
Social Enterprises And How To Fund Them To Grow And Diversify Income 

For A Non-Profit 
 

What is a social enterprise?  “Organizations that address a basic unmet need or solve a social 

problem through a market-driven approach.”   

 

In recent years, traditional non-profits have become more entrepreneurial and interested in 

generating earned income to supplement charitable contributions.  This has happened at a time 

that traditional for-profit businesses have begun to integrate greater levels of social responsibility 

and sustainability into their operations. The growth of social enterprises within non-profits and in 

the private sector demonstrates this convergence and helps fill the void between traditional 

enterprise funding approaches that have focused singularly on creating either social 

impact or financial returns. 

 

For-profit businesses have clear financing options and a well-developed “capital continuum” to 

raise money for a new or growing enterprise.  (Here are links to VT Flexible Capital Fund’s 

capital continuum summary:  

• http://www.vsjf.org/assets/files/Flexible%20Capital%20Fund/Capital%20Continuum.pdf,  

• http://www.safsf.org/documentsold/EconSG_FlexCap_Capital%20Continuum_2%20Pag

er.pdf.)  

 

What are the finance options for a social enterprise that operates as part of a non-profit 

organization?  How can a non-profit organization diversify its income sources using revenues 

from social entrepreneurship, funded by both philanthropic and grant funding as well as other 

sources of funding?   

 

Here is simplified summary, from the UK, of how non-profits generate income: 

https://knowhownonprofit.org/governance/board-responsibilities/raisingmoney#trading.   

 

This view employs 5 main sources of income: 

1. Gifts and donations 

2. Grants 

3. Loan financing and equity capital 

4. Contracts 

5. Trading 

 

A primary source of income for non-profits has always been from providing services and goods 

to their “customers” (target groups in need, government and the private sector) guided by their 

tax exempt, charitable mission.  Philanthropy and grants usually are central to funding such 

work.  We are interested in exploring how to boost mission-serving “earned income” from other 

sources and how to capitalize social enterprises to generate new income.  This capital might 

include most of the sources of finance available to a private business from the capital continuum, 

and in addition can include crowd funding with social media, program-related investments, in-

state non-accredited investors (VSBOE program), impact investors and investment networks, 

community loan funds and credit unions, impact government grants and loans, etc.   

https://socialenterprise.us/about/social-enterprise/
http://www.vsjf.org/assets/files/Flexible%20Capital%20Fund/Capital%20Continuum.pdf
http://www.safsf.org/documentsold/EconSG_FlexCap_Capital%20Continuum_2%20Pager.pdf.)
http://www.safsf.org/documentsold/EconSG_FlexCap_Capital%20Continuum_2%20Pager.pdf.)
https://knowhownonprofit.org/governance/board-responsibilities/raisingmoney#trading


A social enterprise’s legal structure, either operating within an existing non-profit or creating a 

new legal entity, may or may not be important to raise money to finance and grow social 

enterprises.* 

 

We are interested in how the lessons and approaches of VT social enterprises, and available 

sources of funding for them, can be employed by VGN members and other VT non-profits to 

generate new sustainable income streams for non-profits. VT has already become a leader in 

social enterprise education (UVM, Marlboro, Johnson State, Green Mountain College), and non-

profit social enterprise innovation.  How can we help accelerate this leadership? 

 

 

__________ 

 

* Tax-exempt nonprofits often make money as a result of selling goods and services to the 

government and the private sector, using “profits” to cover expenses. In fact, this income can be 

essential to an organization's survival. If a nonprofit's activities are associated with 

the nonprofit's tax-exempt purpose, any profit made from them is not taxable.  Non-profits may 

also operate income-producing enterprises that are not directly related to their mission, and there 

are constraints. 

 

From the IRS: “Even though an organization is recognized as tax exempt, it still may be liable 

for tax on its unrelated business income. For most organizations, unrelated business income is 

income from a trade or business, regularly carried on, that is not substantially related to the 

charitable, educational, or other purpose that is the basis of the organization's exemption.”  Taxes 

may be due from a non-profit on profits from such activities. 

 

 

https://www.irs.gov/charities-non-profits/unrelated-business-income-defined

