study are: to identify and cluster 

impact investor into two main types, to present their main characteristics, to determine 

their investment process stages, and examine the similarities and differences between 

those stages. As such we will present the conclusions of our study(differences identified), 

as part of the contributions.  In addition to that, we have found differences between our 

data results and literature review, which contribute to the knowledge gap and emphasize 

the need for further research. By addressing the differences of the approaches by VPOs 

and SIIs in the particular investment process stages, we can provide an answer to the 

research question in the form of a literature review. 

 

1. The origination of the deals is the initial phase on the investment process. Investors 

play special attention to this phase since it has a strong influence in finding the promising 

investment option, that brings positive impact alongside the financial return. In theory, 

we identified two main approaches that are used in this phase, the passive and the active 

one. However, during the interviews, we identified that the active approach, in practice, 

is divided into a proactive and active approach. The reason behind this is that there are 

investors that pay extra effort to create a condition for originating sources. These 

conditions are organized in three different forms: performing scouting tours, investment 

readiness programs and creating local teams in the market where they target to invest. 

The reason is to gather information of the main players, other organization or investors, 

identifying the problems in the field, the market potential, areas where there could have 

a higher impact. Through this information, they are able to create a network and 

collaborate with others, for high impact investments. In addition to that, other investors 

have created local teams who have expertise in the specific field, know the market, the 

market players, and are close to solutions provided in that sector. Other investors have 

put extra effort to create programs that prepare the entrepreneur to be ready for an 

investment. As they identified that many entrepreneurs have good ideas for solving a 

social and environmental problem, they may lack the business skills, or expertise needed 

to solve these problems. Therefore, they have created these incubators and accelerator 

like programs that help the entrepreneur to process ideas from the idea stage to the 

development stage. This is the main contribution to the deal sourcing stage to the 

knowledge gap. Another contribution is the difference in this stage identified between 

VPOs and SPOs. Due to the lack of research on this topic, we will not be able to support 

these findings with the theoretical background. However, the literature review supports 

the other two approaches in the sourcing stage, active and passive (Allman & De Nogales, 

2015, p. 12-25; Gordon, 2014; Jaquier, 2016, p. 204-205; Scarlata et al., 2012). Within 

the active approach, we have identified desktop research and asking for referrals as main 

forms within. Desktop research mainly involves deal platforms and other forms of 

internet research where the investors identify potential investees and approach them. The 

passive approaches are similar to the one identified in theory, where the main form is 

when the entrepreneurial approaches the investor through a website, email, phone calls, 

conferences, and other events. Another passive approach practice is also when the 

entrepreneur asks from someone of the entrepreneur´s network to refer them to the 
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investor. This was not identified in the literature review, therefore, is a contribution to the 

knowledge gap. 

 

2. The sourcing is closely related to the screening phase and complement each other. The 

screening is defined as the stage where the investors look at the deals they have originated 

and run them through the criteria they represented their mission, vision, and objectives. 

The screening approach is highly related to the sourcing approach. We contributed by 

creating two sets of criteria within this stage, basic and assessment criteria. This was not 

found in the literature, even though we identified the goals of the screening stage which 

match with the ones from the findings (Allman & De Nogales, 2015, p. 210-213; Jaquier, 

2016, p. 222; European Venture Philanthropy Association, 2018, p. 71). This being said, 

there is a basic criteria assessment performed in this stage. In the literature review, we 

identified the goals of the criteria assessment. In this stage, the main aim is to identify 

whether the potential deal matches with investors mission, vision, and objective. Further, 

these criteria are necessary to identify if there is a match between the leadership and the 

management of the potential investment team and the investing team. Here we identified 

differences between VPOs and SIIs in their theme focus, investment ticket size, and 

targeted stage of development, as presented in section 5.2.7. Once the match is identified, 

there is another set of criteria used for the assessment of the potential deal. For the investor 

to be able to assess it, they require information which are to be provided by the SPO. In 

addition to this contribution, we also identified the assessment criteria, which is a 

customized screening checklist based on the strategy of the investor and the country of 

investment. Here was a difference found which further contributes to the knowledge gap. 

