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| ecutive Summary

The nonprofit organizaton La Morada operates in Santiago, Chile as a center for
advancing women’s rights. Established in the mid-nineties, one important division
of La Morada is a psychological treatinent Clinic for low-income women, many of
them victims of domestic violence, During its early years of operation, the Clinic
had become heavily reliant on donor funding. This funding began to dry up
toward the end of the decade, and the Chinic increasingly found it difficult to
make ends meet. The revenue and donor support the organization did receive
was not enough to cover operating expenses. During this time, La Morada was
undergoing significant personnel changes that only made this difficult situation
all the more challenging.

La Morada solicited the help of the Nonprofit Enterprise and Self-sustainability
Team (NESsT), an international nonprofit organization that works to strengthen
the linancial sustainability and mission impact of nonprofit organizations. Wi
NESsT's guidance and support, La Morada began the process of preparing a- d
transforming the Clinic into a full4ledged social enterprise.! The organization
traditionally provided psychological therapy services at no cost to its low-income
patients, while the social enterprise would involve expanding this service to higher
income clients and charging fees to all clients based on a sliding scale. The
management, strategy, and culture of the organization needed a transformation in
order to successfully apply the knowledge and expertise that NESsT was
providing. The Clinic went through wwo executive directors working with NESsT
before a business plan was finally corapleted.

La Morada discovered that the push for change brought on by the social
enterprise launch came primarily from the leadership who encouraged the staff
and other stakeholders that the mission of the organization would not be
compromised with a social enterprise initiative. It was imperative to obtain staff
buy-in, as they were concerned that the husiness model might weaken the mission-
focus of La Morada, During the business plan development process, La Moracla
hired an executive director who was able to bring about the cultural change that
the Clinic needed to implement the sacial enterprise. The executive direclor
emphasized to the staff that charging the low-income clients woukl not be
unethical and that there would be minimal client resistance. The new director was
able to motivate the staff and encourage them that the business model would in
fact further the mission of the Clinic. Additionally, this leader was able to apply
controls and procedures that the Clinic was lacking in order to run an efficient
organization. The tools and guidance provided by NESST during this
transformation were also critical in ensuring its success.

This case study analyzes the challenges that existed at La Morada prior and
during the implementation of the social enterprise and the internal changes that
were required in order to successfully launch the enterprise. Additionally, this
case study evaluates La Morada’s relationship with NESsT and the role thar the
NESsT Venture Fund played in this transformational process. Finally,
management and cultural lessons-learned are highlighted for nonprofits that are
thinking of engaging in a social enterprise initiative,
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Section A. Background

A1, Country Overview

Chile has experienced a wide range of political movements and pressures
throughout its history. It was colonized in the sixteenth century by the Spanish
conquistador Pedro de Valdivia, creating violent conflict between the indigenous
habitants und the colonizing forces. Spain controlled Chile for several centuries
until Spanish power was rocked by Napoleon Bonaparte's forceful usurpation of
the Spanish throne. This change in power led to a nearly decade-long battle for
independence from Spain, which was finally declared in 1818, The nineteenth
century ushered in a period of a weak democracy, with frequent political
struggles, culminating in a civil war in 1891.2

Coming into the twentieth century, a political tug of war grew between
conservatives and leftists. After @ narrowly won election of 4 Marxist president in
1970, Chile became highly polarized as the soctalist government began an
expansive program of applying socialist principles to economic policies, including
price-fixing. In 1973, the Marxist government was overtaken by the Chilean
General, Augusto Pinochet, in a military coup. For seventeen years, the Pinochet
dictatorship controlled Chile, secretly kidnapping key political figures, torturing
and executing thousands of dissidents, and committing numerous other human
rights abuses.

The regime also overturned the Marxist economic reforms. Influenced by
University of Chicago economic professors, Pinochet’s economic advisors
introduced a radical program of privatization, including cutting tarifls and
government welfare. The Pinochet dictatorship began to weaken in the mid-
eighties as in-fighting increased and relations with neighboring countries grew
strained. Democracy was restored to Chile in 1990 after a narrowly won
democratic election. Chile has since then experienced strong economic and
poiitical growth.”

A.2. Nonprofit Sector in Chile

There were few nonprolit sector organizations in Chile prior to the 1960s. Mainly
{fueled by the human rights abuses of Pinochet, the number of civil society
organizations (CSOs)* exploded in the seventies and eighties. There was a
significant need for support services atter the Chilean government slashed welfare
programs. These organizalions mainly emphasized meeting basic human needs
{poverty reduction, human rights, education}. The CSOs struggled in their
infancy, as they were often ill-equipped and not well-mobilized. There was
however, a reasonable amount of foreign investments and aid packages that was
available to (8Os, As the social conditions improved in the nineties, C8Os began
offering expanded programs that addressed indigenous rights, the environment,
and drug addiction.® It was also during this time that CSOs began Lo speak up
about government policy changes toward the nonprofit sector. One major case
tor reform was the lack of transparency in the central government, For example,
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the government often took up to six months to gran
status, but could easily take it away with little orno e

Within the past ten years, the central government has begun o introduce policy
reform, but there is still much room for improvement. Nonprofits with a direct
service or welfare mission have been granted a tax exemption from income tax.
However, only a limited number of C8Os have been granted this exemption, In
general, “community-based CSOs and those that work in areas such as human
rights or the environment™” are not included in this tax break.

The nonprofit sector in Chile is growing and a recent study cites a total of 83,336
civil society organizations in the country. in terms of emplovment, the sector
accounts for 300,000 sataried jobs and more then 350,000 volunteers in 2006. ®
Another study suggests that the sector employs 4.89% of the totally economically
active population, which encompasses 160,259 full-time salaried jobs and 143,624
full-time volunteers. This same study indicates that the relative size of the sector
can be demonstrated in terins of expenditures, whereby nonprofit organizations
encompass 1.5% of GDP.’

Since the stabilization of the Chilean economy in the late 1980s and the
subsequent improvement of the political environment, the amount of foreign aid
to Chile has dropped significantly. The improved socio-ecconomic conditions in
Chile have prompted foreign donors to move on to countries in more need of
assistance. International donations provided much of the nonprofit sector
funding during the Pinochet dictatorship, but the withdrawal of this funding has
left CSOs either searching for new funding sources or having to trim down their
existing programs. In order to continue to exist in the future, Chilean CSOs need
to find new ways to fund their social change activities.

