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Abstract This study is an empirical investigation of the
survey data from 109 social enterprises, nonprofit and for-
profit, in Illinois, the USA. We compare sources of startup
funding and revenues of social enterprises by the organi-
zational form. Findings reveal that nonprofit social enter-
prises do not significantly differ from their for-profit
counterparts in sources of startup funding. But the types of
revenues differ by the organizational form of social
enterprises. Nonprofit social enterprises are more likely to
rely on foundation grants and government grants as their
primary sources of revenue, while for-profit social enter-
prises are more likely to rely on revenues through sales.

Keywords Social enterprise - Organizational form -
Finance - Startup funding - Revenue

Introduction

The last two decades have seen a rapid rise of social
enterprise in the landscape of mixed economy. By blending
in one-term social mission and market practice—the two
incompatible ideas by conventional standards—social
enterprise presents a notion about organizations distinct
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from those that we have long known in the nonprofit sector
and the corporate sector (Young 2001; Ebrahim et al.
2014). In 2019, there are more than 5000 benefit corpora-
tions registered with B Lab' (Benefit Corporation 2019),
and nearly 1700 low-profit limited liability corporations
(L3C) in the USA, not to mention numerous nonprofit
organizations engaging in market practices. The rise of
social enterprise suggests that organizations, regardless of
the legal form, converge in their economic, social func-
tions, activities, values, etc. (Bielefeld 2009; Porter and
Kramer 2011; Witesman et al. 2019).

According to Defourny and Nyssens (2010), social
enterprise has conceptual roots in three schools of thought:
the earned income, the social innovation, and the EMES
international research network. The earned income school
of thought views social enterprise as encompassing both
nonprofit and for-profits that employ business strategies to
support a social objective (Dees and Anderson 2006;
Defourny and Nyssens 2010). The social innovation school
of thought stresses the role of social entrepreneurs in
devising innovative methods to improve social outcomes
and create social impact (Dees and Anderson 2006;
Defourny and Nyssens 2010). And the EMES approach
presents a comprehensive list of key defining characteris-
tics of social enterprise, such as producing and/or selling
goods/services, benefiting the community, and a limited
profit distribution (Defourny and Nyssens 2010).

In this study, we adopt the earned income approach that
defines social enterprise as an organization that uses busi-
ness approaches to improve the common good (Bryson and

" BlLabisa nonprofit that serves a global movement of people using
business as a force for good. One of its initiatives is B Corp
Certification. For a for-profit to become a certified B Corp, it must
meet B Labs’ standards for social and environmental performance,
accountability and transparency.
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Crosby 2006; Kerlin 2006; Reis 1999). Despite its narrow
gauge, this definition draws attention to social mission and
financial sufficiency, the two underpinnings of social
enterprise (Bugg-Levine et al. 2012; Martin and Osberg
2015; Young and Kim 2015). It is made radically clear that
just as business operations to maximize profits and gov-
ernment claims of responsible use of tax dollars in the
interest of the public, social enterprise is expected to be
sustainable through measurable social and financial out-
comes (Savitz and Weber 2006; Young 2017). And there
have been calls to assess the social and financial dimen-
sions of social enterprise (Wry and York 2017).

As far as the financial dimension is concerned, there are
three fundamental questions: First, what is the current
financial status of social enterprise? Second, what strategies
can improve the financial status of social enterprise? Third,
how does social enterprise’s financial status affects its
social mission? These questions are big and entail con-
siderable research effort. To our understanding, seeking an
answer to the first question is essential as it logically pre-
cedes the other two questions. Hence, the current study is
part of an effort to examine the first question, and it con-
tributes to the literature by an empirical investigation of the
survey data on social enterprises.

Specifically, we look into sources of startup funding and
sources of revenue of social enterprises, and investigate
whether startup funding sources and revenue streams differ
between nonprofit and for-profit social enterprises. The
potential differences in financing nonprofit and for-profit
social enterprises may be traced in the nature of the two
organizational forms. Nonprofits exist in the space where
voluntary participation and shared purposes and resources
take place and a sense of mutuality and fairness are fos-
tered (Lohmann 1992; McCambridge 2004). They are seen
as important vehicles allowing individuals to express their
values, faiths, and beliefs (Child et al. 2015; Frumkin
2009). Even though nonprofit social enterprises engage in
commercial activities, they possess these characteristics
that distinguish themselves from for-profit social enter-
prises in fundamental ways. For-profit social enterprises,
given their nature, have to focus on economic returns while
pursuing social return (Austin et al. 2017; Dees and
Anderson 2003). They tend to pay close attention to effi-
ciency and are more likely to respond to market demand
(Dees and Anderson 2003). While the sector boundary
becomes blurring in hybrid organizations, we contend that
there remains unique features inherent to the nonprofit and
for-profit organizational forms that could drive different
choices of financing.