The SIIs include the client input as a factor of customization of these criteria set.  

 

3. In theory, there is no clear distinction between the end of the screening and the 

beginning of due diligence. However, due diligence is an in-depth analysis and 

relationship building process between the investor and investee. In this stage, there is a 

close collaboration and communication between both parties. This helps further to 

investigate if the initial match stands and if this collaboration would be beneficial for both 

parties. On the one hand, if the investment will bring the investor the impact and the 

financial return they are targeting. On the other hand, for the investee, if that investor is 

the one who will provide the financial and non-financial support needed to grow and scale 

up. The literature review supports the process and focuses on the due diligence identified 

in our data collection in terms of the analysis for financial sustainability and organization 

resilience. However, the impact analysis literature reviewed describes that VPOs use the 

theory of change, while SIIs use the impact value chain (Allman & De Nogales, 2015, p. 

119-129; European Venture Philanthropy Association, 2018, p. 58-63; Frumkin, 2003, p. 

15; Grossman et al., 2013 p. 3; Jaquier, 2016). This difference was not identified within 

our sample of investors.  

 

4. All the stages, as mentioned earlier, are part of the decision-making process, since if 

any stage of the investment does not result to be beneficial, it can be stopped. However, 

the final decision and the one that results with a signed agreement is after the due diligence 

and financial and impact evaluation. The decision is usually taken by a committee that is 

formed by internal and external team members. External team members are included in 

the case if internally the organizations lack expertise in a certain segment. Depending on 

the characteristics of a potential investee, the final decision shall be taken by a higher 

degree committee. The importance of the knowledge about the process and the team 

composition is another contribution since we did not find literature that provides such 
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information. Additionally, we identified factors that are taken into consideration for 

decision making in the literature review (European Venture Philanthropy Association, 

2018, p. 59; Gordon 2014, p. 97; Jaquier, 2016, p. 218-222. Using insights from our data, 

we contributed by grouping them within three main categories. 

 

5. A distinguishing feature of the impact investing field is the post-investment 

involvement. In this phase, the investor provides the non-financial support to the investee, 

which comes mostly on the form of TA. Another benefit that investee gets from an impact 

investor is that they leverage their network to help the investee grow and develop in the 

areas where they cannot assist. This was identified in our data collection and is also 

supported by a literature review (Allman & De Nogales, 2015, p. 210-213; Jaquier, 2016, 

p. 222; European Venture Philanthropy Association, 2018, p. 71). Further literature 

suggests that VPOs aim for board seats when the invest on an SPO thus they could be 

closely involved with the activities of the company and be able to guide constant bases 

(European Venture Philanthropy Association, 2018, p. 71). Our findings show that. In 

general, both groups of investors aim for a board seat. In addition to that, monitoring is 

an essential part of the post-investment stage, due to the infancy of the field and sensitivity 

of it. Since impact measurement and management is not very well developed and 

standardized, it is challenging to keep the social mission clear and constant while 

encountering challenges that also traditional ventures encounter. Thus, the monitoring is 

continuously performed, monthly, quarterly, semi-annually, and annually to keep track 

of the impact KPIs and financial milestones. As part of the monitoring is close 

communication, where the manager of the investment is very close to the SPO invested 

and communicates with them via phone, email, and physical visits. When the investor has 

a board seat, they also participate in the board meeting (Allman & De Nogales, 2015, p. 

210-213; Jaquier, 2016, p. 222; European Venture Philanthropy Association, 2018, p. 71). 

Additional contribution from our research that was not found in literature is that tranche 

disbursement of the loan is also used as a form of monitoring.  

 

6. Depending on the type of the financial instrument agreed, the investment has an end 

date. The end date and route for grants and loan are clear on the signed agreement. Using 

the agreement, most of the equity investors also state the form of exit route or options 

why they would exit. A difference identified is that VPOs tend to exit an investment when 

they cannot play an active role in the SPO anymore (Hero, 2001, p.52). According to our 

data, SIIs would exit if there is a high risk of default from the SPO and low performance. 