A.3. Self-financing and Social Enterprise!®

The terms “self-financing activities,” "social enterprise activities,” and simply
“enterprise activities” are used to refer to various CSO revenue-generating
strategies. Sel-financing activitics include fees for services, product sales, use of
hard assets, use of solt assets, membership dues, and investment dividends and
are used by CC5Os to generate revenues to supplement external donor funding.
The terms “social entrepreneur” and “social enterprise” have been used in a
range of contexts and may refer to individuals or entities that pursue social
change through earned income or business activities or simply to individuals or
entities that use innovative methods to advance social change but that are not
necessarily generating revenues, In is work, NESsT uses the former definition of
social enterprise, bul specifies that a social enterprise is a planned activity that has
a high potential for advancing social change and generating untied revenues for
the organization,

Table I summarizes the different selffinancing strategies for eaming income. In
the case of La Morada, the organization has adopted the “Fees for Service”
model. It is important to remember, however, that no one self-financing or social
enterprise strategy is the “right” model, Each model has its place, The
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applicability ol each is context-specific and sometimes more than one model can
he used.

:E;ble |: Types of Self-financing Strategies

Fees for services: contracting work for paying dlients in the public or private sector {2.q.,
providing consultation services to businesses or local government).

Product safes: selling the products of a project (e.g., bocks or pubiications), reselling
products le.g., in-kind donated items) at & marked-up price, or producing and selling new
products fe.g., T-shirts, handicrafts).

Use of "hard” assets: renting out real estate, equipment, or other physical resources when
not in use for mission-related activities.

Use of “soft” assets: generating income from patents through licensing agreements or by
endorsing products with the C5C name or reputation.

Membership dues: raising income by collecting dues from members or constituents of the
organization in exchange for some product, service, or other benefit {e.g., a newsietter, a
magazine, or discounts on CSO products or services).

Investment dividends: earning income from investments either passively, through interest
from savings accounts or mutual funds, or actively, by trading on the stock market or
engaging i debt swaps.

Token from Lee Davis, Nicole Etchart, Brian Milder and Cecilia Jara, Risky Business: The Impacts of
Merging Mission and Market, NESsT, Santiago, 2003, page 22.

Moreover, the business that the nonprotit engages in does not necessarily need to
be central to the organization’s mission. See Table Il for a spectrum of product or
service /customer relevance to organizatonal mission.

Table ll: Spectrum of NGO Self-Financing Activities

<RELATED TO NGO Mission UNRELATED TO NGO Mission>
Existing New Existing New
Product/Service Product/Service Product/Servi .
Existing ) Existing ce New Product/Service
New Customers
Customers Customers Customers
Earned income New Extension of the | New
- - | directly from products/services mission-related | product/service 1o
. the NGO’ program | offered to the activities of the | new paying
- | activities existing NGC NGO to new customers
constituents paying clients {unrelated/ ancitlary
business activities)
Example: Example: Example: Exampie:
Environmentat Environmental Environmental Environmental
. . Education NGO Education NGO tducation NGO | Education NGO
. N charges fees for its opens vegetarian offers cleaner opens Internet
educational seminars | restaurant and technology website design
and charges for its environmental seminars/ studio
; publications products shop consulting fo
businesses
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Santiago, 2002, p. 20.

Centro de Analisis de
Politicas Piblicas de la
Universidad de Chile,
fulio, 2001,

A.3.1. Legal and Regulatory Environment for Self-financing
and Social Enterprise

In Chile, the legal and tax environment provides minimal benefits for nonprofit
organizations. As previously mentioned, welfare institutions are provided a tax
exemption from income tax. This is the only exception. Those nonprofits that are
not direct service or welfare organizations are subject o the same taxes as for-
profit organizations: a flat 17% income tax and a value-added tax (VAT) of 19%
on goods and services (sales tax). All commercial activities {term for self-financing
used in Chilean law), including those belonging to nonprofits or CSOs, are
required to pay a provisional monthly payment (PMP) based on the expected
annual income. Since many CSOs have low levels of ¢ /mmercial activity, most of
the PMP is returned at the end of the year. The VAT -sugh, is charged to all
business activity, even income tax exempted welfare institutions. For example, a
soup kitchen is required to pay VAT on the food it purchases, even though it is
“then distributed free of charge to its clients.'’ In short, the Chilean government
offers minimal benefits in the way of tax benefits to promote the development of
civil society. There are, however, no restrictions that prevent a nonprofit from
selling products or services within this tax environment,

A.4. Domestic Violence in Chile

La Morada’s social enterprise directly addresses domestic violence, a prevalent
and serious problem in Chile with multiple repercussions on the well-being of
women and children and overall society.

Violence against women and intra-family violence generates tremendous human,
social and economic costs. In Chile, 50.3% of women have been victims of
domestic violence inflicted by their partners at some point in their lives. This
constitutes over half of the [emale population that it r has been married; of
which 16% have experienced psychological violenice ¢ 1d 34% physical or sexual
abuse. Based on this research, it has also been = ~bli 1ed that 14.9% of Chilean
womern in partner relationships have been victir s 0. :xual violence.'*

In Chile, seven out of ten boys and girls experience physical or psychological
abuse {rom their parents. Only 26.4% ol boys and girls are spared violence ol any
type. 73.6% are victims of some type of violence, and 25.4% experience serious
physical abuse with severe dangerous implications for the child (UNICEF, 2000).
An alarming situation arises when one considers the rate of children that witness
violence between their parents. In addition, data shows that there are 20,000 cases
of sexual abuse per year in Chile, 90% of which occur to minors between the ages
of b and 14 (Sernam, 1992). This same study indicates that in 75% of the cases,
the person who inflicts the abuse is someone that is related to — or known by - the
victim,

The costs of domestic violence for Chile represent a tremendous obstacle to the
country’s development. A comparative study of Chile and Nicaragua conducted by
the Inter-American Development Bank (Morrison and Orlando, 1997),
demonstrates the etfects of violence on the income of working women, The
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results show that women who are in sitnations of domestic violence receive wages
that are greatly inferior 1o those received by women who are not in these
situations. Depending on the type of violence experienced, the percentage of
salary received by the wormen who are victims of violence is 40-64% of the income
received hy women who are not victims of abuse,

Another aspect that was measured in the study is the elfects of domestic violence
on the school performance of children - ages seven to sixieen - of women who are
victims of this violence. In Santiago, parents in homes with domestic violence are
notified in larger proportions that their children are having academic problems.
The major differentiating factor in terms of academic performance is lack of
discipline. Regardless of the type ol domestic viclence being experienced,
children from homes with violence tend o have discipline problems in school in
much greater proportions: between 33% and 40%, in comparison to 13% to 21%
for those children who come from homes with no domestic violence (Morrison
and Orlando, 1997).

In its 1993 Development Report, the World Bank estimates that mine million years
of healthy life are lost every year worldwide due to rape and domestic violence,
representing 5% of years of healthy life among women of reproductive age in
developing countries. Mortality rates among women due 10 intra-family violence is
worsened by fatalities stemimning from homicide and suicide, and morbidity rates
increase due to injuries, partial or total disability, as well as various nedical
profiles such as depression, anxiety, post traumatic stress, nutrition, drug abuse,
and sexual and personality disorders.