This study is a necessary step toward a broad and
elaborated understanding of the financial status of social
enterprise as well as its nexus with social mission. Using
the survey data collected in the state of Illinois in the USA,

@ Springer

this study provides an angle different from case studies of
social enterprise. It also generates knowledge that may help
to understand social enterprises in different and broader
social contexts.

Literature Review
Finances of Social Enterprise

One of the most appealing claims about social enterprise is
its potential to end dependency and achieve financial self-
sufficiency. The current literature on this topic is mostly
comprised of case studies. For example, a financial analysis
of Grameen Bank, perhaps the most widely recognized
social enterprise that focuses on alleviating poverty and
empowering rural communities in Bangladesh, concludes
that “a revenue structure based on social enterprise initia-
tives, in opposition to donor grants, generates a more
financially sustainable organization” (Salvado 2011, p. 79).
Martin and Osberg (2015) study social enterprises across
the globe and find that the key to financial success is to
change economic actors and enable technology in the
existing system. In Sweden, a comparison of social ven-
tures and commercial ventures reveals that survival rates of
the former are better than the latter, and newer cohorts
seem to be especially “sustainable” (Jamburia 2013).
Some survey data have been or begin to be collected and
analyzed, of which the UK State of Social Enterprise
Survey is best known for its large scale and comprehen-
siveness. The report based on the survey data reveals that
more than half of the UK’s social enterprises report a profit,
with 20% break even (Social Enterprise UK 2017). In
addition, social enterprises appear to be well-aware of the
need to have a blend of income steams to ensure financial
stability (Staicu 2018).

Although much less in quantity, there are also studies
documenting financial failure of social enterprise. For
example, contrary to the wide acclaim of social enterprise,
Schorr (2006) depicts a somewhat dismaying picture: “The
overwhelming majority of social enterprise ventures are
small retail businesses—ice cream shops, thrift stores,
restaurants, cafes, and the like—that have not succeeded
and never will succeed on a double bottom line basis” (p.
12). This is echoed by Foster and Bradach (2005) in their
assessment of nonprofit earned income ventures: “(1) Most
such ventures account for only a small share of funding and
most lose money. (2) Organizations are overly optimistic
about the ventures’ potential, profits are overstated, and
indirect costs are often not accounted for (thus distorting
true financial accounting). (3) Commercial ventures can
distract (or even subvert) nonprofits’ social missions, thus
wasting resources” (p. 92). Scott and Teasdale (2012) note
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a stark distinction of social enterprise in rhetoric and in
reality and document a case involving the financial failure
of a social enterprise.

Given the mixed findings in the literature, there is a need
to (1) operationalize key terms (such as financial status and
financial sustainability) to allow a close look at the spec-
trum of finances for social enterprise, including startup
funding, revenues, expenses, etc.; and (2) use surveys as a
logical next step to present a comprehensive picture of the
financial status of social enterprise.

Nonprofit Versus For-Profit Social Enterprise

While social enterprise is often portrayed as a hybrid of a
nonprofit and a for-profit, as far as financing is concerned,
it is not uncommon that the legal form constitutes the
starting point of discussion and inquiry (Young and Kim
2015). For example, before diving into various financing
approaches, Marjorie et al. (2016) purposely make a dis-
tinction: “...social enterprises can best be thought of as
being divided into two broad categories [nonprofit social
enterprise and for-profit social enterprise]” (p. 4). Non-
profit social enterprises are organizations with tax-exempt
status that strategically engage in commercial activities to
carry out mission-related functions and/or to generate
income to support their social missions (Young
2001, 2014). By contrast, for-profit social enterprises
encompass organizations incorporated as for-profit legal
entities. They all have profit-making motives but also
intentionally promote the social mission to varying
degrees. Some for-profit social enterprises are primarily
profit-driven businesses participating in socially beneficial
activities (Kerlin 2006), while others have a dual mission
of generating profits for investors and promoting social
purposes (McDonnell 2019). These nonprofit and for-profit
social enterprises fall on a continuum between the two
extremes: traditional nonprofits mainly relying on philan-
thropic resources and conventional for-profit organizations
solely driven by profit-maximization for shareholders
(André 2015; Kerlin 2006; McDonnell 2019).

Indeed, the current legal framework for social enterprise
in the USA is mostly dichotomous (Addae 2018). Social
entrepreneurs choose between nonprofit and for-profit legal
forms for their enterprises. Although new legal forms, such
as L3C and benefit corporation, are emerging for hybrid
organizations, they are essentially variants of for-profit
corporations (McDonnell 2019; Young 2014). For clarity,
the current study is centered around the differences
between nonprofit and for-profit social enterprises rather
than those differences across various legal forms.