These findings were not found in the literature, either.  

 

In conclusion, this study´s knowledge contribution is defining what a VPOs and an SIIs 

are, what is their investment process, and what the similarities and differences between 

stages of the investment process are.  

6.3 Social and Practical Contribution 

Considering the potentialities of impact investing and venture philanthropy, social and 

practical effects can be massive. The practical contribution of this research covers the 

setup of the organizations. This research and the provided findings and frameworks can 

be used to set up new SIIs or VPOs. Additionally, the managers of the established 

organizations can go back to this study and organize them more efficiently, considering 

approaches which have been previously neglected. This will result in an overall more 

effective configuration of these organization, saving money and time, which can then be 
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used for the original purpose of these organizations. During our research, we experienced 

a very positive perception. This perception leads us to the conclusion that even though 

SIIs and VPOs are experts in the things they do, they believe that research is missing in 

this field. 

 

We assume that the findings of the particular stages of the investment from this study will 

be used to gain new knowledge within the organizations about the way of things being 

done by other players. Other implications of this study are about access to new investees. 

By disseminating knowledge about the form of how the entrepreneurs can approach VPOs 

or SIIs or get approached by them, we contribute to the process of facilitating the access 

for SPOs and bring the demand and the supply side closer together allowing more impact 

to be created. Similarly, intermediaries are influenced by the findings of this study. 

Intermediaries focus on providing services either towards the VPOs or SIIs, towards the 

SPOs or the financial backer. A better understanding of the particular steps and especially 

about VPOs and SIIs will allow an increase of quality in the provided services or create 

new untapped once. Furthermore, a better setup also has implications for the policymaker, 

which can influence the policy in favor of these organizations allowing more people to 

contribute to the fulfillment of the SDGs. In general, we are expecting that the better setup 

of the organizations can affect individuals on a local up to the global level.  

 

Out of the practical contributions one can derive social contributions. Since the purpose 

of VPOs and SIIs is the resolving of social problems and issues, is a better organization 

and execution of processes within the ecosystem of VPOs and SIIs contributing to the 

overall improvement of the life of the target audience, meaning creating more impact. 

The effect can be on a very individual level up to humankind as a whole. Furthermore, it 

can be said that the individual is affected in another way, the one as a financial backer. 

Depending on the individual and the motivation he or she will differently value the 

created impact or the financial return. According to their preference, the individual can 

direct the money to either VPO or SII. Additionally, is additional knowledge about impact 

investing, in particular, increasing the chance that an individual is changing his or her 

way of investing from traditional investing towards impact investing.  

 

The findings from this study can also be used to be implemented in other fields. 

Companies which are aware of their role in society and the environment can use the 

findings from this research and adapt their behavior. Examples for this kind of adaptation 

could be companies which want to pursue their corporate social responsibilities. 

Especially impact investing is an example that is focusing primarily on social issues does 

not have to go hand in hand with the financial loss.  
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6.4 Limitations and Suggestions for Future Research 

This study is containing limitations, which can be seen as directions for future studies 

researching in this field. This study is subject to at least four limitations. The first 

limitation can be found in the connection with the exploratory and qualitative nature of 

this study. Qualitative researchers always have to keep the need of qualitative research in 

mind and the involved advantages and disadvantages of methods used. The researcher is 

able to study a phenomenon more into detail but has to deal at the same time with a 

potential ambiguity of gathered data, the lack of generalizability and the bias of the 

researchers. These issues were previously described more in detail. To tackle these 

concerns, we are suggesting additional studies. One option could be another qualitative 

study with different participants to verify the findings of this research. Another option 

would be a study using the quantitative research design which would result in a larger set 

of examined organizations. This study could affirm the findings of the previous 

qualitative research. This could be done by using the identified six stages and base the 

hypotheses on them. With a sufficient number of participants will the results be more 

generalizable. The findings of a generalized study will provide confirmed knowledge for 

the particular players in the considered field of study. The lack of existing research is also 

considered as limitation since we cannot resort on a big amount of literature or theory. 