There are various life-long consequences in the case of abused children as well,
The exact profile of these consequences depends on individual characteristics,
the social and family contexts, and the nature of the abuse. Nevertheless,
common results are fatalities from homicides or suicides and morbidity from
injuries, partial or total disability, and other symptoms including anxiety, and/or
those that are depressive and/or behavioral in nature. Abuse of children can
result not only in these symptoms, but can transform into severe developmental
disorders.

Other international data demonstrate that 50% of incarcerated individuals have a
history of domestic abuse during childhood, which confirms the important
relationship between intra-family violence during childhood and the
development of social transgression and crime.

The monetary and non-monetary costs of gender and family viclence, like those
associated with the demand for health, police and judicial services, could also be
considered. Domestic violence creates social expenses associated with the decline
in the productivity of working women and men - areas where no studies have yet
been conducted but that would allow for a more precise accounting of the full
impact of domestic violence,
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La Morada’s offices are
located in an inviting
colonial-style house in
Santiago.

Section B. La Morada

B.1. History, Mission and Objectives

I.a Morada was formed in 1983 by a group of wornen in Santiago, Chile as a
center for feminist thinking and action. Their goal was to promote the feminist
movement, including gender rights. In a strongly patriarchic country, La Morada
15 committed to reducing domestic violence and workplace discrimination while
also promoting public policies that benefit low-income women. La Morada is one
of the pioneer women’s rights groups in Chile and is well-known for its strong
impact within Metropolitan Santiago. La Morada is dedicated to promoting and
developing a civil society that fully respects women. T e organization
accomplishes this mission through the following obj  ives: ‘

- To question patriarchal power relationships
- To establish a non-discriminatory environment for women
- To develop the financial means of women and the community

La Morada operates several programs to further its mission. It is organized into

three main divisions: RadioTierra (an AM radio siation), a citizenship/human

rights division, and a psychological treatment center. . s La Morada became better
known in the con nunity, woman began
showing up at tf - "house” (an affectionate
name the staff calls the purple colonial style
“casona” which houses their offices) looking
for psychological help. The staft’ —trained
professional psychologists—, were sympathetic
and began to respond to this demand for
psychological suppeort.

AsLa Mor: 1 cor inued to see a rising
demand fo. . [ ..ological services, the
organization decided to officially open a
psychological therapy Clinic (El Centro
Clinico y de Investigacidén) in 1994, The
organization saw this program as a strong
extension of its mission, a place where abused
women are provided counseling and
psychelogical therapeutic treatment. La Morada also realized the potential of the
psychological treatment o resolve the problem of violence and discrimination.
Alongside the therapy, La Morada also began to disser inate {indings from their
practical work through publications, serminars and presentations; and to advocate
on behalf of women's rights and health issues.

La Morada is registered as a nonprofit organization in Chile. As such, it is required
to have certain oversight and structure. Overseeing La Morada is a Board of
Directors and a general assembly. The general assembly is made up of 38 members
that are responsible for evaluating and approving the budget. Every two years the
general assembly elects five individuals to the Board of Directors. The directors are
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the political organ of the institution and are responsible for creating the budget
and implementing the strategies of the organization. They are also responsible for
managing the day-to<lay operations of La Morada and making decisions related to
organizational structure. The direclors oversee the three divisions of La Morada.
(See Appendix 1 for an organizational chart of La Morada.)

Today, the Clinic, informally called “El Centro de Salud” by staff and patients,
operates with a very limited number of stafl. There is a director. ten psychologists,
four psychologists in training, and a secretary. Only the secretary is a full-time
stalf member. The Director has a half<time position, and the psychologists and the
students are employed on a part-lime hasis. The students are not paid for their 10
mouths of service. However, the Clinic receives funding from the university
(University Diego Portales) for the internship as reimbursement for the training
the interns receive,

B.2. Social Enterprise Development and Operations in the Clinic

L.a Morada’s funcding sources have changed over its history. During the Pinochet
regime, l.a Morada was able to secure international denor funding easily. With
the fall of the Pinochet regime in 1989, this international assistance slowly began
to leave the country and La Morada was forced to start searching for allernative
funding sources. In 2002, La Morada recruited the help of NESST. NESsT
operates the NESsT Venture Fund (NVF), a venture philanthropy fund!® which
provides hoth technical and financial assistance (on a case by case basis) to CSOs
in Latin America and Central Europe to plan, launch, and implement their social
enlerprises.

The NVF is designed to demonstrate that:

- CS80s can strengthen their organizational sustainability and mission impact
through social enterprise,

- Through a careful and well-planned enterprise development process, GSOs
can reduce the risks of social enterprise and increase their chances of
SUCCESS,

- Funders can play an important role in supporting CSO financial
sustainability.

NESsT uses the experiences and lessons of the NVF portfolic members o drive
the development of the field by providing role models, replicable case studies and
best practices. The social enterprise process consists of two distinct, sequential
stages:

Stage 1: NVF Early Stage Porifolio (feasibility of the social enterprise idea)

During five to seven months of intense cooperative work, NESsT provides on-
going technical assistance and consulting advice to guide CSOs through the
evaluation of their prospective social enterprises. The amount of assistance
provided is equivalent to approximately 30 full-time workdays. CSOs are provided
with tools and training in organizational reacliness for social enterprise, business
plan development and sustainability planning. This assistance both helps to
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14 A network of businesses
and business
professionals who
donate their time to
support the NESST
Venture Fund portfaolio.
They also, in some
instances, make
investments in portfolio
organizations for a social
return.

The staff of La Morada and
NESST meet with members of
the Business Advisory
Network to review the
business plan.

professionalize the C50, and to evaluate the feasibility of the proposed
enterprise. Each step in the process builds upon the previous one to deepen the
level of analysis culminating with the development of a business plan. C50s are
assessed at the end of each stage to determine if they will advance to the next and
are expected to take the initiative to push through the entire process.

Stage 2: NVF Later Stage Portfolio (launch and implementation of the social enferprise)

Organizations that are selected to join the NVF later stage portfolio receive
tailored multi-year (three to five years) support combining strategic, managertal,
and financial support from NESsT and its collaborating team of business experts
and partner institutions. NESsT’s Enterprise Development Manager is assigned to
work closely with the supported organization. The amount of technical and
financial assistance provided by the NVF to later stage portfolio varies according
to the needs of each organization and depends on the levels of human and
financial resources available to NESsT each year, but tend to average 30 full-time
workdays per year. Typical amounts of financial support range from USD 1,000-
10,000 (EUR 800-8,000}, with an average of USD 5,000 (EUR 4,000). NESsT
works with each portfolio organization to ensure that it meets the enterprise
development, social change impact, institutional development and financial
sustainability goals established in the planning process. Over the period of time
that CSOs are in the NVF, portfolio members develop the ability to operate their
enterprises independently and in a sustainable manner.

At both early and later stages, NESsT is assisted by its Business
Advisory Network members,'* who offer their knowledge and
skills on a pro bono basis to members of the NVE,

With the help of NESsT, La Morada went through the sociai

enterprise development process from 2002 — 2003 and devised

a husiness plan for the psychological treatment Clinic.