Social enterprises, whether in form of a nonprofit or a
for-profit, have their unique advantages and challenges.
Nonprofit social enterprises, unlike their for-profit

counterparts, have tax-exempt status, and donations made
to them are tax-deductible, which incentivizes charita-
ble giving. On the other hand, the “nondistribution con-
straint” also applies to nonprofit social enterprises,
prohibiting profit distribution among owners or share-
holders (Hansmann 1980). In contrast, for-profit social
enterprises are not bound the same way and can legally
accrue profits for investors, thereby incentivizing investors
who seek a financial return. While not allowed to sell their
shares to obtain equity investment (Dees 1998; Haugh
2006), nonprofit social enterprises have the advantage of
drawing from philanthropic resources in forms of funding
and volunteers (Child et al. 2015) that are typically not
available to for-profit social enterprises.’

Furthermore, nonprofit and for-profit forms of organi-
zations tend to be associated with different institutional
logics that prescribe unique goals and governance mecha-
nisms (Pache and Santos 2010; Smith et al. 2013).
Specifically, a nonprofit form is congruent with social
welfare logics, while a for-profit form is linked to com-
mercial logics (Battilana et al. 2012; Pache and Santos
2010; Smith et al. 2013). According to Pache and Santos
(2010), the social welfare logic is oriented toward the
primary goal of addressing social needs. As such, the
governance mechanism emphasizes democratic control by
members and constituents who demonstrate a commitment
to the mission. The commercial logic, on the other hand, is
geared toward the goal of generating economic value
through the sale of goods and services (Pache and Santos
2010). Under this logic, a governance mechanism focusing
on hierarchical control is well-suited to ensure efficient
allocation of resources and consistent production of goods
and services (Pache and Santos 2010).

Research conducted by Child and colleagues (i.e., Child
et al. 2015; Witesman et al. 2019) has shown that the
choice between the nonprofit and for-profit form is driven
by a range of factors. Child et al. (2015) find that the choice
of the nonprofit form is motived by not only the organi-
zation’s ability to tap into philanthropic support but also a
consideration of the choice itself as a value expression, that
is, the nonprofit form aligns with certain values and beliefs
(Child et al. 2015). Social entrepreneurs who incorporate
the for-profit form are driven by its innate focus on effi-
ciency and ability to be self-sustaining. In a mixed-methods
study, Witesman et al. (2019) observe that sector differ-
ences not only present at the startup of social enterprises
but continue as these organizations move forward.

2 For-profit organizations registered as L3C, however, can have
access to investment from charitable foundations (Battilana et al.
2012).
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Sources of Startup Funding and Sources of Revenue

The literature has documented a variety of funding sources
used by social entrepreneurs for startup, including dona-
tions, earned revenues, government grants or contracts,
membership fees, foundation grants, etc. (Van Slyke and
Lecy 2012), but grant support is found prominent in the
startup of social enterprises (Hall et al. 2012). While
expected to generate earned income and become less
dependent on grants when moving past the startup stage,
many social enterprises still receive grants from govern-
ment and/or foundations (Hall et al. 2012).

In our study, we propose that nonprofit and for-profit
differences extend to financial sources that fund the
establishment and operation of a social enterprise. Prior
research has alluded to the relationship between organiza-
tional form and financial sources. For example, Young
(2014, 2017) states that the form of social enterprise
influences its ability to attract certain types of financial
resource. In a similar vein, Addae (2018) contends that the
unique roles are associated with the nonprofit and for-profit
form. With the former aiming at fulfilling social needs
while the latter aiming at responding to the market, such a
difference implies different financing availability.

Empirical research, mostly qualitative in nature, is
emerging to examine the relationship between revenue
source and organizational form. For example, Kittilak-
sanawong et al. (2012) argue that for-profit resource pro-
viders may prefer for-profit ventures over nonprofit ones
because they can retain profits and ownership in the former.
They further propose that social enterprises relying on a
more restricted non-commercial type of funding are more
likely to employ a nonprofit form, whereas social enter-
prises drawing from a less restricted commercial type of
funding incline to choose a for-profit form (Kittilaksana-
wong et al. 2012). In a comparative case analysis, Addae
(2018) observes that social enterprises with access to
equity financing choose a for-profit form because they are
either unwilling or lack the capacity to bear the financial
risk if they were to incorporate as nonprofits. By contrast,
social enterprises supported by startup capital that does not
require repayment employ the nonprofit form instead.
Child et al. (2015) find that an entrepreneur’s belief about
the types of resources available shapes the selection of the
organizational form. Sunley and Pinch (2012), however, do
not think such differences are always present because their
study does not find any evident relationships between the
organizational form of social enterprise and the use of
loans.
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Theoretical Framework and Hypotheses

