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Generating New Revenue to Attack Social Problems 

As government finances grow increasingly strained and foundation endowments struggle just to 

regain the levels they were at years ago, many who care about our growing societal needs are 

exploring innovative ways to bring new capital to the table – with a particular interest in tapping 

the private investor market. Two models currently lead the discussion: 

Social Impact Bonds (SIBs) 

First launched in the UK and now being explored in the U.S. by both the Nonprofit Finance 

Fund and Social Finance US, the SIB concept is predicated on the fact that it is far more costly 

to deal with problems after they grow big than it is to take preemptive action. For example, a 

program that is effective in keeping at-risk youth from dropping out of high school may decrease 

costs to the criminal justice system, reduce lifetime use of public benefits, and increase lifetime 

earnings (and thus lifetime tax payments). The money required to run the program, then, should 

really be viewed as an investment that “pays off” in very quantifiable terms. 

Although few would dispute that basic math, there is somehow just never enough upfront cash 

available to scale these programs up to reach all those who could benefit. This is where SIBs come 

in. What if private investors were willing to provide the operating cash to high-performing 

nonprofits that create significant social impact and thus save government loads of money? Would 

government then be willing to share some of the total cost savings created from investors’ money? 

In the SIB model, investors engage in due diligence, invest their money through an intermediary 

who then passes that cash along to the investor’s chosen nonprofit, and then wait. If an 



independent evaluator determines that these organizations have achieved what they promised 

(i.e. reduced the recidivism rate, placed and maintained hard-to-employ persons in jobs, ensured 

that at-risk children were kindergarten-ready, etc), government repays the investors their 

principle plus interest from the cost savings that have been realized. If the nonprofits they invest 

in do not hit their goals, however, the investors lose their money. Thus, nonprofit gains cash flow 

and government saves money over the long-term, but it carries zero risk if the interventions 

funded by this new investor money do not prove fruitful. 

Human Capital Performance Bonds (HUCAPs) 

Here in Minnesota, HUCAPs – a tool with a similar goal but substantially different structure – 

will be tested through a $10 million pilot program. The main distinctions include: 

First, it is truly a bond. The SIBs described above are really equity investments where an 

investor’s capital is at risk. Consequently, rates of return can run as high as 14%. Not the case with 

HUCAPs. Instead, investors are essentially guaranteed their money back and the rate of return is 

expected to be around 4%. The anticipated upside of this model is that a lower required rate of 

return means more organizations will be able to demonstrate economic value that beats that rate 

and thus allows them to compete for these new funds. 

Second, the payment timeline is different. In the SIB model, organizations receive the cash 

upfront and must hit pre-determined benchmarks in order for investors to get their money back. 

With HUCAPs, nonprofits carry most of the risk and are only paid if and when they achieve their 

goal. They may need to secure PRIs or patient capital to meet their interim cash flow needs, 

though discussion is currently underway about the possibility of creating a forgivable loan fund to 

bridge the cash flow gap. 

Third, the incentives are different. SIBs depend on investors engaging in a due diligence 

process to evaluate the likely effectiveness of particular social interventions. The model thus uses 

investors to create the market forces that purportedly will enhance the efficiency of resource 

flows. The human capital performance bond proposal, in contrast, does not give investors that 

role. An intermediary (currently in development) would fill this gap. 

Intrigued? Want to learn more? Bring your questions and opinions to “Bonding Your Impact: 

How Human Capital Performance Bonds Could Affect the Nonprofit Sector” at MCN’s 

Annual Conference. 
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