Although the Clinic only accounted for 5% of the overall

operating budget of La Morada at that time, it was deemed by

the organization's Board to be most in need of NESsT's
support. In the early vears, the Center had offered its services at no cost, and
most recently had begun to accept symbolic payments from some its clients. The
strong rising demand for the Clinic's psvchological treatment services indicated
that it would be possible to increase the number of clients and generate revenues
to cover the Clinic’s costs. The business plan expanded the Clinic’s target market
to include middle-class women who could atford to pay higher service fees and
thus offset the costs of the lower income clients. The plan indicated that through
a moderate growth strategy, the Clinic could break-even in year three of
operations while increasing both its lower and higher income clients, NESsT
helped La Morada in developing pricing, marketing and human resources
strategies that would help the Clinic to meet these projections.

The business plan was completed at the end of 2003 and the social enterprise
launched in January, 2004, The following objectives were outlined in La Morada's

business plan. {See Appendix Il for the timeline of the social enterprise
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development and implementation process). The following sections outline the
key components of the business plan developed by La Morada and NESsT.

Product Strategy Overview:

¥l Centro de Salud offers psychological therapy to improve the quality of life of its
clients, both personally and professionally In particular, the Clinic reaches out to
lower income women in Chile. The business plan defined the service as treatment
and therapy to individuals using a systemic psychoanalytical model [rom a gender
perspective model. The Clinic does not offer group counseling sessions, The
social enterprise consists of extending these services to paying clients across
Santiago, particularly middle income women with monthly income levels ranging
from approximately USD 350-1,000 (EUR 275-800). ages 13-50, from the north,
west and southeast districts of metropolitan Santiago. In addition, the Clinic
reaches oul 10 university students, both male and female, also at middle income
levels.

Table lIi: Target Market, La Morada Business Plan

The Challenges of Adopting an Entrepreneurial

e _
Segment . -]
Gender Women Women Women and men
Age range 15-29 29-50 13-29
Location North Santiago East and North North and

Santiago Southeast Santiago

Monthly Income

. 201,000 280,000-521,000 390,000-521,000
Level (Chilean pesos)
Description University students
Volume 77,597 155,195 162,184
Price Strategy

The Clinic does not charge each person a flat fee, but varies the fee based on the
client’s ability 1o pay. La Morada charges its clients a price, per session, ranging
from CLP %,000 (USD 5.77; EUR 4.57)!5 1o CLP 15,000 (USD 28.85; EUR 22.87).
For La Morada’s lowest income clients, the fee of CLP 8,000 was still within reach.
The final price charged is determined by the psychologist during an iniiial
appointment.

The average price per session established in the business plan is CLP 8,400 (USD
16.00; EUR 12.70). In an effort to reach the lower income women who cannot
afford the more expensive clinics, this price is significantly lower than the
competition. This average price can, in some cases, be as low as half that of the
competition. The strategy was designed to increase the quantity of middle-class
patients served who were able 1o pay a higher rate, but a rate that was seill lower
then most private Clinics. In this way, the higher-income clients would cross-
subsidize the lower income clients that pay less than the average fee. An average
price would be maintained to cover the cost of operations, This pricing strategy
was expanded when the Clinic increased the number of services offered to
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include families, couples, adolescents and children as target groups. Family
sessions, for example, are charged at a higher fee (CLP 15.000), thus increasing
the average price per visit. The Clinic has also entered into partnerships with a
local university and several agencies of the Chilean government where these
partner institutions subsidize a portion of the fee. The total fee received by the
Clinic is greater than would be received if only the client was paying.

Marketing Plan

The business plan outlined an extensive plan for marketing the Clinic and
increasing awareness of the services offered. In the first year of the enterprise
{2004), La Morada conducted a marketing campaign that introduced a new
corporate identity and logo, NESsT sought the support of a member of its
Business Advisory Network, the director of a well-known communications agency,
who assisted La Morada with this campaign. The objectives of implementing this
marketing plan were as follows:

- Increase the number of clients

- Attract middle-class clients

- Become known as a self-sustaining organization

- Position the Clinic as a standard and reference for quality and as a leader
in forming professionals in the mental health industry

- Position the organization as a leader in human rights and gender
discrimination.

The Clinic has had to overcome the image of being a low-cost provider and the
misconception associated with charging significantly less than the competition. It
was felt by some potential patients that the Clinic was charging less for their
services to make up for a lack of quality. A word of mouth marketing campaign
has helped improve the image of the Clinic. As more clients have discovered the
high-quality services that the Clinic olfered, the low-price equaling low-quality
stipma has lessened.

Since this [irst year campaign, the Clinic has scaled back its budget lor marketing
efforts. The Clinic has been advertising through email promaotions to local
university students (including follow-up phone calls and emails), as well as
through increasing word-of-mouth referrals.}

Sales Plan

One of the goals of the social enterprise was to expand services into markets
that were not being reached by other psychological ( inics. La Morada would
achieve this by disseminating information about the Center, building on its
contacts and database, as well as through patients’ word-offmouth, University
students are a market segment that La Morada began to pursue with the
enterprise. A goal for the first two vears of the [ive-year plan was for La Morada
to enter into a partnership with a local university where the university would '
subsidize a portion of the cost of student treaiment. Under the partnership,
university students would receive treatment from La Morada that they would
otherwise be unable to afford, were they required to pay the full fee. The
university would subsidize a portion of the cost of treatment, such that the
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student’s share of the fee would be manageable, The total fee received would be
CLP 10,000, which would also help increase the average fee received at the
Clinic. La Morada did enter into such a partmership with the Universidad
Academia de Humanismo Cristiano. La Morada planned to expand this
operation with more universities by the end of year five. Ilowever, the Clinic was
unable to find another university that was willing to subsidize the treatment of
students. The other universities either had their own programs established or
did not have the funding to subsidize student treatment. The Clinic is not
currently pursuing expansion of this program. It is, however, locking at tapping
into new similar partnerships with government ministries, labor unions and
private companies to increase the number of clients.

Competition

The business plan identified that La Morada’s competition came primarily from
the health sector which is made up of public and private lacilities. These facilities
olten provide treatment for a wide variety ol issues such as psychosis,
schizophrenia, drug addiction, and depression, Many organizations hold group
therapy sessions and do not offer individual treatment. The Clinic’s comparative
advantage is that it specializes in treating women and charges a much lower price.
The private facilities generally charge hetween CLP 25,000 and CLFP 45,000 per
session, on average four times higher than the price that l.a Morada aimed to
charge according to the business plan. Additionally, the strong relationship La
Morada has with universities allows it to have a competitive advantage with both
clients and student interns,

1.a Moracla has seen an increase in the number of students studying psychology
over the past lew years. The organization believes that this increase, along with

the expected increase in demand of patients, will bring many new compeltitors

into the market in the future,

Human Resource Plan

A team of six psychologists was contracted part-time (10-20 hours per week) to
carry out their psychological treatment sessions (60% of their time) as well as
coordination, outreach and public policy advocacy tasks (40% of their dme}, This
human resource plan is significantly different then the one in place prior to the
husiness plan where psychologists were paid on a per patient basis only and were
not contracted on a half time salary. The new plan provides the tearn with a
steady wage that includes a fixed amount or base salary for the outreach and
advocacy tasks that each hold plus a4 variable amount based on the number and
type {fee level) of patient hours completed per month. This strategy provides the
team with security and motivation while at the same time ensures the Clinic that it
has the human resources necessary to be able to offer ongoing services for its
clientele. In addition, it allows them to commit time to advancing the field of
mental health services for women, which is a key objective of the social enterprise.