The nonprofit and for-profit differences in financing are
perhaps best explained by benefits theory. Initially pro-
posed by Young (2007) as a finance theory about nonprofits
and later extended to explain the financing of social
enterprise (Young 2015, 2017), benefits theory argues that
the income portfolio of a social enterprise should corre-
spond with the types of services and benefits it confers
(Young 2017). Social enterprises provide services to ben-
efit various groups of constituents, and such benefits
include benefits to individual clients (i.e., private benefits),
benefits to a subgroup of society (i.e., group benefits),
benefits to society as a whole (i.e., public benefits), and
benefits to groups or institutions that supply resources and
expect return (i.e., exchange benefits) (Young 2007, 2017).
Because resource providers have different motives and
preferences, a social enterprise should pursue resource
providers whose interests align with particular types of
benefit it confers (Young 2017). In general, the theory
submits that private benefits correspond with earned
income from clients willing to pay for the goods and ser-
vices, group benefits correspond with philanthropic
resources from foundations and/or individuals interested in
helping the group, public benefits correspond with gov-
ernment support, and exchange benefits correspond with
institutions and individuals seeking return for their dona-
tions or investments (Young 2007, 2017).

Although without a mention of the role of organizational
form, benefits theory provides a theoretical framework
regarding the supply and the demand side to understand the
nonprofit and for-profit differences in financing. The sup-
ply side highlights social entrepreneurs’ perspectives of the
startup stage where they determine the funding sources for
their enterprises (Young 2017). Young (2015) states that
entrepreneurs are more likely to be successful in this stage
if “they can match the promised benefits of their ventures
with the interests of the sources of prospective capital” (p.
108). To this end, choice of the organizational form, mis-
sion, and provision of services and benefits, although pre-
dominantly determined by entrepreneurs’ primary interests,
are shaped by potential sources of capital and venture
opportunities (Young 2017). A for-profit form is preferred
if for-profit investors are the potential source of capital,
whereas a nonprofit form will be selected if philanthropic
funding is the most likely source (Young 2015). As such, it
is anticipated that nonprofit and for-profit social enterprises
have different startup funding sources.

Hypothesis 1 Nonprofit social enterprises differ from
their for-profit counterparts in sources of startup funding.
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The demand side depicts the congruence between rev-
enue sources and benefits beyond the startup stage. It
underlines the mission of a social enterprise as the touch-
stone that determines services and benefits it ought to
provide. This in turn influences the types of resource pro-
vider that a social enterprise should pursue (Young 2017).
Based on benefits theory, it is reasonable to expect that
nonprofit social enterprises, with the mission to benefit
more than one individual, rely more on philanthropic and
government funding sources in their financial portfolio.
For-profit social enterprises with a greater emphasis on
financial goals are likely to accrue private benefits to cus-
tomers through sales of goods and services, as such,
resulting in an income portfolio with greater dependence
on sales. Social enterprises that weigh financial and social
goals equally can produce private benefits as well as group
and/or public benefits, and likely generate a more balanced
financial portfolio with sources of revenue from sales and
philanthropic and government sources. Based on this, it is
speculated that for-profit social enterprises are more likely
to rely on commercial revenues such as sales, whereas
nonprofit social enterprises are more likely to rely on
philanthropic and government support.

Hypothesis 2 Nonprofit social enterprises differ from
their for-profit counterparts in sources of revenue.

Data and Methods
Data and Sample

Data used for this study are from an online survey of social
enterprises in the state of Illinois in 2016. Recognizing the
need to learn more about social enterprises, Forefront in
[linois, a statewide membership association for nonprofits,
grantmakers, public agencies, and advisors collaborated
with the Delta Institute, a Chicago-based nonprofit orga-
nization, to conduct this survey with the funding support
from the Dunham Fund.

The sampling framework included the member nonprofit
organizations of Forefront and over 100 social enterprises
in Illinois whose contact information was compiled by the
Delta Institute. Requests were sent to these organizations
inviting them to respond an online survey on Qualtrics.
Finally, 109 social enterprises participated in the survey.
All of them were started by nonprofit parent organizations.
The raw data have been made public, and the authors of the
current study accessed the data from Forefront’s website.

While missing data did not present a big problem in this
survey, it is observed that some organizations did not
respond to one or more questions. Since the organizational
form of social enterprise is a key variable for this study, we

searched for such information on the Internet and were able
to address some of the missing data for social enterprises
that did not report their legal status.

Survey Questionnaire

The survey questionnaire was developed by the Delta
Institute, with input from the Social Enterprise Initiative at
the University of Chicago. The questionnaire has two
sections. The first section contains 17 questions asking
about a social enterprise’s legal status, year founded,
number of employees, primary work areas, annual budget,
sources of startup funding, sources of revenue, etc. This
part collected mostly quantitative data which are later
made public. The second section has ten questions col-
lecting qualitative data about a social enterprise’s strategies
used that worked or not worked and plans for the future.
Data for the second part are kept confidential and are not
accessible by the researchers. Therefore, only the data from
the first part are examined for the current study.