With our research we are trying to reduce this limitation for further studies. Further 

research could neglect the delimitation of focusing on only VPOs and SIIs and include 

the sub-categories which we assigned to the two groups. This could be done by using the 

fuzzy QCA, this allows the consideration of the factors more in detail and the integration 

of other organization types. 

 

Another significant limitation is the geographical scope. This study was conducted 

investigating only organizations within the DACH region, which is strongly represented 

in the total number of organizations that are investing in SPOs. We made sure to contact 

organizations across Europe to gain a general overview of the ecosystem. However, an 

accumulation of VPOs and SIIs can be seen in Switzerland and the general willingness 

of organizations to be part of this study was higher from Swiss organizations. Additional 

research could focus either on this issue focusing on including more organizations with 

their headquarter in other countries or on only more particular regions or countries. This 

further analysis would address our geographical limitation and a comparison between the 

regions would also be beneficiary for any financial backer, the investee and in the long 

run humankind in general. Another limitation resulting from the geographic focus is the 

number of investors and the available budget of SII’s and VPO’s in the respective 

geographic area. The banking system between the European Union and the United States 

is significantly different from each other. We expect this to have an influence, not on the 

main practices of the investment process in general, but on the steps and requirements 

within them. We, therefore, suggest further qualitative and quantitative research to 

investigate these issues more into detail.  

  

We believe that this study is contributing to a better understanding of impact investing 

and venture philanthropy in the DACH area. The findings of this study have important 

implications including for the intermediary organizations between the SPOs and the 

initial financial backer. Additionally, we believe that this research is filling to some extent 

the lack of existing research. Further research should be done to approve our findings 

especially from the generated framework. The participants of our study emphasized the 

importance of the impact and financial evaluation within the due diligence process. The 
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importance of the procedure could imply the need for an additional investment stage, and 

we are suggesting additional research examining this.  

 

We suggest further research in the cooperation process of the VPO and SII, and the SPO. 

Among other things within the investment process can the contract design be further 

researched. Since VPO and SII are not only providing financial support but also non-

financial support this relation can be further investigated. In addition to that the threshold 

of investments could be researched, meaning what factors influence the decision for an 

investment in a positive but also negative way. Within the VPOs and SIIs we recommend 

additional research thematizing the decision-making process for specific themes or SDGs. 

This research could identify the motivation behind the specific investment themes and if 

or how they are connected to the profitability and the generated impact of the SPOs. 
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Appendix 

Appendix 1: Investment Process stages 

Venture Philanthropic Organizations (VPOs) Impact investment process 

1. The process of impact investment suggested from the preliminary framework 

starts with the origination of the deals. In this stage VPOs use two different 

approaches, passive and active approach. Through passive approach they receive 

request for investment by SPO directly, where they reach the VPO through their 

website, phone calls, emails, or while attending conferences and seminars. 

Further, VPOs also use the active approach, where they search for potential 

investment opportunities. The main source of originating deals is through the 

network that VPOs have. In this network there are different actors involved, such 

as consultants, existing portfolio, partners, and other investors.  
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2. The second stage of the process is screening the deals. When VPOs screen the 

deal initially they are interested look for an SPO that align with mission, vision 

and objective of the VPO. Further, VPO screens the deal for the potential to 

become self-sustainable, potential for impact, and whether the leadership and 

management have the necessary experience and skills.  

3. The third stage includes in-depth analysis the information gathered in the 

screening stage, and additional information obtained. Business model of the SPO 

is assessed further, followed by the strategic plan and analysis in the market to 

identify if the SPO has a market opportunity and potential to become self-

sustainable. Additionally, theory of change analysis is performed to identify the 

impact potential of the SPO. Since, VPOs get involved in a long term relationship 

with the SPO the team is very important part. Therefore, the SPO team 

composition, experience and skills on leadership and management are further 

assessed in the this stage of the due diligence. In addition to these analysis, some 

VPOs also perform onsite visits.  