Financial Plan

La Morada worked closely with NESsT to develop its five-vear plan to become
sustainable, This plan called for increasing the average fee received per session
and increasing the number of sessions sold per month. Projected revenues were
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to double by vear two, increase by 20% in year three and remain the same in the
following two years. Variable costs would follow a similar pattern, while
operational costs were projected to remain relatively stable during the five year
period. With this scenario, the Clinic would break even in vear three. NIESsT's
financial investment would be used to close this gap and primarily to pay for the
staff base salaries. Seventy percent of monthly revenues would be allocated [or the
variable component of staff salaries and the remaining 30% would be allocated to
cover operational expenses. A reserve fund would be created to cover ongoing
operating expenses in cases when staff’ was absent and unable to perform fee-
based services.

La Morada has worked hard these past two years to meet and surpass its income
projections. Prior to launching the enterprise, the Clinic generated approximately
USD 55,000 (EUR 27,7560) in income, but this has increased to over USD 61,000
(EUR 48,360) in just two years. NESsT provided patient capital'® of USI> 10,000
(EUR 8,000} in year one and USD 7,000 (EUR 5,550) in year two to help cover
income losses. Additionally, at the end of year two (2005), the Clinic’s self-
generated revenues through the sale of services and the internship program
covered 91% of operational costs incurred that year. The remaining revenues
came from several donors, including NESsT, and a substantially reduced amount
came from the parent organization, In 2006, the Clinic expects to once again
generate revenues to cover 91% of operational costs. This percentage represents
an aclual increase in revenues considering that starting in 2006 the Clinic
assunied overhead cosls that previously had heen covered by the parent
organization, In any case, the Clinic expects 10 cover all operational costs through
selt-generated revenues in 2006, reaching its business plan goal of breaking even,
and no longer needing financial support from its parent organization or NESsT.
Donor funds received starting in 2007 and onwards will be designated only for ELa
Morada’s other programs. (See Appendix 3 for a consolidated income statement
for the Clinic.}

r _—

As the La Morada management team admits, the Clinic had previously been run
very casually. The staff did not keep regular hours; the psychologists came and
wend as they pleased. The hours that the staff did work were not recorded. There
were minimal standards or processes for how the patients would be treated, Some
patients were charged for the service, most were not, Additonally, expenses were
not tracked. This “hippy”!” atmosphere was not conducive to quality patient care
or to running an efficient business. The Clinic was not generating enough income
to cover expenses, but, at the same time, there was a resistance to changing the
model. As the Clinic staff joked about it in an interview, they had believed that
business was for business people, not a socially-driven nonprofit.”® La Morada was
forced to identify and address these challenges when working with NESsT on the
business plan and completing the social enterprise development process.

The Board began noticing these problems at the Clinic as carly as 2001, One key
psychologist left because she perceived the Clinic to be managed poorly. This had
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a large impact on the level of services provided since there were only five
psychologists at the time.!® Donor funding was also drying up and it was
mereasingly difficult to make ends meet. In 2002, the Board of Directors decided
to contact NESsT to see about improving the financial viability of the Clinic. No
one at La Morada could foresee though, how long the social enterprise
development process would take. Initially, the staff was excited about improving
the financial situation of the Clinic. Their excitement turned to frustration after a
number of months struggling through the early stage social enterprise
developient process.

The process of developing a feasibility study and business plan for the Clinic
proved maore difficult then originally aniicipated. Despite training and one-on-one
support from NESsT, the staff working on the enterprise development process
found the concepts difficult to understand and assimilate. None of the Clinic’s
stafl had ever conducted market research nor done a break-even analysis. Finding
the right pricing strategy, that would be affordable to their clients, while meeting
cost and revenue generation goals, posed difficult ethical dileminas. Developing a
fair wage structure, that would include built-in incentives to apply the higher fee
rates, was also quite challenging for the psychologists,

During this process, many of the cultural challenges that the Clinic was already
experiencing were exacerbated. There had been mild squabbles between the staff
previously, but now the staff was polarized and fought passionately about the
ramifications of charging their clients a fee for the services. Some of the
psvchologists believed that the clients and community would resist after so many
vears of offering a free service. They felt that the mission of the Clinic was best
served by not charging a fee for the psychological treatment. NESsT staff saw
these challenges and posed questions and made suggestions on the need to make
important operational and cultural shifts. It recognized such struggles as typical of
nonprofits who are considering business strategies.

The first executive director of La Morada, Svenska A., who had done much of the
initial groundwork with NESsT, left the Clinic (due to prolessional reasons).
Gabriela G., one of the team members, along with another staft member, finished
the business plan and the rigorous due diligence documentation required by
NESsT 10 enter the NVF laterstage portfolio. This second team could not arrive at
consensus regarding some of the key concepts related to the business plan. The
proposed pricing and salary structures, {or example, were still not accepted by the
{ull teamn. Several psychologists were talking about leaving. Furthermore, the
Board was undergoing a significant reorganization process. Lastly, Gabriela G.

had te temporarily leave the process [or a few months due to her pregnancy.

The precarious situation was summarized in meeting notes written by the
NESsT Enterprise Development Manager at that time: "Many changes
have taken place during the last semester. The execultive director left
(had a meeting with her, she came to inform me in advance, was able to
describe key points needed 1o keep work going). Two members of the
psychology staff are leaving at the end of year because they were not seen
as commitled to the social change mission (they have been active in the
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20 Interview, Juan Pablo |.
{initial NESsT Enterprise
Development Manager),
April 18, 2006.

The staff of La Morada.

feasibility study work). Gabriela G is on maternity leave until Ocloher;
and the Board is changing. It has not been easy for them to organize and
find time for the process with NESsT, but they see the value it has and
they are not pulling out of the process. I have made many observations to
the business plan all along the way. Tt has been frustrating because we
have discussed many issues that were not (some still are not) represented
in the business plan document, although they understand them. The
good thing is that they send drafts and are willing to work on the points
mentioned. Not so good s how hard it has been for them to introduce
basic concepts. But they have made a very strong effort, worked extra

hours, even during national holidays”.2?