Measures

Independent Variable The independent variable of this
study is the organizational form of a social enterprise,
namely nonprofit versus for-profit. Social enterprises clas-
sifying themselves as 501(c)3 or 501(c)4 organizations are
nonprofit organizations (coded as 1). For-profit social
enterprises (coded as 0) are structured in various legal
forms, including limited liability corporation (LLC), low-
profit limited liability corporation (L3C), foreign entity,
public benefit corporation, “C” corporation, “S” corpora-
tion, and programmatic initiative.

Dependent Variables Sources of startup funding and
sources of revenue are the two categories of dependent
variables closely examined. Sources of startup funding for
social enterprises include grant support to nonprofit parent,
grant support to social enterprise, program-related invest-
ment to NPO, program-related investment to social enter-
prise, endowment income, organizational unrestricted net
assets, angel investment, venture capital, line of credit, and
other. For each of these variables, a positive response is
recorded as 1; otherwise, it is recorded as 0.

Another dependent variable, sources of revenue, that a
social enterprise has collected over lifetime include
endowment, foundation grants, government grants, gov-
ernment contracts, fee for service, sale of goods, sale of
services, individual donor, corporate donor, board member
donor, and other. Likewise, for each of these variables, a
positive response is recorded as 1; otherwise it is recorded
as 0.

Sources of startup funding and revenue will be exam-
ined individually and in aggregation by two count variables

@ Springer
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created to indicate how many types of startup funding and
revenue, respectively, are used by a social enterprise. A
higher value of the count variables indicates greater
diversity in the startup funding or revenue of a social
enterprise. Given that some revenues are similar in nature
they are combined into one category in multivariate anal-
ysis. For example, if a social enterprise has collected rev-
enues from individuals and/or corporations and or board
members, then the variable of donor revenues is code as 1
and otherwise 0. Similarly, the variable of revenues from
sales is coded as 1 if a social enterprise has had revenues
from government contracts and/or fee for service and/or
sale of goods and services, and otherwise 0.

Control Variables Other characteristics of social enter-
prise, including years of operation (as of 2015) and the
annual budget size (in 2015) are used as control variables.
The annual budget size is broken down to a list of six levels
for participating social enterprises to choose from.

Analysis

Analysis first focuses on describing social enterprises’
characteristics. Descriptive analysis is conducted on the
full sample as well as the nonprofit and for-profit sub-
samples. Then, sources of startup funding and sources of
revenue of social enterprises are examined closely in the
full sample and compared between the two subsamples.
Given the high skewness of some variables, such as years
of operation and number of employees, the median is
reported.

Logistic regression is conducted to test Hypothesis 1. It
examines whether nonprofit social enterprises differ from
those for-profit counterparts in their sources of startup
funding, controlling for years of operation and the size
(indicated by the annual budget size) of the organization. A
similar model is used to test Hypothesis 2, with the addi-
tion of two more variables indicating sources of startup
funding as grant dependency might be present (Sunley and
Pinch 2012). Given the small sample size, results with a
significance level slightly higher than the conventional
standard of .05 are also reported and examined. All the
analyses are conducted using IBM SPSS.

Results and Discussion

Sample Characteristics

The sample consists of 86 nonprofit social enterprises and
23 for-profit enterprises (Table 1). Most are young, with a
median 12 years of operation as of 2015. The median

number of employees, full-time and part-time, is six and
two, respectively, indicating that social enterprises are
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small in size. The small scale of social enterprises is also
indicated by the annual budget size and sales size. Over a
quarter of the social enterprises in the sample have a budget
size below $100 k, and more than half make less than
$100 k in sales, the lowest level on the scale for the
variable.

Social enterprises work in one or more areas of arts,
culture, humanities, education, environment, health care,
food, agriculture, and nutrition, housing and shelter, youth
development, human services, civil rights, social actions,
advocacy, community improvement and capacity building,
etc. The majority (79.6%) work in two or more areas.

Comparisons of nonprofit versus for-profit social enter-
prises reveal that for-profit social enterprises are younger
and smaller than their nonprofit counterparts. The median
years of operation for for-profit social enterprises are
4 years, far less than that (14 years) for nonprofit social
enterprises (p < .01). For-profit social enterprises have
fewer employees (p < .01 and p < .10), with the median
full-time and part-time employees being two and zero,
respectively, compared to six and two for nonprofit social
enterprises. The percentage of for-profit social enterprises
that have an annual budget size and/or sales below $100 k
(52.2% and 71.4%, respectively) is far greater than that in
nonprofit  social enterprises (17.5% and 43.4%,
respectively).