4. The fourth stage is investment decision. VPOs take into consideration several 

factors when making the decision to invest or not. The decision depends on the 

results of the analysis performed in the previous, due diligence stage. As such, 

once the concept is clear, the management of the team has the necessary 

experience and skills to run the SPO successfully, the potential to generate impact 

is proved alongside the financial return potential, and the appropriate financial 

instrument of investment is identified the VPO makes the decision to invest.  

5. The fifth stage takes place after the VPO enters into an agreement for investment 

with the SPO. In this stage two main activities are performed, non-financial 

support and monitoring. non-financial support is providing technical assistance 

for the business development, and impact measurement and management. 

Majority of VPOs taking a seat in the board to be closer to the SPO and help on 

continuous basis. Further, VPOS also leverage their network to assist the SPO. 

Second activity performed on this stage is monitoring which is done on monthly, 

quarterly and annual basis.  

6. The final stage is exiting the investment. Depending on the instrument of 

investment the exit route differs. Exiting a grant investment is defined by the 

contract when they will discontinue to provide funding. Similarly, when providing 

loans as investment instrument the repayment date is the exit date as well. For 

equity investment there are several exit options identified. When the VPO 

perceives that the SPO no longer needs the them to growth, and the VPO cannot 

play an active role anymore they seek for exit the investment. The exit can be in 

the form of the MBO, strategic sale, sale to other social investor, and exiting to 

nonprofit IPO. 

 

 

Social Impact Investors (SIIs) Impact investment process 

1. The first stage of the investment process for SIIs is also deal sourcing. Similar to 

VPOs they use passive and active approach. The passive approach is the same 

where the SPO approaches the SII through website, phone calls, and in seminars 

and conferences. Using the active approach, SII do their own research through the 

deal platforms; investors groups and clubs; their network which includes also the 

personal and family networks created by SPO; conferences; incubators; 

accelerators; co-investing partners. 

2. The second stage is screening the potential deals for match with SPO mission, 

vision and objectives. Further, the screening is performed to identify the potential 
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for financial return, for impact generation and the leadership and management 

abilities of the SPO team. 

3. The third stage is due diligence where the SIIs focus on extensive analysis in three 

main categories. First they analyze the business model of the SPO, revenue 

streams, their plan of development, and the research the market to identify the 

potential that the proposed solution by SPO has. Further, SIIs use impact value 

chain and its steps to identify the impact potential. In addition to assessing the 

business side and impact side, they also consider the team of SPO as an important 

factor therefore they assess their skills and experience for running the business. 

4. The four stage is investment decision. Firstly the concept proposed by SPO should 

be clear and comprehensive, how it works, how the revenue will be generated, 

what would be the financial return, and how the impact is created. Further, the 

appropriate instrument of investment is decided. SIIs take into consideration also 

the legal structure of SPOs when making a decision for the investment. 

5. The fifth stage, post-investment is the phase after the SII decides to invest in the 

SPO. The two main activities here are non-financial support and monitoring. The 

non-financial support includes offering technical assistance and leveraging the 

network. Additionally, monitoring is essential for the process. SPOs report to the 

VPOs in the agreed impact KPIs and financial metrics, on monthly quarterly and 

annual basis depending on the agreement.  

6. The sixth stage is exiting the investment. SII aim to preserve social mission when 

they exit the company. The exit route depends on the financial instrument 

provided. If its a debt instrument is it stated within the contract the date when SPO 

has to pay back the debt. If its equity investment the options to exit are MBO, 

strategic sale, other financial investor and IPO. 

 

 

 

 

 

 

Appendix 2: Initial Inquiry by E-Mail 

 

Topic: Thesis interview 

 

Mail:  

 

Dear …. 