Given this scenario, the La Morada Board realized that a more fundamental
change was needed to successfully launch the social enterprise. They needed
someone who could lead the Clinic through a shift in organizational culture,
moving away from a donor dependency mentality to a more business-oriented
one. The Board decided to nominate Valentina M., previously on the General
Assembly at La Morada, 1o take the vacant position as director of the Clinic,
Valentina M. had become involved with the later phase of the business plan
development process as interest within La Morada for implementing the social
enterprise was waning. She pushed forward to implement the business changes
specified in the husiness plan in a timely manner. The Board had been so
impressed with Valentina M’s efforts that
they hired her to be the new director of
the Clinic.

Valentina M. accepted the position, but
made it clear that she was not going to
make changes for change’s sake. In fact,
she spent the {irst month in her new
position learning how the Clinic
1 operated, watching the employees. and
1 formulating tdeas of what needed to
change. She worked with the staff 1o
understand their jobs and the challenges
they faced. Atier this self-imposed
orientation period, she began to suggest
and implement changes within the
Clinic, Working with NESsT guidance,
Valentina M. established procedures for
how the psychologists would interact with
the clients. She created a schedule for
the staff and began keeping timecards of hours worked. Receipts and expenses
were tracked for the first time. In addition, Valentina M. diversified the services
that the Clinic offered from just individual sessions to offering services for
couples, families, teens, and children. This segmentation and the change in
services offered were born out of Valentina M.’s background in family psychiatry
(her field of specialization) and a natural evolution within the Clinic, These
expanded services complemented La Morada’s mission more so than the original
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segmentation model that focused on middle-income women. Changes were not
easy to implement, though. Much of the Clinic staff was stuck in a “one service
only” mindset, and resisted this expansion strategy.

A key part of the cultural changes within the Clinic was with the staff. There were
still a number of psychologists who resisted the cultural and operational changes
taking place. These employees were not supportive of the changes that were
being instituted, and were making it difficult for Valentina M. to create a core
group of psychologists. Some of the psychologists did not want to deviate from
the individualfocused therapy model they had used previously. Also, they
continued to feel uncomfortable with charging clients for the services since it
could potentially mean losing some of their lower income clients and result in
mission drift.

Valentina M. made an effort to engage with these psychologists and give them an
opportunity to adjust to the changes. After continued unresponsiveness and
resistance to the changes. Valentina M, let these employees go. Although
Valentina M. regretted having to make this decision, she began to see positive
results after these stafl members left and the changes she was implementing took
root gradually,

Two years after the human resources shake-up within La Morada, the future now
locks much brighter. The Clinic is seeing a rising demand for its services and has
increased the number low income clients served. The relationship-oriented
treatment (couples, families, teens, and children) currently comprises a
stgnificant portion of services provided. The Clinic has entered into several
important partnerships that have allowed La Morada to reach new clients and
increase the amount of revenue earned. It is working to establish new
partnerships with insurance agencies, labor unions, and companies as well as to
expand existing partnerships.

Another positive change, after much hard work by Valentina and NESsT
together, has been the highly improved organizational culture and
systems within the Clinic. The weekly meetings that the director holds
with the stalf have created a stronger unity between the psychologists. A
more transparent salary disbursement process is now in place where team
members continue to be paid on a per-patient basis but using the average
fee charged by the Clinic and not the average fee of the patients seen by
that particular psychologist. This more equitable system has reduced
tensions significantly, Further, staff members team up to work on
husiness, administrative and research/outreach tasks of the Clinic. The
staff is committed (o the vision of the Clinic and they feel they now have
the leadership, team, and business focus to fulfill their mission. The
defining turnaround for the Clinic was placing a director who
understood the need for changes in the way the Clinic was operated and
who fostered a new level of ownership on the part of the staff.
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The NESsT methodology provided La Morada with a [ramework for systematic
assessment at each stage of enterprise planning. NESsT provided supportin
developing policies that directly addressed staff concerns regarding mission or
change in institutional practices. Through this process, La Morada’s Clinic was
well-positioned to implement the enterprise. With later stage support of the NVF,
the organization would ultimately experience a marked increase in mission
impact, institutional development and financial sustainability.

During the early stage social enterprise development process, NESsT tools
examined and helped La Movada assess and develop strategies in four areas of
organizational veadiness for social enterprise. These included: 1) assessing risks to
mission and institutional values and developing mitigating strategies to prevent
deviation; 2} assessing stakeholder support and developing strategies to bring
naysayers on board; 3) assessing and ensuring that the internal capacity —staff,
infrastructure, culture and planning— necessary to undergo the process existed;
and 4- assessing financial stability and ensuring that the organization had
resources to pay the team of psychologists for a year in advance, so that it could
undergo the social enterprise development process. Despite some concerns,
NESsT deemed that La Morada was organizationally ready and together began to
work in assessing the viability and developing the business plan for its social
enterprise.

In spite of this assessment process, several cultural tensions surfaced
within La Morada during this transitional period particularly around the
concept of charging patients for services. Certain staff members felt very
uncomfortable with this idea and resisted it. NESsT worked with the team
to come up with a pricing mechanism that was responsive to La Morada’s
mission but that would begin to cover the Clinic’s operational costs. The
Enterprise Development Manager facilitated numerous discussions
around this issue, and came up with the concept of an average price as a
way to meet the double hottom lines of the enterprise. According to the
business plan, the Clinic would aim to achieve this average price on a
monthly basis, but could reach this goal by selling at a range of prices
that were left to the discretion of each psychologist. In order to address
concerns about losing low income clients due to their potential inability
to pay, NESsT advised the Clinic to assure that at least 20% of clients
were from this segment,

In terms of human resources, the team worried that by paying each
psychologist according to the type of clients served, an inequitable system
would be set up whereby those therapists that saw higher fee clients would
earn more then those who saw lower fee clients. In this case, NESsT helped the
Clinic come up with a mechanism that would pool the fees and psychologists
would he paid according to the number of clients but not the type of client. In
this way, there was an incentive to serve more clients, but no disincentive to
serve lower income ones.
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Certain members of the La Morada team that were working on the business plan
felt that NESsT should have become more involved in developing the business
plan itself. They felt that they were wasting time working on business concepts
that the NVF staff could have completed in no time. Whereas NESsT was seeking
a balance in its role between providing enough support to help La Morada
successfully complete the business plan, while also letting the organization learn
and grapple with the concepts on its own. In this way, the organization would
gain the capacity to manage the enterprise in the future and face challenges
when NESST was no longer in a supporting role.

This is a classic problem for many venture philanthropy funds. A key aspect of the
NVF methodology is to provide organizations with the tools, training and support
they need to develop the business plan, but not to do the work for them. The
hatter would nol provide much value-added for organizations who are trying io
learn how to detine and manage a socially-driven husiness. NESsT believes that
organizations will be more successful in managing the business if they embrace
and own the concepts and techniques during the business planning phase. So,
although NESsT did help La Morada define some of these concepts {or itself,
NESsT kept a certain distance {rom the day-to-day tasks that were needed 1o
complete the process.