In summary, for-profit social enterprises are relatively
new and small in scale. Their nonprofit counterparts are
larger and longer-established. This may indicate that social
enterprise is approached by nonprofits and for-profits dif-
ferently. Small nonprofits are largely limited by its capacity
in developing social enterprise, whereas large nonprofits,
which are usually those long established, are more likely to
have the capacity and resources needed to develop social
enterprise. For-profit social enterprises, however, do not
seem to be constrained by these factors.

Sources of Startup Funding

Various sources of funding are used to start up social
enterprises (Table 2). On average, about two types of
funding are used to start up a social enterprise. Among the
various sources of funding, grant support to the parent
organization and grant support to the social enterprise are
the most common types. About one fourth of the social
enterprises (25.7%) were started with grant support to their
parent organizations, and nearly one fourth of the social
enterprises were started with grant support directly pro-
vided to them (23.9%). Since few social enterprises
received both grant support to self and the parent organi-
zation, this means nearly half of the social enterprises
obtained grant support for startup, making it the most
important source of startup funding for social enterprises.
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Table 1 Characteristics of social enterprises in the sample

Variable Full sample (n = 109) Nonprofit social enterprises (n = 86) For-profit social enterprises (n = 23)
Years of operation** (median) 12 14 4
Number of work/service areas (%)
1 20.4 18.8 26.1
2 17.6 17.6 17.4
3 23.1 23.5 21.7
4 14.8 15.3 13.0
5 24.1 24.7 21.7
Number of employees (median)
Full-time* 2
Part-time* 0
Annual budget size ($)** (%)
1-99 k 26.7 17.5 522
100 k-249,999 17.4 19.0 13.0
250 k—499,999 12.8 11.1 174
500 k-749,999 9.3 12.7 0
750 k-999,999 9.3 9.5 8.7
1 million or more 24.5 30.2 8.6
Annual sales ($)** (%)
1-99 k 514 434 71.4
100 k-249,999 8.1 9.4 4.8
250 k-499,999 9.5 7.5 14.3
500 k-749,999 4.1 5.7 0
750 k-999,999 54 5.7 4.8
1 million or more 21.7 28.3 4.8

Significant difference between nonprofit and for-profit social enterprises at **p < .01, *p < .05, °p < .10

Organizational unrestricted net assets, referring to assets
donated to nonprofit organizations that are not subject to
use restrictions, are another primary source of startup
funding (23.9%). This is not surprising because these assets
can be used for any purpose that a social enterprise sees
appropriate to achieve its mission. Program-related
investment to parent organization (9.2%) or social enter-
prise (5.5%) is another primary source of startup funding. It
is not uncommon that social enterprises also use endow-
ment income, angel investment, venture capital, and line
credit for startup.

The mean number of startup funding types does not
seem to differ much between nonprofit social enterprises
(1.55) and for-profit social enterprises (1.64). There are two
types of grant support, one for the parent organization, and
the other for the social enterprise directly (without a parent
organization). Interestingly, for-profit social enterprises
(43.5%) are twice more likely than their nonprofit coun-
terparts (20.9%) to receive grant support to a parent
organization as startup funding. But nonprofit social
enterprises (26%) are twice more likely than their for-profit
counterparts (13%) to receive direct grant support. For-

profit social enterprises have relatively higher percentages
of startup funding from organizational unrestricted net
assets (34.8%), angel investment (8.7%), and line of credit
(8.7%) than nonprofits. Because program-related invest-
ments (PRIs) are accessible for not only nonprofits but also
hybrid organizations in for-profit forms (Battilana et al.
2012), not surprisingly, nonprofit and for-profit social
enterprises in the sample have similar percentages of
startup funding from PRIs.

Sources of Revenue

While social enterprise is expected to be financially sus-
tainable through making a profit, a substantial proportion of
the sample still have foundation grants (57.8%) and gov-
ernment grants (34.9%) as their primary sources of rev-
enue. This finding is consistent with the study by Sunley
and Pinch (2012). In addition, more than one fifth receive
donations from individuals, corporations, and board
member donations. Another primary source of revenues is
through sales, broadly including government contracts
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Table 2 Comparisons of sources of startup funding and revenues®

Variable Full sample Nonprofit social enterprises For-profit social enterprises
(n =109) (n = 86) (n =23)

Sources of startup funding (%)

Grant support to parent organization 25.7 20.9 43.5

Grant support to social enterprise 23.9 26.7 13

Program-related investment to parent 9.2 9.3 8.7

organization
Program-related investment to social 55 5.8 43
enterprise

Endowment income 9 1.2 0

Organizational unrestricted net assets 239 20.9 34.8

Angel investment 6.4 5.8 8.7

Venture capital 9 1.2 0

Line of credit 3.7 23 8.7

Other 25.7 233 34.8
Sources of revenue (%)