 

Our names are Norë Arifi and Lukas Richter, currently studying in a Master 

Administration (Finance/Business Development) at the Umeå University in Sweden. We 

are currently writing our Master thesis on the theme of Impact Investing and Venture 

Philanthropy. We are conducting a comparative study on the investment process from the 

perspective of venture philanthropist and impact investors. The aim of this study is to 

build a model framework that identifies stages of investments within venture philanthropy 

organizations and impact investing entities. Additionally, we aim to identify best practice 

approaches throughout the process of investing.  
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We have been mapping the industry, with a focus in Europe, to identify main players in 

our field of research. As such, we have identified several organizations/institutions that 

we believe would give valuable input for our research. Your company (name of 

organization) comes high on our priority list. Therefore, we would like to invite you for 

45-60 minutes online interview. Our focus lies in the investment process and the decision-

making throughout it.  

 

We would be extremely happy if you would be a part of our thesis so we can promote 

these great ideas even further. In the case of positive feedback, we would send you some 

questions that we would love to discuss with you. Afterward, we can agree on a time that 

suits you best. Your privacy and the confidentiality of the provided information will be 

protected by a non-disclosure agreement (if required). 

 

We would be more than happy if you could help us in this matter and thank you in 

advance for your response! 

 

We wish you a nice day! 

 

With kind regards,  

 

Norë & Lukas 

 

 
 

 

 

 

 

 

 

Appendix 3: Follow up E-Mail 

 

Dear … 

 

Just to follow up on the last mail we are going to send you the questions for the 

interview, which you will find attached.  

 

Thank you again for your time and the opportunity to talk to you.  

 

Kind regards  

 

Lukas & Nore  
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Appendix 4: Interview Questions: 

 

Introduction & General  

 

First of all, thank you for the time and input that you will provide for us. It is a great 

pleasure to collaborate with you. We are Nora Arifi and Lukas Richter studying master’s 

in business administration with a focus in Finance and Business Development. 

 

This interview will be conducted anonymously, and we will not mention any information 

in our thesis concerning your company name. However, we would like to use your title 

when analyzing the data in our study. If you have no concerns, we are going to record the 

interview. Feel free to stop us or not answer the question that you are not comfortable 

with. The purpose of recording the interview is to later transcript the information and use 

it in our thesis. We will save the recording of the interview on our computers and delete 

them two weeks after our thesis defense.  

 

Key Questions:  
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1. General information about your(interviewee) role within the organization and 

background? 

2. General information about organization vision, mission, objectives and the 

processes/Theory of Change? 

3. How do you differentiate yourself from other organizations/entities performing 

similar activities? What is your USP? 

4. What is your funding/donation/investment process? 

5. Does this process differ depending on the potential investee? 

6. How do you estimate and measure your impact and your financial return? 

7. Can you describe the decision-making process? 

8. Post-investment process, monitoring, and exit? 

9. Do you offer non-financial support (advisory, coaching, mentoring)? If yes, can 

you describe the process? 

10. Do you have a community & membership concept? If yes, what is offered? 

 

Category 1:  

 

General Questions:  

Organizations Name:  

Organizations Target Resource:  

Organizations Size:  

Length of Organizations Life: 

 

About you 

1. What is your job title, roles, and responsibilities? 

2. For how long are you working at the company? 

3. What is your background (education and work experience) 

 

About the organization? 

1. What are the main activities of the organization?  

2. Why offering these services/products/activities and what is their purpose? 

a.  

3. What are the values and guiding principles (if foundation - social entrepreneur) 

4. Why is environmental impact important for your firm? 

5. What is your Theory of Change (ToC)? 

6. How does your organization identify itself? 

7. What themes/sectors/geographical zones does your organization focus on? 

8. What is the importance of the external partners you are working with?  

9. What is your commercial / revenues line/s ?  

10. What financial instruments are you using or offering? 

11. Within the social impact sector, is there a common understanding of what the term 

“impact “means? 

12. We have recently seen the emergence of efforts towards standardization of social 

performance metrics and reporting, such as IRIS (Impact Reporting and 
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Investment Standards). What are your metrics? To what extent is there a need for 

such standards in your opinion?  

13. How do you differentiate yourself from other organizations/entities performing 

similar activities? What is your USP? 

14. Who do you consider as a key player in your field and why? 

 

Category 2: Donation process(For Foundations/philanthropies) 

 

1. What is your funding/donation/investment process? 

2. How do you find new projects? Do you have a different approach and which one 

do you find the most suitable project vise?  