Further, although NESST relies on an engaged and hands-on approach in
assisting with the development of a social enterprise, NESsT is not part of the
internal management of the supported organization and hence, its level of
involvement and decision-making is somewhat limitec. So, for example, midway
through the process of developing the business plan, the Board of La Morada
decided to create a Committee to intervene in the process but NESsT was
unaware of this decision. Given the tensions among the team, and the fact that
progress was very slow, the Bouard assigned this Committee to provide a fresh
perspective and help complete the process

Today, as a result of this experience, NESST has come (o realize the importance of
establishing a more formal relationship and of maintaining more regular
comrmunication with the executive directors and boards of directors of the parent
organizations in the NVF portfolio. To do this, NESsT engages with these
stakeholders early on and makes it a requirement for the executive director to be
involved in the process. In addition, it has broadened its assessment of the overall
organization at early stage. The revamped due diligence tool now examines five
areas of institutional development at greater depth, identifying weaknesses and
areas for further institutional strengthening. These include: 1- leadership (level of
openness and ability to motivate the team); 2- governance (strong board
involvement and support); 3- a human resources management system (open and
equitable hiring and management practices); 4- a financial management system
and trangparency (financial tracking by funders and financial controls); and 3-
internal and external communications systems (consistent and reliable practices).
Important interventions in these areas are addressed during the early stage
process, whije the baseline is set for additional capacity building at later stage.

By so doing, NESsT is fostering more fertile ground for the business skills and
entrepreneurial mindset needed to launch the enterprise.
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21 The NESsT Performance
Management Tool
manages and evaluates
performance in these
four areas. The Tool is
based on NESsT's
extensive work with
portfolio members. The
basic framework
considers social
enterprise deveiopment
as the driver for social
impact, organizational
development and
financial sustainability.

There is no doubt that the bard work by the La Morada and NESsT stafl has allowed
the Centro de Salud 10 improve greatly in the past few vears. Since the launch of the
social enterprise, the Clinic has expanded the types of services offered to include
families, couples, adolescents and children. This has resulted in an increase in hoth
the number and types of patients served at the Clinic. In addition, the Clinic has
developed a commited statl, improved financial systems, and enhanced financial sel-
sufficiency. The balance between business and mission mindsets of the team has been
consolidaled. The methodology applied during the business planning phase has paid
ol in that the stall truly owns and manages the business. The current Enterprise
Development Manager has a very positive rapport with the staff and there is great
willingness on the part of L.a Morada to apply many of NESsT's recominendations. In
the last year, the organization has adopted the NESST Performance Management Tool
1o set goals and indicators and to track and manage progress in the following four
areas:®! enterprise performance, social impact, institutional development, and
financial sustainability.

Enterprise Performance

NESST and La Morada have worked together to develop key organizational goals
and indicators, In general, NESST has pushed for financial and operational goals
of the business, such as the increasing the average price paid per session and
monitering cash flow both of which have proved challenging for the statf.,
Progress has been made over the past two vears in particular with the financial
viability of the Clinic: average number of sessions per month has increased, as has
the average price paid per session, expenses are tracked more closely; and use of
space is closer to full capacity. There have been several new contracts signed with
institutional partners, which have helped to increase the number of sessions
provided at a higher price. The organization is now monitoring patient referrals
as well as patients who complete the treatment successfully, both of which are
increasing. This data measures mission impact and has shown a successful track
record which in turn has enhanced the efficiency of marketing efforts, Valentina
M. has played a key role in closely watching these indicators on the viability of the
Clinic. By monitoring the financial aspects of the business, the social enterprise
has become stronger and more likely to become sustainable,

Challenges to come include maintaining a continued increase in the average
price charged, managing government contracts to avoid dependency on public
sources, addressing the Clinic’s limited space capacity, and monitoring growing
competition brought about by public policy changes.
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Table IV: NESsT Performance Management Tool:

Goals and achievements for Year 2 (2005)
Social enterprise financial performance

Goale’ i~ tors nie m

Attain the same average nurnher of sessions | On average, montﬁ number of sessions
provided during year 1: 229/month was 313,

increase average price charged per individuai | Average price was CLP 7,960.
session by 9.5%, from CLP 7,212 to 7,888

Increase the share of patients in the highest | First trimester: 20%
paying range: CLP 10,000-15,000 Second Trimester: 17%
Annual result: 27%

Keep costs under controf Costs in Year 2 were 9.3% iower than in
Year 1.

increase quality through implementing Met. Weekly supervisicn for all teams plus

external supervision external supervision every 2 weeks.

New indicator for quality of services: 23.5% (from total number of patients).

patients per year successfully completing

treatment

New Indicator for capacity used: Percent of | 60%
total space capacity used for therapy
5e5510NS

Increase the type of services offered Started working with family and couples
therapy.

Social Impact

The Clinic is a great extension of the organizational mission because its services
improve the quality of life for women individually and in their relationships with
others. In the past few years, Valentina M. has placed great emphasis on
improving the quality and diversity of services offered at the Clinic. By
implementing strong controls and spending more time in the development of the
staff, La Morada has ensured a more consistent service for its clients. Secondly,
the increase and expansion of services offered has allowed the Clinic to reach a
wider market and have a greater impact on the quality of life for women in
Santiago. Patients have increased from 161 in year zero (upon completion of the
business plan) to 269 at the end of year one and to 348 at the end of vear two, a
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116% increase overall, The number of patients from low income levels has
remained greater than those of middle income levels overall, which demonstrates
that La Morada has been able 1o strengthen its social impact as a result of its
social enterprise. In addition, the organization has never turned away a woman
who was unable to pay even a small fee.

Finally, the enterprise has also strengthened La Morada's position in the field of
psychological services and training. The Clinic has spent more time on research
and advocacy of women's issues al both the community and public policy levels
since the establishment of more efficient time management skills and the use of a
fixed salary component. At the same time, the internship program for psychology
students is being consolidated, although the number of students has been
reduced in order to maintain the quality of the program and avoid diverting staff
time for supervision.

Tabte V: Social Enterprise Mission Performance

Increase number of patients receiving their
services.

fncreased the number from 167 to 348.

Increase number of patients successfully
completing treatment.

Number reached 23.5% of total patients
seen. (Not previously tracked).

Position the team to influence public

Participaticn in activities against violence

policies and participate in the general including the organization of a seminer on
debate on women's rights. legislation on workplace sexual harassment,

Institutional Development

The institutional development at the Clinic was an area that needed
significant improvement before the launch of the enterprise, and one
which has shown dramatic signs of progress. The predominant focus for
the past two years has been to establish a reliable core psychologist team
and to ensure that specific procedures, practices, and environment are
established so that the Clinic can be effective in reaching its mission.
The focus on these internal tssues has paid off. The Clinic’s culture has
made a complete turnaround. The staff is motivated and enthusiastic
about the future. They now feel confident that they have a self-financing
strategy that is closely aligned with the mission.