Endowment 13.8 16.3 4.3

Foundation grants 57.8 59.3 52.2

Government grants 349 38.4 21.7

Government contracts 12.8 14 8.7

Fee for service 33 33.7 304

Sale of goods 23.9 25.6 17.4

Sale of services 32.1 26.7 52.2

Individual donor 22.9 23.3 21.7

Corporate donor 3.7 4.7 0

Board member donor 9 1.2 0

Other 3.7 1.2 13
Number of types of startup funding (Mean (SD)) 1.57 (.9) 1.55 (.88) 1.64 (.95)
Number of types of revenues (Mean (SD))* 3.11 (1.58) 3.33 (1.61) 2.43 (1.33)

A social enterprise may have multiple sources of startup funding and revenues

*Significant difference between nonprofit and for-profit social enterprises at .05

(12.8%), fee for service (33%), selling goods (23.9%) or
services (32.1%).

Comparison of sources of revenue between nonprofit
versus for-profit social enterprises does not reveal much
difference except for sale of services. It appears that for-
profit social enterprises (52.2%) are twice as likely as
nonprofit social enterprises (26.7%) to have revenues from
sale of services. In addition, revenues collected by non-
profit social enterprises show more diversity than their for-
profit counterparts, with the mean number of revenue types
being 3.33 for the former and 2.43 for the latter (p < .05).

Results of Logistic Regression
Sources of Startup Funding Logistic regression was run to

see if the organizational form of a social enterprise is
associated with the type of the startup funding, controlling
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for years of operation and annual budget size. Results are
given in Table 3. There does not appear to be any consis-
tent pattern across the analyses. However, two findings
showing the significant role of grant support to parent
organizations and to social enterprise are worth noting.
First, grant support to parent organization is negatively
associated with the nonprofit form (p < .01). Given that all
social enterprises surveyed in this study were established
by nonprofit parent organizations, this finding indicates that
the parent organization is more likely to establish a for-
profit social enterprise when it has secured grant support to
fund such venture. Second, grant support directly to social
enterprise is positively associated with the nonprofit form
(p < .05). This indicates that the parent organization is
more likely to establish a nonprofit social enterprise, when
there is grant support directly to the social enterprise
startup.
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Table 3 Logistic regression of sources of startup funding

Dependent variables: sources of startup funding

Variable

Venture Line of Other
credit

capital

Organizational Angel

Endowment
income

Program-related

Grant support to  Program-related

social enterprise

Grant support to

parent

investment

unrestricted net

assets

investment to social

enterprise

investment to parent

organization

organization

34

— 1.40

.61 17.74

— 92

.84 49.05

— .28

1.53%

— 1.39%

Nonprofit versus

for-profit (ref.
group)

.00

12
53°

31

.01

.00

— 10.73

42.92

—.02
— .05

.01

.00

.00
.09

Years of operation

— .09*

.53

12

.06

13

—.18°

Annual budget

size

— 4.15% — 53
.68
77

5.95°
77

— 3.42%
2.35
77

— 3.07%*
1.05
77

— 1.39%
2.34
77

— 193.82

6.86"
77

— 1.84%

1.04
77

— 277
1.66
77

21

— 171
5.08
77

Constant

6.12°
77

Model X>

Regression coefficients are reported in the table
#xp < 01, *p < .05, p < .10, °p < .15

These two findings seem to suggest that when grant
support is available for starting up a social enterprise,
choice of organizational form varies depending on whether
such grant support is for the parent organization or the
social enterprise itself. Nonprofit and for-profit differences
are not observed in other sources of startup funding,
including PRIs, endowment, organizational unrestricted net
assets, angel investment, venture capital, and line of credit.
Overall, Hypothesis 1 is not supported by the data.

Sources of Revenue Logistic regression is run with each
dependent variable indicating a source of revenues as the
dependent variable (Table 4). Four out of five models are
statistically significant (p < .05). Among these, the orga-
nizational form of a social enterprise is significant across
three models. Specifically, nonprofit social enterprises are
more likely than their for-profit counterparts to have
foundation grants (p < .05) and government grants
(p < .05) as their sources of revenue, whereas they are less
likely than their for-profit counterparts to have revenues
from sales (p < .10). The findings are consistent with our
expectations that nonprofit social enterprises are more
likely to depend on philanthropic and government support,
whereas for-profit social enterprises tend to rely more on
sales revenue. Although social enterprise is often concep-
tualized as more of similarity in terms of a unity of social
mission and financial sustainability, as far as the financial
aspect is concerned, social enterprise may exhibit more
differences than similarities, just as those differences as we
understand between nonprofits and for-profits. Such cate-
gorical differences may not be surprising, but it may sug-
gest different financial strategies be considered for a social
enterprise, depending on whether it is a nonprofit or a for-
profit, in order to achieve financial sustainability.