3. At what stage of development of the impact creating organization are you focusing 

on? (i.e. Idea, Seed, Early growth stage,...) 

4. What are your criteria for selection?  

5. What is the approach of screening? 

6. What are the basic information you need for your Due Diligence process for the 

initial screening process? 

7. Do you expect a financial return? if yes, how do you evaluate the financial return 

potential? What model? Do you use the same model of evaluation for all the 

projects or industries? 

8. How do you estimate the impact thesis (ToC)? Which approach do you use? 

9. Who takes the final decision for funding? How is involved in the decision? Do 

you have access to experts (in the specific field)?  

10. Do you do fundraising? If not, how do you raise capital?  

11. What is the average ticket size per project?  

12. What happens after funding? What is the level of involvement? 

13. How do you monitor?  

14. Is the funding done once, or based on the criteria fulfillment, progress report? 

15. To what extent is social impact an important criterion to the investors within your 

organization and how does the importance change during the time of investment? 

16. How do you make sure that the organization will deliver the promised returns or 

impacts? What if-if NOT? Do you have an exit process? 

17. How do you measure impact? And how do you communicate back to your donors? 

18. What are the learnings from your best and worst investment? 

19. The percentage of organizations fund used for charity purposes(funding projects)? 

20. If venture philanthropy, How do you decide when to give grant and when to 

invest? DO you have a timespan of granting? 

21. Can you provide financial support (e.g. Donation or grant) to projects which are 

already supported by another foundation? If Yes, under which conditions or 

criteria? How do you measure your donation impact (vs the overall project 

impact)? 

 

Category 3: Investment process (social entities/impact funds/impact investors) 

1. Can you describe your investing process?  

2. What is your investment strategy? 
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3. How do you find new projects? Do you have a different approach and which one 

do you find the most suitable project vise?  

4. What stage of development of the impact creating organization are you focusing 

on? (i.e. Idea, Seed, Early growth stage,...) 

5. What are your criteria for selection?  

6. What is the approach of screening? 

7. What is the basic information you need for your Due Diligence process for the 

initial screening process? 

8. How do you evaluate the financial return potential? What model? Do you use the 

same model of evaluation for all the projects? 

9. How do you estimate the impact thesis? Which approach do you use? 

10. Who takes the final decision for investment? How many parties are included?  

11. What happens after the investment? What is the level of involvement? 

12. How do you monitor? Is the funding done once, or based on the criteria 

fulfillment, progress report? 

13. How do you make sure that the entrepreneur will deliver the promised return? 

Success rate? What if-if NOT? Do you have an exit strategy? 

14. To what extent is social impact an important criterion to the investors within your 

organization and how does the importance change during the time of investment? 

15. How do you measure impact? And how do you communicate back to your 

investors? 

16. What are the learnings from your best and worst investment? 

17. Do you reinvest the return or others? 

18. Do you do co-investments? If Yes, under which conditions or criteria? 

Category 4: Organisational Support / Advisory & Coaching 

1. Do you offer coaching, mentoring or advisory services? 

2. What kind? 

3. To whom is this provided? 

4. For how long? And what are the criteria (to engage and to stop)? 

5. Who gives the coaching, advisory? internal or external? 

6. How do you choose your coach, mentors, advisors? 

7. How is the matchmaking process between advisor and investee? 

 

Category 5: community management & membership 

1. Do you have a community & membership concept? If yes, what is offering? 

2. Who can be a part of this community or member? 

3. Is there a price to become a member? 

4. In order to give, must one become a member? (i.e. “do I need to pay to give?”) 

5. What are the benefits? (events, newsletter, events, potential investors or Board 

Member into projects,....) 

 

Closure 

 

Currently, we are lagging a few more potential interviewees, do you have someone in 

mind which would be an interesting interviewee and would also be willing to talk to use?  
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Concluding we would like to thank you again for your cooperation and the provided 

insights. We do not have any additional questions but if you feel like adding a comment 

to the discussed topic we very happy to hear that. 
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