The practice of paying team members a salary with a fixed component
(with the subsidy from NESsT), as well as a variable one based on the
number of sessions provided per month, continues and has proved
effective. In addition, Valentina M. has instituted a shared system of
responsibility, where team members share tasks and projects (e.g. sales
and marketing) and hence feel greater unity and ownership of the Clinic
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and the social enterprise. An important step is that the Board of La
Morada wants to leverage the experience of the Clinie, extracting and
applving lessons and practices to the rest of the organization.

Certain human resources policy issues stll need to be addressed however, including
the need for a reserve fund and replacement guidelines for stafl absences.
Furthermore, and perhaps most important. the Clinic is heavily dependent on
Valentina M's leadership skills. There is a need to develop a strong management team
that would alleviate this dependency and allow her to delegate her heavy workload on
others as she trains them to fill leadership positions in the Clinic.

The Challenges of Adopting an Entrepreneuri ~

Table VI Institutional Development

Goals/In icators ac
Increase invoivement of the Center in the Perceived increased influence from the
parent organization's decisions Clinic Director in the Board of Directors,
Consclidation of a stable team Team is more consolidated with fixed

sataries, clearly defined roles, more time for
research and advocacy; Delegation of tasks
from the Clinic Director to other team
members has not been successfully
achieved yet.

Financial Sustainability

The human resources and organizational culture issues were tackled concurrently
with the {inancial challenges that the Clinic was facing. From a broad perspective,

the goal in implementing the social enterprise within the Clinic was to create
more untied revenues in the face of decreased donor funding. The social
enterprise has served the Clinic well in this regard.

Within two vears, the Clinic is now able to cover 91% of iis operating expenses
despite the fact that these expenses have increased due to costs assumed by the
Clinic from the parent organization. This is a result of a significant increase in
internally generated revenues through service fees; substantial cost reductions;
and a small amount generated from universities for the student internship
program. The clinic is on track for becoming fully selb-supported in 2006, a
significant accomplishment considering that over 50% of the budget had come
from donor funding in 2003.% In addition, the financial systems set in place are
allowing management lo monitor the current situation of the Clinic and make
changes as necessary. The staff [eels comfortable managing cash flow although
the Clinic has not vet been in a position to establish a reserve funel.
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Table VII: Organizational Financial Sustainability

Increase contribution ¢. self-financing to cover | Increased tfrom ™ . % 1o 91%.
costs (from 73% to 80%)

Increased number of sources Four new projects.
of funding

There were management and cultural issues that existed within the
psychological Clinic at La Morada prior to their involvement with NESsT,
but these issues surfuced during the business plan development process.
La Morada initially operated their socially-driven feminist work in Chile
under the mentality that the business world can focus too greatly on
financial goals, even possibly at the expense of people. So, when the
Board and NLESsT suggested that the Clinic regularly charge its clients for
treatment, an internal culture clash ensued. For the nonprofit, it meant
having to transform what was a social service program into a mission-
driven business. This not only meant that the staff, a team that had no
prior business experience, had to learn an completely new set of skills,
but also required adopling an entirely new way of working and of relating
with patients and with each other. The moral issue of charging low-
income women for a previously free service and the potential client
backlash created internal resistance against the social enterprise idea.
What was needed was not only a supportive voice to ¢alm the stail’s fears,
but someone who clearly believed in the new strategy and who had the
management capability to turn this situation around and apply NESsT's
advice and support. With a more business-minded director and a
motivated staff that now has bought-in to the new strategy; the Chinic is
successfully running a sustainable social enterprise.

As the concept of social enterprise continues to become better known and to gain
support, the challenges that are involved with guiding a donor-dependent
nonprofit to successfully launch a sustainable enterprise are numerous. As in the
case of La Morada, many organizations dependent on and comfortable with
external donor funding will no doubt resist charging their clients a fee or
adopting a more business-like approach to running their services. In addition, the
skills, procedures and controls to run an effective business will most likely not be
in place.

As CS0s go through the social enterprise development process, they will likely
discover that a new mindset and skill set are required to launch a social enterprise
effectively. This transformation, though, will be greatly enhanced if it is driven by
an effective leader that is able to motivate the staff through the difficult cultural
changes that are required to launch an income-generating enterprise. The leader
will be forced to balance new tensions — financial goals alongside mission goals.
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They will have to mediate between the need to foster ownership of the enterprise
among staff, and the need to make difficult decisions that will not in all cases be
immediately accepted by staff.

Further, the support that an organization such as NESST can provide through its
ols and advice, and in terms of both hard and soft areas of sociul enterprise
development, is indispensable, The input of an external “investor” who knows the
realities of the organization, but can also provide a more objective view of the
internal changes that are taking place and are needed is key. There is greater
likelihood that the business will succeed and reach is goals through a
methodology, such as that of the NESsT Venture Fund, which builds the internal
capacity of the staff to develop and manage the business.

There 1s indeed an uphill cultural bartle in establishing a social enterprise in a
previously fully donor-supported nonprofit. It may even seem that the new
business venture has replaced the mission as the new focus. However, despite the
difficult process, the end result will no doubt be worthwhile. If a social enterprise
is carefully developed with appropriate and timely capacity building and financial
support, it can allow a nonprofit not enly to diversify its funding sources and
reach financial revenue goals, but to dramatically improve organizational capacity
and strengthen its organizational mission.
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ndix 1: La Morada Organizational Chart
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Appendix 3: Year 1 and 2 Financial Statement for NESsT Involvement

Consolidated Income Statement-Centro de Salud 2003 2004 2005

Net Sales and Revenues

Professional psychologist treatment* $26.638 $29.492 $27.832
Student intern treatment (paid by client)* - 4.188 5.288
Saturday treatment - 3.556 S.677
Treatment of Children - ~ 123
Student intern treatment (paid by UAHC) - 7.338 6.771
Treatment paid by Government - - 375
Workshops - - 3.000
Student Intern Training (paid by UAHC) 8.352 6.615 8211
Total 34,991 51.19C @1.276

Costs and Expenses

Salary 56.10¢ 53.974
Workshop Personnel Fees - 2.100
Maintenance and repair 1.428 624
Telephone 2.107 2.003
Fixed administration 1.827 1.469
Publication / Marketing 5.769 -
Broadcasting / Marketing 1.395 393
Gther 1.333 1.240
Total 69.960 67.809

Net Operating Income (before Donations) $(18.770) 3(6,533)

Not tracked specifically for Clinic before NESsT

Donations

NESsT 10.000 7.673
Proyecto Avina 604 -
UN 1.835 923
Total 12.438 8.596
Support from La Morada 3.360

Net Income (Loss) $(2.972) $2.063

* Jotal income generated by patient care {professional and intern) was on an aggregate level
pre-2004
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