Conclusions

This study examines if social enterprises differ in their
sources of startup funding and sources of revenue on the
basis of the organizational form, namely nonprofit versus
for-profit. We draw on benefits theory to formulate the
hypotheses as it well-explains the connection between
revenue sources and the mission as well as the nature of
services and benefits of a nonprofit. We extend the theory
by positing that the organizational form plays an important
role in shaping organizational mission and services, and
thereby influence a social enterprise’s sources of startup
funding and sources of revenue.

The results show that nonprofit social enterprises do not
significantly differ from their for-profit counterparts in
sources of startup funding. While this might be due to the
small sample of the study, another possibility is that social
enterprises may not be constrained by their organizational
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Table 4 Logistic regression of sources of revenue

Variables Dependent variables: sources of revenue

Endowment Foundation grants Government grants Donor Sales
Nonprofit versus for-profit (ref. group) 19.36 1.50* 1.71* 1.17° — 1.37%
Years of operation .02% — .01 .01 .00 — .04*
Annual budget size .07 .16 .06 — .06 94k
Grant support to parent organization for startup 43 1.70% 88° 57 — .34
Grant support directly to SE for startup .66 1.74%* 41 — .16 25
Constant — 21.87%* — 1.18 — 243 — .66 13°
Model X* 15.15%* 17.58%* 12.70%* 2.90 26.61%%%*
N 77 77 77 77 77

Regression coefficients are reported in the table
#rkp < 001, #*p < .01, *p < .05, *p < .10, °p < .15

form as predicted in terms of the use of various types of
startup funding. We also find that the types of revenue
collected by social enterprises differ significantly depend-
ing on whether it is a nonprofit or for-profit. Nonprofit
social enterprises are more likely to rely on foundation
grants and government grants as their primary sources of
revenue, while for-profit social enterprises are more likely
than their nonprofit counterparts to rely on revenues
through sales. In other words, although nonprofit and for-
profit social enterprises may not differ much in sources of
startup funding, when moving beyond the startup stage,
they are gravitated toward resources that are more aligned
with their respective organizational form and identity.
Social enterprises, as a unique form of organizations that
cross the sector line to advance social and financial mis-
sions, may finally come to realization of the inherent dis-
tinction based on the organizational form even though such
distinction may be merely nominal at the startup.

This study has several limitations. First, the measure of
sources of revenue reflects the revenues collected by a
social enterprise over lifetime, which may result in an over
estimation of current revenues in form of foundation grants
and government grants for the social enterprises in the
study sample. It is possible that social enterprise depends
more on foundation grants and government grants for
revenues in its beginning years and gradually switches to
revenues through sales. This dynamics, however, can by no
means be captured by the cross-sectional survey data. Se-
cond, we use a statistical model to compare nonprofit
versus for-profit social enterprises in terms of financial
aspects including sources of startup funding. While this
makes intuitive sense, it could be problematic because of
an unintentional retrospective. In reality, the type of startup
funding is likely to be among a bundle of factors leading to
a decision of the organizational form of a social enterprise,
not vice versa. Third, the study approaches the
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organizational form of social enterprise by aggregating for-
profit social enterprises in various forms in one category.
This aggregation, while lending convenience to the study,
could mask the variation in the legal form that for-profit
social enterprises take on in the real world. For example, a
hybrid form, such as the L3C form, may differ from the
nonprofit form or the for-profit form, but this is not
reflected in the study. Lastly, but not the least importantly,
this study is limited by the small sample in only one state
of the USA, and the data accrued on only a few charac-
teristics of social enterprises. Therefore, the results about
the financial status of social enterprises (for-profit and
nonprofit) are not conclusive. More specific data from a
larger sample of social enterprises will undoubtedly
strengthen the research in this area.

As one of the first efforts that use survey data to probe
into the financial aspect of social enterprise, this study by
no means considers the above findings conclusive. Rather,
it sheds some light into the financing of social enterprise
and invites more empirical research on this topic. As is
stated by Young (2014), the relationship between finances
and the form of social enterprise is far from perfect;
therefore, future research is necessary toward a richer
understanding of the relationship and interaction between
the two. Future research may also consider a wider range of
factors, including not only organizational form, but also
area of service, mission achievement and external envi-
ronmental factors. Also, the study considers social enter-
prise a facet of financing and revenue production spanning
across the nonprofit and profit sector boundaries (Mendel
2019), but a broader and more productive perspective
grounded in public, private, and nonprofit institutions may
be considered in future research. Indeed, drawing financial
and nonfinancial resources from all the sectors to advance
the common good, social enterprise reflects a mix of
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practices found in all three sectors (Sullivan Mort et al.
2003).
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